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BUDGETING  AND  ACCOUNTING 


TUESDAY,  MARCH  20,  1956 

i 

United  States  Senate, 

Subcommittee  on  Reorganization  of  the 

Committee  on  Government  Operations, 

Washington ,  D.  C. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.  m.,  in  room  357, 
Senate  Office  Building,  Washington,  D.  C.,  Senator  John  F.  Kennedy 
(chairman  of  the  subcommittee) ,  presiding. 

Present:  Senator  John  F.  Kennedy,  Democrat,  Massachusetts;  Sen¬ 
ator  Stuart  Symington,  Democrat,  Missouri ;  Senator  Norris  Cotton, 
Republican,  New  Hampshire. 

Present  also:  Miles  Scull,  Jr.,  professional  staff  member;  Glenn  K. 
Shriver,  professional  staff  member;  Mrs.  Kathryn  M.  Keeney,  clerical 
assistant. 

Senator  Kennedy.  The  subcommittee  will  come  to  order. 

This  hearing  has  been  called  to  consider  recommendations  made  by 
the  Hoover  Commission  relating  to  the  Federal  Government’s  budget¬ 
ing,  accounting,  and  fiscal  reporting  programs. 

Four  bills  which  would  implement  the  Commission’s  recommenda¬ 
tions  in  these  important  areas  will  be  considered  during  the  hearing; 

They  are:  .  .  . 

S.  3362,  which  would  expedite  the  payment  of  certified  claims 
against  the  Government  for  which  appropriations  have  lapsed ; 

S.  3199,  which  would  require  agencies  in  the  executive  branch 
to  establish  cost-based  budgets,  maintain  their  accounts  on  an 
accrued  basis,  create  a  staff  office  of  accounting  in  the  Bureau 
of  the  Budget ;  and  make  certain  other  changes  in  budgeting  and 
accounting  procedures ;  and 

S.  2480  and  S.  2369,  which  are  identical  bills,  and  which  also 
would  establish  a  staff  office  of  accounting  in  the  Bureau  of  the 
Budget. 

The  first  part  of  the  hearing  this  morning  will  be  devoted  to  S.  3362, 
which  relates  to  the  payment  of  certified  claims. 

I  am  advised  that  this  bill  has  the  approval  of  the  Bureau  of  the 
Budget,  the  General  Accounting  Office,  and  the  Treasury  Department,; 
subject  to  certain  technical  changes  which  the  subcommittee  will  con¬ 
sider  at  this  time. 

These  agencies  agree  that  the  accounting  improvements  incorpo¬ 
rated  in  this  measure  will  greatly  facilitate  the  payments  of  claims 
and  substantially  reduce  the  administrative  expenses  of  handling 
them — without  the  sacrifice  of  appropriate  safeguards. 

When  we  have  concluded  the  testimony  on  S.  3362,  we  will  take  up 
S.  3199,  S.  2480  and  S.  2369. 
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BUDGETING  AND  ACCOUNTING 


At  this  point,  the  chair  desires  to  place  in  the  record  copies  of 
S.  3362,  S.  3199,  S.  2480,  and  S.  2369,  along  with  pertinent  memoranda 
prepared  by  the  subcommittee  staff. 

(The  matter  referred  to  is  as  follows :) 

[S.  3302,  84tli  Cong.,  2d  sess.] 

A  BILL  To  simplify  accounting,  facilitate  the  payment  of  obligations,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That,  except  as  otherwise  provided  by  law, 

(a)  the  account  of  each  appropriation  available  for  obligation  for  a  definite 
period  of  time  shall,  upon  the  expiration  of  such  period,  be  closed  as  follows: 

(1)  The  obligated  balance  shall  be  transferred  to  an  appropriation  account  of 
the  activity  responsible  for  the  liquidation  of  the  obligations,  in  which  account 
shall  be  merged  the  amounts  so  transferred  from  all  appropriation  accounts  for 
the  same  general  purposes ;  and 

(2)  The  remaining  balance  shall  be  withdrawn  and,  if  the  appropriation  was 
derived  in  whole  or  in  part  from  the  general  fund,  shall  revert  to  such  fund,  but 
if  the  appropriation  was  derived  solely  from  a  special  or  trust  fund,  shall  revert, 
unless  otherwise  provided  by  law,  to  the  fund  from  which  derived. 

(b)  The  transfers  and  withdrawals  required  by  subsection  (a)  of  this  section 
shall  be  made — 

(1)  not  later  than  September  30  of  the  fiscal  year  immediately  following 
the  fiscal  year  in  which  the  period  of  availability  for  obligation  expires,  in 
the  case  of  an  appropriation  available  both  for  obligation  and  disbursement, 
on  or  after  the  date  of  approval  of  this  Act ;  or 

(2)  not  later  than  September  30  of  the  fiscal  year  immediately  following 
the  fiscal  year  in  which  this  Act  is  approved,  in  the  case  of  an  appropriation 
which,  on  the  date  of  approval  of  this  Act,  is  available  only  for  disbursement. 

(c)  For  the  purposes  of  this  Act,  the  obligated  balance  of  an  appropriation 
account  shall  be  the  amount  of  unliquidated  obligations  applicable  to  such  ap¬ 
propriation  less  the  amount  collectible  as  repayments  to  the  appropriation  as  of 
the  close  of  the  fiscal  year  as  reported  pursuant  to  section  1311  (b)  of  the 
Supplemental  Appropriation  Act,  1955  (68  Stat.  830;  31  U.  S.  C.  200  (b) ).  Collec¬ 
tions  authorized  to  be  credited  to  an  appropriation  but  not  received  until  after 
the  close  of  the  fiscal  year  in  which  such  appropriation  expires  for  obligation 
shall,  unless  otherwise  authorized  by  law,  be  credited  to  the  appropriation 
account  into  which  the  obligated  balance  has  been  or  will  be  transferred,  pur¬ 
suant  to  subsection  (a)  (1),  except  that  collections  made  by  the  General  Ac¬ 
counting  Office  for  other  Government  agencies  may  be  deposited  into  the  Treasury 
as  miscellaneous  receipts. 

(d)  The  transfers  and  withdrawals  required  pursuant  to  subsection  (a)  of 
this  section  shall  be  accounted  for  and  reported  as  of  the  fiscal  year  in  which  the 
appropriations  concerned  expire  for  obligation,  except  that  such  transfers  of  ap¬ 
propriations  described  in  subsection  (b)  (2)  of  this  section  shall  be  accounted 
for  and  reported  as  of  the  fiscal  year  in  which  this  Act  is  approved. 

Sec.  2.  Each  appropriation  account  established  pursuant  to  this  Act  shall  be 
accounted  for  as  one  fund  and  shall  be  available  without  fiscal  year  limitation 
for  payment  of  obligations  chargeable  against  any  of  the  appropriations  from 
which  such  account  was  derived.  Subject  to  regulations  to  be  prescribed  by  the 
Comptroller  General  of  the  United  States,  payment  of  such  obligations  may  be 
made  without  prior  action  by  the  General  Accounting  Office,  but  nothing  contained 
in  this  Act  shall  be  construed  to  relieve  the  Comptroller  General  of  the  United 
States  of  his  duty  to  render  decisions  upon  requests  made  pursuant  to  law  or  to 
abridge  the  existing  authority  of  the  General  Accounting  Office  to  settle  and 
adjust  claims,  demands,  and  accounts. 

Seo.  3.  (a)  Appropriation  accounts  established  pursuant  to  this  Act  shall  be 
reviewed  periodically  but  at  least  once  each  fiscal  year,  by  each  activity  re¬ 
sponsible  for  the  liquidation  of  the  obligations  chargeable  to  such  accounts.  If 
the  undisbursed  balance  in  any  account  exceeds  the  obligated  balance  pertaining 
thereto,  the  amount  of  the  excess  shall  be  withdrawn  in  the  manner  provided  by 
section  1  (a)  (2)  of  this  Act;  but  if  the  obligated  balance  exceeds  the  undisbursed 
balance,  the  amount  of  the  excess  shall  be  transferred  to  such  account  from  the 
appropriation  currently  available  for  the  same  general  purposes.  A  review 
shall  be  made  as  of  the  close  of  each  fiscal  year  and  the  transfers  or  withdrawals 
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required  by  this  section  accomplished  not  later  than  September  30  of  the  follow¬ 
ing  fiscal  year,  but  the  transactions  shall  be  accounted  for  and  reported  as  of  the 
close  of  the  fiscal  year  to  which  such  review  pertains.  A  review  made  as  of  any 
other  date  for  which  transfers  or  withdrawals  are  accomplished  after  September 
30  in  any  fiscal  year  shall  be  accounted  for  and  reported  as  transactions  of  the 
fiscal  year  in  which  accomplished. 

(b)  Whenever  a  payment  chargeable  to  an  appropriation  account  established 
pursuant  to  this  Act  would  exceed  the  undisbursed  balance  of  such  account,  the 
amount  of  the  deficiency  may  be  transferred  to  such  account  from  the  appropri- 
tion  currently  available  for  the  same  general  purposes.  Where  such  deficiency 
is  caused  by  the  failure  to  collect  repayments  to  appropriations  merged  with 
the  appropriation  account  established  pursuant  to  this  Act,  the  amount  of  the 
deficiency  may  be  returned  to  such  current  appropriation  if  the  repayments  are 
subsequently  collected  during  the  same  fiscal  year. 

(c)  In  connection  with  his  audit  responsibilities,  the  Comptroller  General  of 
the  United  States  shall  report  to  the  head  of  the  agency  concerned,  to  the  Secre¬ 
tary  of  the  Treasury,  and  to  the  Director  of  the  Bureau  of  the  Budget,  respecting 
operations  under  this  Act,  including  an  appraisal  of  the  unliquidated  obligations 
under  the  appropriation  accounts  established  by  this  Act.  Within  thirty  days 
after  receipt  of  such  report,  the  agency  concerned  shall  accomplish  any  actions 
required  by  subsection  (a)  of  this  section  which  such  report  shows  to  be  necessary. 

Sec.  4.  During  the  fiscal  year  following  the  fiscal  year  in  which  this  Act  be¬ 
comes  effective,  and  under  rules  and  regulations  to  be  prescribed  by  the  Comp¬ 
troller  General  of  the  United  States,  the  undisbursed  balance  of  the  appropriation 
account  for  payment  of  certified  claims  established  pursuant  to  section  2  of  the 
Act  of  July  6,  1949  (63  Stat.  407 ;  31  U.  S.  C.  712b),  shall  be  closed  in  the  manner 
provided  in  section  1  ( a )  of  this  Act. 

Sec.  5.  The  obligated  balances  of  appropriations  made  available  for  obligation 
for  definite  periods  of  time  under  discontinued  appropriation  heads  may  be 
merged  in  the  appropriation  accounts  provided  for  by  section  1  hereof,  or  in  one 
or  more  other  accounts  to  be  established  pursuant  to  this  Act  for  discontinued 
appropriations  of  the  activity  currently  responsible  for  the  liquidation  of  the 
obligations. 

Sec.  6.  The  unobligated  balances  of  appropriations  which  are  not  limited  to  a 
definite  period  of  time  shall  be  withdrawn  in  the  manner  provided  in  section 
1  (a)  (2)  of  this  Act  whenever  the  head  of  the  agency  concerned  shall  determine 
that  the  purpose  for  which  the  appropriation  was  made  has  been  fulfilled  or  will 
not  be  undertaken  or  continued ;  or,  in  any  event,  whenever  disbursements  have 
not  been  made  against  the  appropriation  for  two  full  consecutive  fiscal  years : 
Provided ,  That  amounts  of  appropriations  not  limited  to  a  definite  period  of  time 
which  are  withdrawn  pursuant  to  this  section  or  were  heretofore  withdrawn 
from  the  appropriation  account  by  administrative  action  may  be  restored  to  the 
applicable  appropriation  account  for  the  payment  of  obligations  and  for  the 
settlement  of  accounts. 

Sec.  7.  The  following  provisions  of  law  are  hereby  repealed. 

(a)  The  proviso  under  the  heading  “Payment  of  certified  claims”  in  the  Act 
of  April  25,  1945  (59  Stat.  90  ;  31  U.  S.  C.  690)  ; 

(b)  Section  2  of  the  Act  of  July  6,  1949  (63  Stat.  407 ;  31  U.  S.  C.  712b),  but 
the  repeal  of  this  section  shall  not  be  effective  until  June  30, 1957 ; 

(c)  The  paragraph  under  the  heading  “Payment  of  certified  claims”  in  the 
Act  of  June  30, 1949  (63  Stat.  358 ;  31  U.  S.  C.  712c)  ; 

(d)  Section  5  of  the  Act  of  March  3,  1875  (18  Stat.  418 ;  31  U.  S.  C.  713a)  ;  and 

(e)  Section  3691  of  the  Revised  Statutes,  as  amended  (31  U.  C.  C.  715). 

Sec.  8.  The  provisions  of  this  Act  shall  not  apply  to  the  appropriations  for  the 
District  of  Columbia. 


[S.  3199,  84th  Cong.,  2d  sess.] 

A  BILL  To  improve  governmental  budgeting  and  accounting  methods  and  procedures,  and 

for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled , 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Section  1.  (a)  Section  213  of  the  Budget  and  Accounting  Act,  1921,  as  amended 
(31  U.  S.  C.  21),  is  amended  by  adding  at  the  end  thereof  the  following:  “The 
Director  shall  utilize  information  obtained  under  this  section,  among  other  pur- 
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poses,  to  prepare  comprehensive  reports,  other  than  purely  fiscal  reports,  showing 
the  financial  results  of  the  activities  of  the  departments  and  establishments. 
Such  reports  shall  be  prepared  on  a  fiscal  year  basis,  or  at  such  shorter  intervals 
as  the  Director  may  deem  practicable,  and  shall  be  transmitted  to  the  President 
and  to  the  Congress.” 

(b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  C.  24),  is  amended  to  read 
as  follows : 

“Sec.  216.  (a)  For  purposes  of  administration  and  operation,  cost-based  budgets 
shall  be  used  by  all  departments  and  establishments  and  their  subordinate  units. 
Fund  allocations  within  the  departments  and  establishments  shall  be  made  on 
the  basis  of  such  cost  budgets. 

“(b)  Subordinate  operating  units  within  a  department  or  establishment  shall 
submit  quarterly  performance  reports  to  the  head  of  such  department  or  estab¬ 
lishment,  and  the  head  of  each  department  or  establishment  shall  submit  a  report 
to  the  bureau,  not  later  than  September  30  of  each  year,  on  the  conduct  of  its 
operations  in  the  preceding  fiscal  year.  The  bureau  shall,  on  the  basis  of  such 
reports,  submit  an  annual  performance  report  to  the  President  for  all  the  depart¬ 
ments  and  establishments. 

“(c)  Requests  for  regular,  supplemental,  or  deficiency  appropriations  which 
are  submitted  to  the  bureau  by  the  head  of  any  department  or  establishment  shall 
be  prepared  on  a  cost  basis  and  shall  include  such  data  and  be  submitted 
in  such  manner  as  the  President  may  determine  in  accordance  with  the  provisions 
of  section  201  of  this  Act. 

“(d)  The  Budget,  required  by  section  201  of  this  Act  to  be  transmitted  to  the 
Congress,  shall  contain  information  on  program  costs  and  accomplishments,  and 
a  review  of  performance  by  organizational  units  whenever  such  units  do  not 
coincide  with  performance  budget  classifications.” 

(c)  Title  II  of  such  Act,  as  amended,  is  amended  by  adding  at  the  end  thereof 
a  new  section  as  follows  : 

“Sec.  218.  The  director,  under  such  rules  and  regulations  as  the  President  may 
prescribe,  shall  designate  and  assign  qualified  personnel  of  the  bureau  to  serve  in 
the  principal  departments  and  establishments,  as  determined  by  the  President, 
for  the  purpose  of  maintaining  a  continuous  review  by  the  bureau  of  budget 
preparation  and  administration  within  any  such  department  or  establishment, 
and  to  further  assist  the  bureau  in  carrying  out  its  managerial  functions  and 
responsibilities.  Not  more  than  two  persons  for  each  principal  subdivision  of 
a  department  or  establishment  shall  be  assigned  by  the  director  to  any  one  depart¬ 
ment  or  establishment,  and,  insofar  as  practicable,  persons  so  assigned  to  any 
department  or  establishment  shall  possess  the  combined  skills  of  the  statistician, 
cost  accountant,  administrative  expert,  and  program  analyst.  No  such  person 
shall  be  so  assigned  to  any  department  or  establishment  for  more  than  two 
consecutive  years.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  1950 

Sec.  2.  (a)  Section  104  of  the  Budget  and  Accounting  Procedures  Act  of  1950 
(31  U.  S.  C.  18a)  is  amended  by  adding  at  the  end  thereof  a  new  sentence  as 
follows:  “Each  executive  agency  of  the  Government  shall,  under  the  general 
supervision  of  the  Director  of  the  Bureau  of  the  Budget,  take  whatever  action 
may  be  necessary  to  achieve,  insofar  as  is  possible,  consistency  in  its  organiza¬ 
tional  structure,  budget  classifications,  and  accounting  systems.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  66a)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection  : 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection,  the 
head  of  each  executive  agency  shall,  in  accordance  with  standards  prescribed  by 
the  Comptroller  General,  cause  the  accounts  of  such  agency  to  be  maintained 
°.n  accrual  basis  to  show  currently,  completely,  and  clearly  the  resources, 
liabilities,  and  costs  of  operations  of  such  agency  with  a  view  to  facilitating  the 
preparation  of  cost-based  budgets  and  agency  reports  as  required  by  section  216 
of  the  Budget  and  Accounting  Act,  1921.  The  accounting  system  required  by  this 
subsection  shall  include  adequate  monetary  property  accounting  records  as  an 
integral  part  of  the  system.” 

(c)  Such  Act  is  further  amended  by  adding  after  section  119  thereof  the  fol¬ 
lowing  new  sections : 
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“staff  office  of  accounting 

“Sec  120.  (a)  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head  of 
which  shall  be  the  Assistant  Director  of  Accounting,  to  be  appointed  by  the  Presi¬ 
dent,  and  to  receive  compensation  at  the  rate  of  $  per  annum. 

“(b)  It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — 

“  ( 1 )  to  develop  and  promulgate  an  overall  plan  for  accounting  and  report¬ 
ing  by  the  various  executive  agencies  which  is  consistent  with  the  principles, 
standards,  and  related  requirements  prescribed  by  the  Comptroller  General 
of  the  United  States  pursuant  to  section  112  of  this  part ; 

“(2)  to  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  which  are  consistent  with  such  overall 

Plfln !  „ 

“(3)  to  set  reasonable  and  definite  schedules  for  the  performance  of  the 
functions  of  such  agencies  and  to  watch  and  report  on  their  progress ; 

“(4)  to  stimulate  the  building  of  competent  accounting  and  auditing 
organizations  in  such  agencies  and  to  assist  actively  in  the  selection,  training, 
and  retention  of  capable  personnel ;  and 

“(5)  to  report  to  the  Director  of  the  Bureau  of  the  Budget  at  least  once 
each  year,  and  at  such  other  times  as  the  Director  may  require,  with  respect 
to  the  status  of  accounting  in  each  of  the  executive  agencies. 

“COMPTROLLERS  FOR  EXECUTIVE  AGENCIE8 

“Sec.  121.  (a)  The  head  of  each  executive  agency  is  authorized  and  directed, 
with  the  advice  of  the  Assistant  Director  for  Accounting,  to  provide  for  the  ap¬ 
pointment  of  a  Comptroller  who  shall  be  directly  responsible  to  him,  and  who  shall 
have  the  following  functions  and  duties — 

“(1)  to  supervise  and  direct  the  setting  up  and  maintenance  in  such 
agency  of  adequate  accounting  and  auditing  systems  and  procedures  in  con¬ 
formity  with  the  overall  plan  prescribed  by  the  Assistant  Director  for  Ac¬ 
counting  pursuant  to  section  120  hereof ; 

“(2)  to  direct  the  recruitment,  training,  and  development  of  qualified  ac¬ 
counting  personnel  for  such  agency ;  . 

“(3)  to  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  internal  management  purposes  and  for  submission  to  the  Congress 
and  the  various  executive  agencies ; 

“(4)  to  interpret  and  advise  upon  significant  aspects  of  the  financial  re¬ 
ports  of  the  agency :  and  . 

“(5)  to  direct  the  preparation  of  budgets  at  operating  levels  for  the  in¬ 
formation  of  the  head  of  the  agency  or  other  officials  responsible  for  budget 
policies  in  such  agency,  and  to  review  the  execution  of  such  budgets.” 

SIMPLIFICATION  OF  ALLOTMENT  SYSTEM  FOR  ALLOCATING  FUNDS 

Sec.  3.  It  is  the  intent  of  the  Congress  that  each  executive  agency,  as  defined  in 
section  118  of  the  Budget  and  Accounting  Procedures  Act  of  1950,  shall  take  what¬ 
ever  steps  are  necessary  to  simplify  the  allotment  system  for  allocating  funds  to 
operating  units  within  such  agency,  and  in  making  such  simplification  each 
agency  shall  work  toward  the  objective  of  financing  each  operating  unit,  at  the 
highest  practical  level,  from  not  more  than  one  allotment  for  each  appropriation 
affecting  such  unit. 

SINGLE  AGENCY  ACCOUNTS 

Sec.  4.  (a)  Each  executive  agency,  as  defined  in  section  118  of  the  Budget 
and  Accounting  Procedures  Act  of  1950,  shall,  in  accordance  with  principles  and 
standards  prescribed  by  the  Comptroller  General,  maintain  a  single  account  unde- 
each  appropriation  title  or  fund. 

(b)  This  section  shall  take  effect  on  the  first  day  of  the  first  fiscal  year  com¬ 
mencing  after  the  date  of  enactment  of  this  Act. 

JOINT  STUDY  BY  BUREAU  OF  BUDGET  AND  GENERAL  ACCOUNTING  OFFICE 

Sec.  5.  (a)  The  Director  of  the  Bureau  of  the  Budget  and  the  Comptroller 
General  shall  jointly  undertake  a  study  and  investigation  to  determine — 

(1)  what  steps  can  be  taken  to  eliminate  (A)  duplicate  accounts  within 
the  Treasury  Department,  and  (B)  duplicate  accounting  as  between  the 
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Treasury  Department  and  the  other  departments  and  agencies  of  the  Govern¬ 
ment  ;  and  , 

(2)  the  adequacy  of  internal  auditing  in  the  executive  departments  and 

agencies  of  the  Government. 

(b)  The  Director  of  the  Bureau  of  the  Budget  and  the  Comptroller  General 
shall  report  the  results  of  their  study  and  investigation  together  with  such  rec¬ 
ommendations  as  they  deem  appropriate,  to  the  Congress  not  later  than  two  years 
after  the  date  of  enactment  of  this  Act. 


[S.  2480,  84th  Cong..  1st  sess.] 

A  BILL  To  provide  for  improving  accounting  methods  in  the  executive  branch  of  the 

Government,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  the  Budget  and  Accounting  Procedures 
Act  of  1950  is  hereby  amended  by  adding  after  section  119  thereof  the  following 
new  sections : 

“staff  office  of  accounting 

“Sec.  120.  (a)  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head  of 
which  shall  be  the  Assistant  Director  of  Accounting,  to  be  appointed  by  the  Presi¬ 
dent,  by  and  with  the  advice  and  consent  of  the  Senate,  and  to  receive  compensa¬ 
tion  at  the  rate  of  $  per  annum. 

“  (b)  It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — 

“(1)  to  develop  and  promulgate  an  overall  plan  for  accounting  and  report¬ 
ing  by  the  various  executive  agencies  which  is  consistent  with  the  principles, 
standards,  and  related  requirements  prescribed  by  the  Comptroller  General 
of  the  United  States  pursuant  to  section  112  of  this  part ; 

“(2)  to  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  which  are  consistent  with  such  overall 
plan : 

“(3)  to  set  reasonable  and  definite  schedules  for  the  performance  of  the 
functions  of  such  agencies  and  to  watch  and  report  on  their  progress : 

“(4)  to  stimulate  the  building  of  competent  accounting  and  auditing  or¬ 
ganizations  in  such  agencies  and  to  assist  actively  in  the  selection,  training, 
and  retention  of  capable  personnel ;  and 

“(5)  to  report  to  the  Director  of  the  Bureau  of  the  Budget  at  least  once 
each  year,  and  at  such  other  times  as  the  Director  may  require,  with  respect 
to  the  status  of  accounting  in  each  of  the  executive  agencies. 

“comptrollers  for  executive  agencies 

“Sec.  121.  (a)  The  head  of  each  executive  agency  is  authorized  and  directed, 
with  the  advice  of  the  Assistant  Director  for  Accounting,  to  provide  for  the  ap¬ 
pointment  of  a  Comptroller  who  shall  be  directly  responsible  to  him,  who  shall 
receive  compensation  at  the  rate  of  $  per  annum,  and  who  shall  have  the 

following  functions  and  duties — 

“(1)  to  supervise  and  direct  the  setting  up  and  maintenance  in  such  agency 
of  adequate  accounting  and  auditing  systems  and  procedures  in  conformity 
with  the  overall  plan  prescribed  by  the  Assistant  Director  for  Accounting 
pursuant  to  section  120  hereof ; 

“(2)  to  direct  the  recruitment,  training,  and  development  of  qualified 
accounting  personnel  for  such  agency ; 

“(3)  to  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  internal  management  purposes  and  for  submission  to  the  Congress 
and  the  various  executive  agencies ; 

“(4)  to  interpret  and  advise  upon  significant  aspects  of  the  financial  re¬ 
ports  of  the  agency ;  and 

“(5)  to  direct  the  preparation  of  budgets  at  operating  levels  for  the  infor¬ 
mation  of  the  head  of  the  agency  or  other  officials  responsible  for  budget 
policies  in  such  agency,  and  to  review  the  execution  of  such  budgets.” 
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[S.  2369,  84th  Cong.,  1st  sess.] 

A  BILL  To  provide  for  improving  accounting  methods  in  the  executive  branch  of  the 

Government,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  the  Budget  and  Accounting  Piocedures 
Act  of  1950  is  hereby  amended  by  adding  after  section  119  thereof  the  following 
new  sections : 

STAFF  OFFICE  OF  ACCOUNTING 

Sec  120  ( a )  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head 
of  which  shall  be  the  Assistant  Director  for  Accounting,  to  be  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate,  and  to  receive 
compensation  of  $  per  annum. 

(b)  It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — 

(1)  to  develop  and  promulgate  an  overall  plan  for  accounting  and  re¬ 
porting  by  the  various  executive  agencies  which  is  consistent  with  the  piin- 
ciples,  standards,  and  related  reciuiremeuts  prescribed  by  the  Comptroller 
General  of  the  United  States  pursuant  to  section  112  of  this  part ; 

(2)  to  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  which  are  consistent  with  such  overall 

*  (3)  to  set  reasonable  and  definite  schedules  for  the  performance  of  the 
functions  of  such  agencies  and  to  watch  and  report  on  their  progress; 

(4)  to  stimulate  the  building  of  competent  accounting  and  auditing 

organizations  in  such  agencies  and  to  assist  actively  in  the  selection,  train¬ 
ing,  and  retention  of  capable  personnel ;  and  . 

(5)  to  report  to  the  Director  of  the  Bureau  of  the  Budget  at  lea>t  once 
a  year,  and  at  such  other  times  as  the  Director  may  require,  with  respect 
to  the  status  of  accounting  in  each  of  the  executive  agencies. 

COMPTROLLERS  FOR  EXECUTIVE  AGENCIES 

Sec,  1°1  (a)  The  head  of  each  executive  agency  is  authorized  and  directed, 
with  the  advice  of  the  Assistant  Director  for  Accounting ,  to ^provide  for -the 
appointment  of  a  comptroller  who  shall  be  directly  responsible  to  him,  who  shall 
receive  compensation  at  the  rate  of  $  per  annum,  and  who  shall  have 

the  following  functions  and  duties :  .  ,  _ 

(1)  To  supervise  and  direct  the  setting  up  and  maintenance  in  such  age  icy 
of  adequate  accounting  and  auditing  systems  and  procedures  in  conformity  with 
the  overall  plan  prescribed  by  the  Assistant  Director  for  Accounting  pursuant 

(2)  To  direct  the  recruitment,  training,  and  development  of  qualified  account- 

inl3TCdtXSSabeeTe^ponsible  for  reliable  and  informative  financial  re¬ 
ports  for  internal  Management  purposes  and  for  submission  to  the  Congress 

anf4t)h^Toainterp^etCandeadvdse^upon  significant  aspects  of  the  financial  reports 

°{ (5)  To*  direct  the  preparation  of  budgets  at  operating  levels  for  the  informa¬ 
tion  of  the  head  of  the  agency  or  other  officials  responsible  foi  budget  poln  it  s 
in  such  agency,  and  to  review  the  execution  of  such  budgets. 


Subcommittee  on  Reorganization  of  the  Senate  Committee  on  Government 

Operations 

STAFF  MEMORANDUM  NO.  84-2-3,  FEBRUARY  28,  1956 

Subject :  Draft  of  bill  relating  to  the  payment  of  certain  claims  against  the  Gov¬ 
ernment  where  the  appropriation  therefor  has  lapsed. 

The  attached  draft  of  a  bill  was  prepared  by  the  General  Accounting  Office 
in  cooperaUon  with  the  Bureau  of  the  Budget  and  Department  of  the  Treasury 
for  the  purpose  of  improving  accounting  in  accordance  with  the  recommendations 
of  the  second  Hoover  Commission,  in  its  report  on  Budgeting  and  Accounting. 
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The  attached  bill  would  supersede  S.  2678,  introduced  by  Senator  Smith  of  New 
Jersey,  last  July,  which  is  pending  before  the  subcommittee.  The  agencies  re¬ 
ferred  to  above,  after  thorough  examination  of  the  problem,  have  recommended  a 
number  of  significant  improvements  which  it  is  believed  can  be  handled  more 
expeditiously  by  introduction  of  a  clean  bill. 

The  revised  draft  has  been  cleared  by  the  Bureau  of  the  Budget  with  all 
affected  departments  and  agencies  which  are  in  accord  with  its  objectives.  How¬ 
ever,  the  Department  of  Defense  has  suggested  certain  technical  changes  which 
have  not  been  accepted  by  the  Bureau  of  the  Budget  or  the  General  Accounting 
Office. 

PURPOSE 

This  bill  would  change  the  existing  requirement  of  law  with  respect  to  appro¬ 
priations  available  for  a  definite  period  of  time,  by  (1)  closing  such  accounts  at 
the  end  of  the  obligation  period  (June  30  each  year)  instead  of  at  the  end  of 
2  succeeding  years,  and  (2)  by  extending  indefinitely  the  authority  of  the  agencies 
to  liquidate  undisputed  liabilities  incurred  against  prior-year  appropriations.  At 
the  present  time  obligations  chargeable  to  lapsed  appropriations  are  examined 
by  the  agency  and  forwarded  to  the  General  Accounting  Office  for  approval.  They 
are  then  transmitted  to  the  Treasury  where,  if  funds  are  available,  they  are  paid ; 
if  not  available,  they  are  included  in  a  deficiency  appropriation  request.  Under 
the  proposed  legislation  the  various  agencies  of  the  Government  would  be  per¬ 
mitted  to  pay  these  claims ;  however,  if  a  question  of  law  or  fact  is  involved 
the  claims  would  be  sent  to  the  GAO  for  approval. 

The  bill  is  designed  to  improve  the  appropriation  and  fund  accounting  of  the 
departments  and  agencies  of  the  Government,  authorize  the  elimination  of 
approximately  35,000  detailed  ledger  accounts  maintained  by  the  General  Ac¬ 
counting  Office,  Department  of  the  Treasury,  and  other  agencies ;  and  facilitate 
the  payment  of  claims  for  money  due  and  payable  from  lapsed  appropriations. 
Payment  from  the  lapsed  appropriations  would  be  possible  by  transferring,  at 
the  end  of  each  fiscal  year,  the  obligated  balance  of  each  account  to  a  consolidated 
appropriation  account  from  which  agencies  would  approve  claims  presented 
for  payment  after  the  close  of  the  fiscal  year. 

It  is  understood  that  the  Department  of  Defense  prefers  that  this  draft  be 
changed  to  permit  the  transfer  of  lapsed  appropriations  into  one  account; 
authority  to  restore  funds  to,  or  in  some  instances  from  certain  accounts,  and 
contends  that  it  needs  a  year  or  twro  lead  time  prior  to  implementation  of  this 
procedure. 

The  General  Accounting  Office  reported  to  the  committee  that  the  following 
advantages  will  accrue  to  the  Government  if  this  proposal  is  enacted  into  law : 

(1)  We  believe  that  this  substitute  bill  will  satisfactorily  fulfill  the  objectives 
of  S.  2678,  and,  in  addition,  will  result  in  substantial  accounting  improvements 
which  the  pending  measure  does  not  contemplate. 

(2)  Since  the  “Payment  of  certified  claims”  is  classified  as  a  Treasury  Depart¬ 
ment  appropriation  account,  the  liquidation  of  outstanding  obligations  against 
lapsed  appropriations  is  recorded  as  an  expenditure  of  that  Department,  rather 
than  an  expenditure  of  the  agencies  benefiting  therefrom.  This  accounting  treat¬ 
ment  overstates  expenditures  of  the  Treasury  Department  and  correspondingly 
understates  expenditures  of  the  agencies  which  incurred  the  obligations. 

(3)  We  believe  the  legislation  which  we  are  proposing  is  sound  in  principle 
and  will  materially  advance  the  cause  of  accounting  improvement  in  the  Gov¬ 
ernment,  with  substantial  decrease  in  the  cost  of  administration,  and  with  no 
sacrifice  of  the  appropriation  safeguards. 

Glenn  K.  Sh  river. 
Professional  Staff  Member. 


Subcommittee  on  Reorganization  of  the  Senate  Committee  on  Government 

Operations 

STAFF  MEMORANDUM  NO.  84-2-4 

Subject:  S.  3362  (Kennedy) — To  simplify  accounting,  facilitate  the  payment  of 
obligations  and  for  other  purposes. 

This  memorandum  is  intended  to  supplement  the  information  contained  in 
staff  memorandum  84-2-3,  dated  February  28,  1956,  which  contained  a  brief  out¬ 
line  of  the  salient  features  of  S.  3362  prior  to  its  introduction  in  the  Senate. 
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This  bill  will  make  possible  certain  improvements  in  accounting,  disbursing  and 
fiscal  reporting  throughout  the  Government  without  removing  the  safeguards 
which  are  needed  to  assure  that  appropriations  are  controlled  in  accordance' 
with  the  purpose  and  intent  of  Congress.  The  objectives  to  be  attained  by  this 
bill  have  been  studied  by  the  Joint  Accounting  Improvement  Committee,  com¬ 
posed  of  technicians  of  the  Department  of  the  Treasury,  Bureau  of  the  Budget, 
and  General  Accounting  Office  during  the  past  5  years.  These  departments  and 
agencies  have  approved  this  bill. 

The  Hoover  Commission  and  its  task  force  recommended  in  its  report  on 
budget  and  accounting  that  the  various  agencies  of  the  Government  be  authorized 
to  settle  delayed  bills  without  prior  approval  of  the  General  Accounting  Office 
and  that  one  account  be  established  for  controlling  the  amount  available  for 
liquidation  of  valid  obligations. 

The  Hoover  Commission’s  recommendation  follows : 

“That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations”  (recommendation  No.  17) . 

The  Commission  further  stated  that : 

“All  agency  disbursements  must  be  related  to  a  legal  appropriation.  Where 
the  appropriations  are  annual  appropriations  (as  distinguished  from  no-year 
appropriations)  the  agencies  are  authorized  to  make  payments  therefrom  during 
the  fiscal  year  for  which  appropriated  or  during  the  succeeding  2  fiscal  years. 
This  results  in  keeping  separate  accounts  for  appropriations,  allotments,  subal¬ 
lotments,  obligations  and  related  cash  payments  for  each  of  3  years.  The  effect 
is  an  unnecessary  complication  in  the  accounting  for  disbursements  in  executive 
agencies  and  in  the  separate  accounts  maintained  at  the  Treasury. 

“The  agencies  should  be  authorized  to  merge  the  balance  of  unliquidated 
obligations  under  any  one  appropriation  title  with  the  latest  annual  appro¬ 
priation  under  that  same  title.1  Annual  appropriations  which  are  not  obligated 
within  the  appropriation  year  cease  to  be  available  and  at  the  end  of  such  year 
would  be  eliminated.  The  remaining  balances  should  be  available  for  liquidation 
of  legal  abilities  until  expended  or  written  off.” 

At  the  present  time  vouchers  which  are  submitted  to  the  respective  agencies 
for  payment  after  the  appropriations  have  lapsed,  are  referred  to  the  General 
Accounting  Office,  for  review,  and  clearance  before  submission  to  the  Treasury 
Department.  These  vouchers  are  commonly  referred  to  as  “claims,”  however 
they  are  not  a  “claim”  as  that  term  is  generally  used  in  the  legal  profession, 
but  merely  bills  which  were  submitted  for  payment  after  the  appropriation  has 
lapsed. 

The  Hoover  Commission  considered  this  procedure  of  handling  so-called  claims 
or  delayed  bills  and  made  the  following  recommendation  : 

“That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations 
have  lapsed  should  not  be  referred  as  ‘claims’  to  the  General  Accounting  Office, 
but  should  be  settled  within  the  agencies”  (recommendation  No.  18). 

Section  305  of  the  Budget  and  Accounting  Act  of  1921  provides : 

“All  claims  and  demands  whatever  by  the  Government  of  the  United  States 
or  against  it,  *  *  *  shall  be  settled  and  adjusted  in  the  General  Accounting 
Office.” 

“There  are  some  exceptions.  These  include  the  Internal  Revenue  Service  for 
income  tax  matters ;  the  Railroad  Retirement  Board  for  pension  claims ;  the 
Social  Security  Administration  for  old-age  and  survivor  insurance  claims ;  and 
the  Veterans’  Administration  for  benefit  payments.  Otherwise,  “claims”  made 
against  an  executive  agency  are  reviewed  by  the  agency  concerned  and  then 
submitted  to  the  General  Accounting  Office  for  settlement.  Where  the  claim 
relates  to  an  open  appropriation  it  is,  if  approved  by  the  General  Accounting 
Office,  returned  to  the  executive  agency  for  payment.  Requests  for  payment 
under  lapsed  appropriations  are  currently  designated  as  “claims”  and  hence 
are  referred  to  the  General  Accounting  Office.  Such  claims  are,  if  approved  by 
the  General  Accounting  Office  recorded  in  the  records  of  that  office.  They  are  then 
referred  to  the  Treasury  Department  for  payment  from  the  “payment  of  certified 
claims”  account. 

“During  1954,  38,000  of  the  claims  received  by  the  General  Accounting  Office 
related  to  lapsed  appropriations.  Approximately  28,000  of  them  did  not  involve 


1  This  bill  would  not  merge  the  unliquidated  balances  of  appropriations,  but  would 
authorize  writing  off  these  amounts.  However,  the  obligated  balance  would  be  transferred 
to  a  no-year  account  for  payment  of  delayed  bills. 
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any  doubtful  or  complex  matter.  It  is  apparent  that  under  existing  procedure 
the  General  Accounting  Office  is  engaged  in  examining  and  settling  as  “claims” 
many  requests  for  payment  which  are  routine  and  involve  no  questions  of  law 
or  fact.  Substantial  economies  would  be  obtained  if  the  agencies  were  au¬ 
thorized  to  make  direct  settlement  of  claims  without  their  prior  submission 
to  the  General  Accounting  Office,  except  in  those  cases  involving  questions  of  law 
or  fact.  If  this  were  done,  unexpended  balances  of  closed  appropriations  which 
are  normally  transferred  to  the  “payment  of  certified  claims”  account  maintained 
at  the  Treasury  Department  would  be  retained  in  the  agencies.  Agency  pro¬ 
cedures  in  settling  claims  would,  of  course,  be  subject  to  review  and  audit  by 
the  General  Accounting  Office  ” 

CONCLUSION 

During  the  last  6  months  of  1947  the  staff  of  this  committee,  at  the  direction 
of  the  chairman,  made  a  study  of  the  accounting  and  financial  reporting  sys¬ 
tem  of  the  Government  for  the  purpose  of  focusing  attention  on  certain  orders 
and  regulations  which  compelled  the  agencies  to  maintain,  duplicate  records, 
and  prepare  certain  reports  which  were  of  questionable  value  to  the  agencies 
concerned. 

As  a  result  of  this  survey  and  staff  memorandum  No.  1  dated  August  21, 
1947,  the  General  Accounting  Office,  Bureau  of  the  Budget  and  Department  of 
the  Treasury  set  up  accounting  survey  committees,  which  later  became  the  joint 
accounting  improvement  program,  authorized  by  the  Budget  and  Accounting 
Procedures  Act  of  1950,  Public  Law  784,  approved  September  12,  1950. 

The  procedures  and  methods  followed,  for  the  payment  of  “claims”  was  one 
of  the  activities  which  this  group  of  technicians  studied  during  the  past  5 
years,  and  as  a  result  of  its  study  and  discussion  with  the  Hoover  Commission 
Task  Force  on  Budgeting  and  Accounting,  the  Commission  recommended  that 
improvement  be  made  to  expedite  the  payment  of  obligations  chargeable  to  lapsed 
appropriations. 

The  General  Accounting  Office  has  assured  the  staff  that  should  this  bill  be 
enacted  into  law,  it  will  expedite  the  payment  of  old  bills,  make  possible  the 
abolition  of  a  substantial  portion  of  the  35,000  accounts  now  required  for  payment 
of  these  bills,  aud  save  manpower  and  reduce  administrative  expenses  in  the 
General  Accounting  Office  and  in  other  departments  and  agencies. 

Glenn  K.  Shkiver, 
Professional  Staff  Member. 


SunCOMMITTEE  ON  REORGANIZATION  OF  THE  SENATE  COMMITTEE  ON 

Government  Operations 


STAFF  MEMORANDUM  NO.  84-2-5,  MARCH  7,  1956 

Subject:  S.  2369  (Smathers  for  Kennedy),  to  provide  for  improving  accounting 
methods  in  the  executive  branch  of  the  Government,  and  for  other  purposes. 

PURPOSE 

S.  2369  is  designed  to  implement  recommendations  Nos.  10,  11,  and  12  of  the 
Second  Hoover  Commission  Report  on  Budget  and  Accounting.  S.  2480  (Mc¬ 
Carthy),  is  identical.  The  purpose  of  S.  2369  is  to  authorize  the  establishment 
of  a  Staff  Office  of  Accounting  in  the  Bureau  of  the  Budget,  the  head  of  which 
would  be  an  Assistant  Director  appointed  by  the  President  and  confirmed  by  the 
Senate.  This  official  would  be  responsible  for  developing  and  promulgating  over¬ 
all  accounting  and  reporting  procedures,  and  would  assist  in  introduction  of 
modern  accounting  systems,  follow-up  on  performance  by  the  various  agencies, 
assist  in  selection  aud  training  of  accountants,  and  make  such  reports  as  are  re¬ 
quired  by  the  Director  of  the  Bureau  of  the  Budget. 

Section  121  of  the  bill  would  authorize  the  head  of  each  agency  to  appoint  a 
comptroller  for  his  department,  after  consultation  with  the  Assistant  Director  of 
the  Bureau  of  the  Budget  for  Accounting. 

The  agency  Comptroller  would,  under  this  bill,  supervise  the  establistment  and 
maintenance  of  adequate  accounting  and  reporting  systems,  direct  the  training 
of  accounting  personnel,  prepare  reports  for  internal  management  purposes  for 
submission  to  Congress,  interpret  reports,  and  direct  the  preparation  of  budget 
estimates  at  the  operating  level  within  the  agency. 
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In  a  report  to  the  chairman  of  the  subcommittee,  dated  November  15,  1950, 
the  Comptroller  General  commented  as  follows  on  this  bill : 

“It  is  our  view  that  primary  reliance  must,  of  necessity,  continue  to  be  placed 
upon  the  head  of  each  executive  agency  because  of  the  fact  that  accounting  is  an 
integral  part  of  total  management  responsibility  and  any  effort  to  obtain  im¬ 
provements  must  have  the  full  support  of  management  to  be  successful.  How¬ 
ever,  the  objective  of  the  proposed  legislation,  namely,  placing  added  emphasis  on 
getting  the  job  done  governmentwide,  could  be  very  helpful  in  expediting  progress 
and  need  in  no  way  be  deemed  inconsistent  with  the  joint  accounting  improvement 
program  carried  on  jointly  by  the  Secretary  of  the  Treasury,  Director  of  the 
Bureau  of  the  Budget,  and  the  Comptroller  General  of  the  United  States  for 
several  years. 

“We  do  not  believe  that  specific  legislation  is  required  in  order  for  the  Bureau 
of  the  Budget  to  undertake  action  of  the  character  provided  for  in  the  legislation. 
Moreover,  we  question  the  desirability  of  specifically  providing  for  an  organiza¬ 
tional  unit  and  for  the  position  of  Assistant  Director  for  Accounting  by  statute. 
It  is  our  observation  that  such  statutes  are  likely  to  become  outmoded  when  or¬ 
ganizational  provisions  are  included  therein. 

“Section  121  provides  for  Comptrollers  in  each  executive  agency.  Here,  again, 
we  do  not  believe  that  legislation  is  required.  Because  of  the  wide  divergence 
in  size,  functions  and  existing  organizational  patterns  in  the  many  executive 
agencies,  we  believe  it  would  be  preferable  for  the  statute  to  omit  or,  in  any 
event,  be  less  specific  as  to  the  title  and  compensation  of  the  official  to  whom  the 
head  of  the  agency  would  assign  the  functions  and  duties  described  if  legislation 
is  deemed  desirable.  *  *  *” 

In  support  of  his  views  the  Comptroller  General  transmitted  by  letter  dated 
November  15,  1955,  the  following  additional  comments  on  recommendations 
numbered  10, 11,  and  12  of  the  Hoover  Commission  report : 

Recommendation  No.  10 

“That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  Staff  Office  of  Accounting  headed  by  an  Assistant  Director  for  Accounting, 
with  powers  and  duties  as  follows : 

“(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  re¬ 
porting,  consistent  with  broad  policies  and  standards  prescribed  by  the 
Comptroller  General.  These  broad  policies  and  standards  should  continue 
to  be  developed  in  cooperation  with  the  executive  branch. 

“(6)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

“(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and 
to  watch  progress. 

“(d)  To  stimulate  the  building  of  competent  accounting  and  auditing 
organizations  in  the  executive  agencies  and  to  assist  actively  in  the  selection, 
training,  and  retention  of  capable  personnel. 

“(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to 
the  status  of  accounting  in  each  of  the  executive  agencies. 

“The  objective  of  this  recommendation,  as  we  understand  it,  is  to  afford  a 
means  by  which  the  executive  branch  can  more  effectively  meet  its  responsibilities 
to  stimulate  improvements  in  accounting.  The  recommendation  recognizes  a 
need  for  continuing  joint  action  of  the  executive  and  legislative  branches  as 
now  provided  for  under  the  joint  program  for  improving  accounting  in  the  Fed¬ 
eral  Government.  As  the  Committee  on  Government  Operations  is  well  aware, 
through  its  activities  in  connection  with  the  Budget  and  Accounting  Procedures 
Act  of  1950,  that  statute  recognized  the  coordinate  responsibilities  of  agency 
management,  the  Secretary  of  the  Treasury,  the  Director  of  the  Bureau  of  the 
Budget  and  the  Comptroller  General,  for  making  continuing  improvements  in 
the  financial  management  of  Federal  Government  activities. 

“In  its  accounting  and  reporting  provisions  the  statute  clearly  places  respon¬ 
sibility  upon  the  Comptroller  General  for  principles,  standards,  and  related 
requirements ;  directs  the  General  Accounting  Office  to  cooperate  with  the  execu¬ 
tive  agencies  in  the  development  of  their  accounting  systems  and  to  approve 
them  when  deemed  by  the  Comptroller  General  to  be  adequate  and  in  conformity 
with  the  principles,  standards,  and  related  requirements  prescribed  by  him ;  and 
places  upon  the  General  Accounting  Office  the  responsibility  for  the  review  of 
accounting  systems  of  the  executive  agencies.  As  recognized  in  the  report  of  the 
Hoover  Commission  on  Budget  and  Accounting,  the  Comptroller  General  has 
75661—56 - 2 
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equipped  himself  to  carry  out  these  responsibilities  through  the  exercise  of  his 
accounting  systems  function.  Particular  stress  in  the  report  is  laid  upon  the 
excellent  cooperation  developed  between  the  General  Accounting  Office  and  the 
executive  agencies.  No  diminution  or  change  in  this  cooperative  working  rela¬ 
tionship  between  the  General  Accounting  Office  and  the  executive  agencies  is 
contemplated,  nor  do  we  presume  that  any  change  is  intended  or  implied  by  the 
recommendations  under  discussion. 

“Within  the  executive  branch  the  head  of  each  executive  agency  is  assigned  the 
responsibility  by  section  113  (a)  of  the  Budget  and  Accounting  Procedures  Act 
of  1950  of  establishing  and  maintaining  adequate  systems  of  accounting  and 
internal  control  in  conformity  with  the  principles,  standards,  and  related  require¬ 
ments  prescribed  by  the  Comptroller  General  as  referred  to  therein.  It  is  our 
view  that  primary  reliance  must,  of  necessity,  continue  to  be  placed  upon  the 
head  of  each  executive  agency  because  of  the  fact  that  accounting  is  an  integral 
part  of  total  management  responsibility  and  any  effort  to  obtain  improvements 
must  have  the  full  support  of  agency  management  to  be  successful.  However, 
the  added  emphasis  on  getting  the  job  done  governmentwide,  contemplated  by 
the  above  recommendation,  could  be  very  helpful  in  expediting  progress  if  appro¬ 
priately  carried  out.  Such  an  effort  need  in  no  way  be  exercised  in  a  manner 
inconsistent  with  the  joint  accounting  improvement  program  carried  on  jointly 
by  the  Secretary  of  the  Treasury,  the  Director  of  the  Bureau  of  the  Budget,  and 
the  Comptroller  General  of  the  United  States  for  the  last  several  years.  The 
essence  of  this  arrangement  is  the  recognition  of  the  fact  that  each  of  the  central 
agencies  concerned,  along  with  individual  executive  agencies,  has  a  part  to  play 
in  the  total  operation  and  that  the  desired  results  can  only  be  achieved  through 
joint  efforts  carried  out  with  mutual  respect  for  the  responsibilities  of  each.” 

Recommendation  No.  11 

“That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the 
following  duties  and  functions : 

“(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency 
of  adequate  accounting  and  auditing  systems  and  procedures  in  conformity 
with  the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  I960. 

“(b)  To  direct  the  recruitment,  training,  and  development  of  qualified 
accounting  personnel. 

“(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  (1)  internal  management  purposes  and  (2)  for  issue  to  the  Con¬ 
gress  and  other  executive  departments  or  agencies. 

“(d)  To  direct  the  preparation,  and  review  execution  of  budgets  prepared 
at  operating  levels  for  the  information  of  top  management  which  is  respon¬ 
sible  for  budget  policies. 

“We  endorse  the  emphasis  placed  on  the  financial  management  function  in 
each  executive  agency  which  is  the  apparent  objective  of  this  recommendation. 
However,  because  of  the  wide  divergence  in  size,  functions,  and  existing  organi¬ 
zational  patterns  in  the  many  executive  agencies,  it  is  doubted  that  any  single  pat¬ 
tern  of  organization  will  fit  all  agencies.  In  the  final  analysis  the  responsibility 
for  financial  management  must  necessarily  rest  upon  the  head  of  each  executive 
agency  as  a  part  of  his  total  management  responsibility.  This  has  been  made 
abundantly  clear  as  a  matter  of  statute  in  section  113  (a)  of  the  Budget  and 
Accounting  Procedures  Act  of  1950,  previously  referred  to  above.” 

Recommendation  No.  12 

“That  the  selection  of  agency  comptrollers  and  the  building  of  competent 
accounting  organizations  in  the  executive  agencies  through  the  selection,  train¬ 
ing,  and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance 
and  help  to  be  given  by  the  Assistant  Director  for  Accounting  in  the  Bureau  of 
the  Budget. 

“This  recommendation  is  one  facet  of  the  larger  problems  commented  upon  in 
connection  with  the  two  preceding  recommendations  and  is  covered  by  our  pre¬ 
vious  comments.” 

On  July  26,  1955,  the  chairman  of  the  Subcommittee  on  Reorganization  re¬ 
quested  comments  and  recommendations  from  all  of  the  major  departments  and 
agencies  of  the  Government,  however,  as  of  this  date,  only  one  agency  replied 
and  its  comments  are  included  in  this  memorandum. 

In  some  respects  the  objectives  intended  under  this  bill  are  analogous  to  the 
purpose  contemplated  by  recommendation  No.  10  of  the  first  Hoover  Commission. 

This  recommendation  follows : 
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“  (a)  An  Accountant  General  be  established  under  the  Secretary  of  the  Treasury 
with  authority  to  prescribe  general  accounting  methods  and  enforce  accounting 
procedures.  These  methods  and  procedures  should  be  subject  to  the  approval  of 
the  Comptroller  General  within  the  powers  now  conferred  upon  him  by  the 
Congress. 

“(b)  The  Accountant  General  should,  on  a  report  basis,  combine  agency  accounts 
into  the  summary  accounts  of  the  Government  and  produce  financial  reports  for 
the  information  of  the  Chief  Executive,  the  Congress,  and  the  public.” 

In  1950  the  Committee  on  Government  Operations  held  extensive  hearings  on 
S.  2054,  a  bill  to  implement  recommendations  of  the  first  Hoover  Commission. 
During  these  hearings  the  advantages  and  disadvantages  incident  to  the  estab¬ 
lishment  of  an  office  of  an  Accountant  General  in  the  Department  of  the  Treasury 
was  considered  by  the  committee  and  rejected  because  (1)  the  Comptroller  Gen¬ 
eral,  who  is  an  arm  of  the  legislative  branch  of  the  Government,  has  had  this 
responsibility  for  many  years  and  has  performed  it  satisfactorily,  and  (2)  the 
surveillance  over  accounting  and  fiscal  matters  are  a  legislative  responsibility, 
as  contrasted  to  executive  department  responsibility. 

CONCLUSION 

It  is  recommended  that  action  on  this  proposal  be  coordinated  with  other  bills 
pending  before  the  subcommittee,  which  relate  to  budgeting  and  accounting  pro¬ 
cedures  of  the  Government,  and  on  which  separate  staff  memorandums  have  been 

prepared.  Glenn  K.  Shriver,  Professional  Staff  Memmler. 


Subcommittee  on  Reorganization  of  the  Senate  Committee  on  Government 

Operations 


STAFF  MEMORANDUM  no.  84-2-6,  MARCH  16,  1956 

Subject:  S.  3199  (Payne),  to  improve  governmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other  purposes. 


PURPOSE 


This  bill  (S.  3199)  is  intended  to  improve  the  budget  and  accounting  pro¬ 
cedures  of  the  Government  by,  (1)  requiring  the  departments  and  agencies  to 
establish  cost-based  budgets,  (2)  detailing  budget  analysts  from  the  Bureau  of 
the  Budget  to  the  agencies  for  coordination  of  fiscal  affairs,  (3)  maintaining 
agency  accounts  on  an  accrual  basis,  (4)  authorizing  the  establishment  of  a 
Staff  Office  of  Accounting  in  the  Bureau  of  the  Budget,  (5)  authorizing  the  estab¬ 
lishment  of  an  office  of  Comptroller  in  each  agency,  and  (6)  requiring  the 
Director  of  the  Bureau  of  the  Budget  and  Comptroller  General  of  the  United 
States  to  make  a  study  of  the  accounting  and  auditing  procedures  of  the  Govern¬ 
ment  and  transmit  recommendations  to  Congress  within  2  years  after  enactment 

°f  When^his  bill  was  introduced,  the  sponsor,  Senator  Payne,  stated :  “The  bill 
I  am  introducing  today  is  designed  to  put  into  effect  the  majority  of  the  (Hoover 
Commission)  recommendations  *  *  *.  It  does  include  some  recommendations 
that  could  be  carried  out  by  administative  action.  While  I  fully  realize  the  desir¬ 
ability  of  leaving  the  executive  branch  as  free  as  possible  in  the  matter  of  ad¬ 
ministration,  1  also  feel  that  the  problem  of  financial  budgeting  and  accounting 
is  of  such  importance  that  the  Congress  should  very  clearly  set  forth  the  basic 
requirements  by  statute”  (p.  2198,  Congressional  Record,  dated  February  14, 
1956). 

HOOVER  COMMISSION  RECOMMENDATIONS 


As  noted  above,  this  bill  is  intended  to  implement  the  recommendations  of  the 
second  Hoover  Commission  in  its  report  on  budget  and  accounting.  In  gen¬ 
eral  the  bill  proposes  to  place  departmental  and  agency  accounting  on  an  accrual 
basis  and  insofar  as  possible  convert  to  a  cost  basis  of  accounting  with  the 
budgetary  requirements  integrated  with  the  accounting  system. 

The  Commission  recommended  that :  „ 

1  The  Bureau  of  the  Budget  expand  its  managerial  and  budgetary  tunc- 
tions,  by  placing  budget  analysts  in  each  agency,  for  advice,  surveillance, 
and  coordination  of  program  and  fiscal  affairs. 
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2.  The  agencies  submit  annual  performance  reports  to  the  Bureau  of 
the  Budget  and  the  Bureau  consolidate  such  reports  for  the  President. 

3.  Cost-based  operating  budgets  be  used  for  management  of  agency  funds 
and  supplemented  by  periodic  reports  on  performance.1 

4.  Tiie  executive  budget  be  continued  on  functions,  activities,  and  projects, 
and  supported  by  program  costs  and  accomplishments. 

5.  The  agencies  synchronize  their  organization  structure,  budget  classi¬ 
fication,  and  accounting  systems. 

6.  Agency  budgets  be  formulated  and  administered  on  a  cost  basis.1 

7.  Agency  budgets  and  appropriations  be  in  terms  of  estimated  annual 
accrued  expenditures,  i.  e.,  cost  of  goods  and  estimated  services  to  be 
received. 

8.  Legislation  committing  the  Government  to  continuing  expenditures  not 
susceptible  to  usual  budgetary  control  be  enacted  for  a  limited  term  in  order 
to  require  periodic  congressional  review  of  their  usefulness. 

9.  The  Bureau  keep  continuing  or  special  programs  under  continuing  re¬ 
view  and  the  President’s  budget  contemplate  amendments  when  their  opera¬ 
tions  conflict  with  current  budgetary  policy. 

10.  There  be  established  a  Staff  Oflice  of  Accounting  in  the  Budget  Bureau, 
with  authority  to : 

(а)  promulgate  accounting  and  reporting  procedures. 

(б)  introduce  modern  accounting  methods. 

(c)  set  time  schedules  for  performance  and  progress. 

( d )  stimulate  the  building  of  competent  accounting  organization, 
through  the  selection  and  training  of  accountants. 

(e)  report  performance  to  the  Director  of  Bureau  of  the  Budget, 
annually. 

11.  A  position  of  comptroller  be  established  in  principal  agencies  with  au¬ 
thority  to : 

(а)  direct  the  setting  up  and  maintenance  of  adequate  accounting  sys¬ 
tems  in  the  agencies. 

(б)  direct  the  recruitment  and  training  of  accountants. 

(c)  develop  reliable  information  for  internal  management,  and  for 
Congress. 

(d)  advise  and  interpret  financial  reports. 

(e)  direct  the  preparation  and  review  of  executive  budgets. 

12.  The  Assistant  Director  for  Accounting  be  given  authority  to  recommend 
selection  of  comptroller’s,  accountants,  and  training  of  fiscal  personnel. 

13.  The  allotment  system  be  simplified  and  restrict  each  operating  unit 
to  a  single  allotment  for  each  appropriation. 

14.  The  Government’s  accounts  be  maintained  on  an  accrual  basis  and 
develop  budgets  from  this  standpoint. 

15.  After  the  adoption  of  accrual  and  cost  accounting  systems  by  Govern¬ 
ment  agencies,  the  creation  or  continuation  of  revolving  funds  be  reviewed 
to  determine  whether  they  add  to  efficient  management. 

16.  Agencies  accelerate  the  installation  of  monetary  property  accounting 
records  as  part  of  the  accounting  system. 

17.  Each  agency  be  authorized  to  maintain  one  account  for  each  appro¬ 
priation  for  liquidation  of  valid  obligations.  (S.  3362  will  effectuate,  in 
part,  this  recommendation.) 

18.  Vouchers  which  are  otherwise  valid  but  chargeable  to  lapsed  appropria¬ 
tions  should  not  be  referred  to  the  GAO,  as  claims,  but  should  be  settled  by 
the  agencies  concerned.  (S.  3362  will  effectuate  this  recommendation.) 

19.  The  Comptroller  General  be  given  authority  to  relieve  accountable  of¬ 
ficers  of  financial  liability,  except  where  losses  result  from  gross  negligence 
or  fraud.  (Effectuated  by  Public  Laws  334  and  365,  84th  Cong.) 

20.  The  Budget  Bureau  and  GAO  study  the  accounting:  system  to  eliminate 
duplicate  accounting  in  the  Treasury,  and  in  the  agencies.2 

21.  Continuous  emphasis  be  placed  on  the  review  and  modernization  of 
central  fiscal  reports  of  the  Treasury,  to  meet  changing  requirements  of  the 
agencies,  the  Congress,  and  the  public.  These  reports  should  show  the  Gov¬ 
ernment’s  cash  position. 


1  Recommendations  Nos.  3  and  6  could  be  combined,  however  the  one  refers  to  formula¬ 
tion  whereas  the  other  has  to  do  with  the  execution  of  the  budget. 

2  Recommendation  No.  20  refers  to  accounting  procedures  whereas  recommendation  No.  25 
is  intended  to  cover  the  auditing  functions  carried  on  by  the  various  agencies  of  the 
Governmen  t. 
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22.  Congress  consider  amending  the  Budget  and  Accounting  Procedures 

Act  of  1950  to  make  the  Budget  Bureau  responsible  for  developing  compre¬ 
hensive  financial  reports.  . 

23.  The  selection  of  civilian  comptrollers  (for  the  military  departments) 
be  made  from  individuals  having  broad  management  and  accounting  experi- 
0DC6. 

24.  The  comptrollers  of  the  military  departments  be  responsible  to  the 
Secretary  of  their  department,  and  the  concurrent  responsibility  to  the  Chief 
of  Staff  or  equivalent  be  discontinued. 

25.  The  Budget  Bureau  and  GAO  make  a  study  to  determine  adequacy  ot 
internal  auditing  in  Government  agencies,  and  determine  what  steps  should 
be  taken  to  improve  it.2 

It  should  be  noted  that  three  members  of  the  Commission  did  not  agree  with 
the  majority  on  this  report.  For  ready  reference  the  views  of  the  dissenting 
members  are  summarized  herein. 

Commissioner  Brown,  dissented  to  recommendation  No.  7  the  converting  of 
the  congressional  appropriation  structure  to  an  estimated  annual  accrued  ex¬ 
penditures  basis.  .  ^  .  . 

Commissioners  Farley  and  Holifield  tiled  general  dissents  to  the  Commission 
recommendations  because  they  felt  that  the  recommendations  may  be  good  from 
a  theoretical  accounting  standpoint  but  questioned  whether  they  would  produce 
the  desired  results.  Commissioner  Farley  further  stated  that,  “the  transition  to 
cost-basis  accounting  will  require  tremendous  expense  and  inconvenience,  and 
there  is  insufficient  evidence  that  it  will  be  universally  workable  and  worthwhile.” 
Commissioner  Holifield  stated  that  “the  report  tends  to  exalt  the  role  of  the  ac¬ 
countant  in  Government  just  as  the  Commission’s  report  on  legal  services  tends 
to  exalt  the  role  of  the  lawyer  in  Government.” 


AUENCY  COMMENTS 


By  letter  dated  March  7,  1956,  the  Comptroller  General  submitted  his  views 
and  comments  on  this  bill  to  the  chairman  of  the  Subcommittee  on  Reorganiza¬ 
tion.  His  recommendations  are  contained  in  enclosure  (A)  which  is  attached  to 

thin  memorandum. 

STAFF  COMMENTS 


1.  The  overall  objectives  of  this  bill  appear  laudable.  The  preparation  and 
administration  of  agency  budgets  on  a  cost-basis  as  proposed  in  section  —16  has 
considerable  merit  in  that  it  would  permit  the  head  of  the  agency,  the  Bureau 
of  the  Budget,  and  the  Congress,  to  determine  the  actual  cost  of  carrying  on 
programs  and  ’activities  in  a  businesslike  manner.  To  some  extent  this  is  now 
being  done  in  some  agencies  and  has  proven  to  be  workable  and  effective. 

The  GAO  has  approved  this  type  of  budgeting  and  recommended  that  further 
amendments  be  considered  to  provide  for  stating  appropriations  on  an  accrued 


expenditure  basis.  ,  ,,  .  , 

2  The  language  contained  in  section  1  (a)  of  this  bill  would  not  change  or  im¬ 
prove  the  existing  financial  requirements  of  the  Government.  This  section  of  the 
bill  would  require  the  Director  of  the  Bureau  of  the  Budget  to  prepare  periodic 
reports,  other  than  fiscal,  showing  the  financial  results  of  the  activities  of  Gov¬ 
ernment  departments,  for  submission  to  the  President  and  to  Congress. 

In  view  of  the  fact  that  each  agency  is  now  required  to  transmit  monthly  obli¬ 
gation  and  expenditure  reports  to  the  Bureau  of  the  Budget,  and  the  Bureau 
transmits  an  annual  budget  to  the  Congress,  supported  by  detailed  statistics  and 
agency  testimony,  it  is  not  clear  what  this  section  would  add  to  the  existing 
budgetary  procedure.  In  addition,  the  Appropriations  Committees  automatically 
receive  reports  on  and  may  request  additional  information  on  the  status  of  any 
appropriation  or  activity  at  any  time  throughout  the  year. 

3.  The  General  Accounting  Office  reported  that  the  type  of  reports  intended 
under  section  216  (b)  of  the  bill  is  not  clear.  Most  of  the  departments  and 
agencies  now  prepare  internal  operating  reports  for  review  and  management  of 
programs  and  appropriations  made  available  by  the  Congress.  The  same  infor¬ 
mation  is  available  to  the  Bureau  of  the  Budget  which  can  analyze,  evaluate,  or 
consolidate  for  any  purpose  which  it  deems  advisable. 

4.  The  GAO  questions  the  desirability  of  establishing  a  Staff  Office  of  Acccount- 
ing  in  the  Bureau  of  the  Budget  as  contemplated  by  section  120  of  this  bill,  be¬ 
cause  it  would  “freeze”  the  organizational  structure  and  prohibit  realinement  of 
functions  and  activities  of  that  part  of  the  Bureau. 


16 


BUDGETING  AND  ACCOUNTING 


A  somewhat  similar  proposal  was  made  by  the  first  Hoover  Commission,  but 
after  extensive  hearings  and  study  the  Congress  rejected  the  establishment  of  an 
Office  of  Accountant  General  in  the  Treasury  Department. 

5.  The  conversion  of  the  budget  and  accounting  system  of  the  Government  to 
an  accrual  basis  has  considerable  merit,  however,  there  is  some  reluctance  to 
install  the  cost  accounting  concept  in  all  of  the  departments  and  agencies  at  one 
time.  Extensive  consideration  should  be  given  to  this  phase  of  the  bill,  lest  the 
system  be  strangled  by  legislative  restrictions  or  statutory  limitations  thereby 
defeating  the  purpose  for  which  intended. 

Glenn  K.  Shriver, 
Professional  Staff  Member. 


Enclosure  A 

Comptroller  General  of  the  United  States, 

Washington  25,  D.  C.,  March  7, 1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Committee  on  Government  Operations,  United  States  Senate. 

Dear  Mr.  Chairman  :  Your  letter  of  February  21,  1956,  acknowledged  Febru¬ 
ary  23,  requests  our  views  and  recommendations  on  S.  3199,  84th  Congress,  which 
would  carry  out  various  recommendations  in  the  Report  of  the  Hoover  Commis¬ 
sion  on  Budget  and  Accounting. 

Section  1  (a)  :  This  section,  which  relates  to  additional  comprehensive  reports 
other  than  purely  fiscal  reports  to  be  prepared  by  the  Director,  Bureau  of  the 
Budget,  pertains  to  the  operations  of  the  Bureau  of  the  Budget  in  the  discharge 
of  its  own  responsibilities  and  primarily  involves  management  decisions  affecting 
the  Bureau.  While  these  are  matters  that  can  best  be  determined  by  the  Bureau 
and  the  Congress,  we  believe  that  this  information  should  be  obtained  through 
the  regular  budgetary  processes  and  included  in  the  President’s  annual  budget. 

Section  1  (b)  :  This  section  would  amend  section  216  of  the  Budget  and  Account¬ 
ing  Act,  1921.  If  cost  based  budgets  were  used  for  management  purposes  in 
making  fund  allocations  within  the  departments  and  establishments  as  proposed 
by  section  216  (a),  the  information  submitted  by  the  departments  and  establish¬ 
ments  to  the  Bureau  of  the  Budget  for  budgetary  purposes  would  be  substantially 
more  meaningful.  This  would  permit  periodic  reports  on  accomplishments  or 
performance  to  be  related  to  budgets  in  terms  of  costs,  the  advantages  of  which 
are  discussed  more  fully  in  our  comments  on  the  proposed  amendment  to  section 
216  (c).  We  endorse  this  proposal. 

As  to  the  proposed  section  216  (b),  we  believe  the  President  should  be  kept 
informed  in  a  timely  manner  of  significant  factors  relating  to  the  operating 
agencies  of  the  executive  branch.  The  annual  consideration  of  the  budget  of 
each  agency  serves  as  the  basis  for  a  review  of  operations.  While  the  type  of 
annual  report  intended  under  the  proposed  section  216  (b)  is  not  entirely  clear, 
the  desirability  of  a  separate  report  for  the  executive  branch  as  a  whole  seems 
questionable.  We  are  inclined  to  think  that  the  total  Government  area  is  so 
broad  that  information  and  evaluation  is  ordinarily  most  meaningful  at  the 
major  program  or  bureau  level.  We  believe  that  this  information  should  be 
obtained  by  the  Bureau  of  the  Budget  to  the  extent  deemed  necessary  through 
the  regular  budgetary  processes  and  could  be  submitted  in  support  of  the  annual 
budget  without  the  enactment  of  specific  legislation. 

The  proposed  sections  216  (c)  and  (d),  if  effectively  carried  out,  would  offer 
a  great  opportunity  for  improvement  in  the  financial  management  of  executive 
agencies.  The  background  discussion  and  explanation  for  recommendation  No.  6 
in  the  reports  of  the  Hoover  Commission  and  its  Task  Force  on  Budget  and 
Accounting  explains  the  need  for  this  amendment  and  need  not  be  repeated  here. 
Briefly,  the  more  important  advantages  are : 

1.  Cost  data  (based  on  man-days  worked,  materials  used,  etc.)  can  be 
directly  related  to  work  accomplished  in  prior  periods  and  offers  a  basis  for 
comparison  with  proposed  plans. 

2.  A  proposed  work  plan  (budget)  stated  in  terms  of  costs  (total  resources 
to  be  consumed)  can  be  realistically  evaluated  against  new  money  require¬ 
ments  by  taking  into  consideration  inventories  and  other  resources  on  order 
and  on  hand  at  the  beginning  and  those  resources  to  he  carried  over  for  use 
in  subsequent  periods. 
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3.  Cost  data  can  be  related  to  the  responsibilities  of  each  segment  of  the 
organization  and  its  accomplishments. 

4.  Cost  budgeting  permits  maximum  opportunity  for  exercise  of  manage¬ 
ment  initiative  and  precludes  need  for  rigid  fund  control  (on  a  detailed 
basis)  with  its  deadening  influence. 

The  primary  advantage  of  budgeting  on  a  cost  basis  to  both  management  and 
the  Congress  is  that  total  resources  to  be  used  (on  hand,  on  order  and  to  be 
procured)  are  reviewed  rather  than  limiting  the  budget  review  processes  to  new 
money  in  the  form  of  an  appropriation  request.  In  terms  of  numbers  of  activities 
or  appropriations,  there  is  a  relatively  close  relationship  between  obligations, 
expenditures,  and  costs  in  those  many  operations  primarily  concerned  with 
personal  services.  On  the  other  hand,  dollarwise,  the  greatest  significance  at¬ 
taches  to  those  appropriations  relatively  few  in  number  but  which  provide  for 
operations  involving  vast  quantities  of  materials  and  physical  assets.  Major 
procurement,  construction,  and  research  and  development  ordinarily  fall  in  the 
latter  category  and  it  is  in  these  areas  that  budgeting  on  a  cost  basis  would 
produce  major  savings,  although  its  adoption  would  improve  financial  manage¬ 
ment  in  many  other  areas  to  a  lesser  degree. 

It  should  be  noted  that  agency  budgets  can  be  formulated  and  administred  on 
a  cost  basis  under  present  practices  of  stating  appropriation  authorizations  on 
an  obligation  basis  and  this  is  currently  being  done  in  some  cases.  The  cost 
presentation  is  confined  to  the  justification  material  in  the  greater  number  of 
such  instances.  However,  the  impetus  to  furnish  cost  data  to  the  Congress  would 
be  greatly  enhanced  by  teaming  up  the  cost  based  budget  with  the  proposal  for 
stating  appropriations  on  an  accrued  expenditure  basis  as  proposed  in  recommen¬ 
dation  No.  7  of  the  Hoover  Commission  Report  on  Budget  and  Accounting.  This 
would  provide  the  best  opportunity  for  improved  correlation  of  prgraming,  bud¬ 
geting  and  accounting.  We  strongly  recommend  the  inclusion  in  this  bill  of 
further  amendments  to  provide  for  stating  appropriations  on  an  accrued  expendi¬ 
ture  basis  for  the  reasons  stated  below. 

Accrued  expenditure  appropriations.  Congressional  control  of  costs  and  ex¬ 
penditures  can  only  be  achieved  by  the  maximum  utilization  of  many  tools. 
Budgeting  on  a  cost  basis  and  placing  the  executive  budget  and  congressional 
appropriations  on  the  basis  of  annual  accrued  expenditures  can  be  made  im¬ 
portant  tools  for  the  Congress  if  effectively  installed. 

The  basic  need  of  the  Congress  is  adequate  factual  data  as  a  basis  for  de¬ 
cision  making.  The  facts  furnished  to  the  Congress  can  be  no  better  than 
those  available  to  the  management  for  its  own  purposes,  that  is,  the  needs  of 
the  two  for  financial  and  operating  data,  although  differing  as  to  extent  of  detail, 
are  entirely  compatible.  It  seems  reasonable  to  conclude  that  the  best  basic  ap¬ 
proach  to  a  review  of  the  budget  is  one  which  provides  for  (1)  consideration  of 
a  proposed  work  plan  or  program  to  be  accomplished,  (2)  what  was  accomplished 
in  preceding  periods  and  (3)  costs  for  both  in  terms  of  total  resources  consumed. 
With  this  point  of  departure  the  budget  can  then  be  assessed  in  terms  of  (a) 
costs  to  be  incurred,  (b)  resources  already  available  in  terms  of  inventories,  etc., 
plus  carried  over  funds,  and  (c)  new  money  or  authority  needed.  The  essential 
difference  in  this  approach,  which  ties  in  with  the  recommendations  for  cost 
budgets  and  accrued  expenditure  appropriations,  as  contrasted  with  present 
practices  based  on  appropriations  stated  in  terms  of  obligation  authority  is 
the  degree  of  emphasis  which  the  latter  places  on  new  money  rather  than 
total  resources  to  be  consumed  and  the  extent  of  resources  already  available. 

In  the  operations  concerned  primarily  with  salaries  and  travel  expense  the 
time  relationship  between  the  creation  of  an  obligation  and  an  expenditure 
is  relatively  short.  In  such  circumstances,  resources  available  other  than 
new  money  are  ordinarily  of  no  great  significance  and  there  is  ordinarily  a 
rather  direct  correlation  between  obligations,  expenditures  and  costs.  These 
are  the  operations  which  represent  the  larger  group  in  terms  of  numbers  but 
represent  the  less  significant  portion  of  the  budget  from  a  dollar  standpoint. 
In  the  area  of  operations  where  long  lead  time  is  characteristic  such  as.  major 
procurement,  construction,  and  research  and  development,  which  represent  the 
greater  dollar  portion  of  the  budget,  obligation  and  expenditure  data  have  their 
greatest  limitations  for  both  Congress  and  management. 

The  advantages  of  placing  appropriations  on  an  accrued  expenditure  basis 
are  both  tangible  and  intangible.  The  annual  budget  surplus  or  deficit  is 
determined  on  the  basis  of  expenditures.  Establishing  a  direct  correlation 
between  annual  appropriations  and  expenditures  vests  in  the  Congress  a  much 
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greater  opportunity  to  control  the  level  of  operations  during  a  particular 
budget  year.  This  would  mean  the  elimination  of  the  vast  carryover  balances 
now  available  for  expenditure  at  the  discretion  of  the  executive  agencies.  The 
present  situation  concerning  available  balances  stems  from  the  fact  that  con¬ 
gressional  control  through  appropriation  authorizations  and  Budget  Bureau 
control  through  apportionments  are  both  stated  in  terms  of  authority  to  obligate 
rather  than  budgeted  work  plans  for  the  cost  of  goods  and  services  estimated  to 
be  received. 

On  the  intangible  side,  it  has  often  been  pointed  out  that  there  is,  perhaps, 
an  unavoidable  implication  that  funds  which  have  not  been  obligated  are 
either  not  needed  or  are  available  in  lieu  of  new  money.  This,  of  course,  is 
a  fallacious  assumption  when  total  authority  is  granted  in  a  lump  sum  initially 
for  activities  involving  long  leadtime  such  as  ship  construction.  Nevertheless, 
attention  may  well  be  diverted  from  the  question  of  accomplishments  at  a  mini¬ 
mum  cost  over  the  period  of  the  program  to  the  one  of  almost  sole  emphasis 
on  the  amount  of  new  money  being  requested.  In  the  past,  it  has  sometimes  been 
said  that  expenditures  are  the  inevitable  result  of  granting  obligation  authority 
with  the  attendant  implication  that  once  having  granted  obligation  authority 
all  opportunity  for  subsequent  adjustment  is  lost.  An  examination  of  present 
day  practices  in  the  long  lead-time  area  (procurement,  construction  and  research 
and  development)  demonstrates  the  obvious  fallacy  of  this  reasoning  as  evidenced 
by  the  extensive  reprograming,  multitudinous  changes  in  engineering  plans  and 
specifications  during  the  period  of  production  of  many  items  and  other  similar 
factors.  Because  of  these  inherent  factors  in  the  operations  involved,  cost 
budgets,  teamed  with  appropriations  on  an  accrued  expenditure  basis,  would 
require  a  type  of  continuing  budget  presentation  that  would  bring  out  the 
adequacy  of  management  planning  or  the  lack  of  it  and  give  the  Congress  an 
opportunity  to  have  a  voice  in  setting  the  level  of  operations  from  year  to 
year. 

It  is  inherent  in  the  recommendations  under  discussion  that  congressional  au¬ 
thority  he  granted  for  the  advance  planning  which  necessarily  precedes  the 
phase  of  operations  covered  in  an  annual  accrued  expenditure  budget.  In  the 
past,  this  authority  has  been  termed  contract  authorizations  but  it  is  a  significant 
fact  that  heretofore  both  contract  authorizations  and  subsequent  appropriations 
were  stated  in  terms  of  obligational  authority  whereas  under  the  recommenda¬ 
tions  herein  being  considered  only  the  initial  authorization  would  be  stated  in 
terms  of  the  broad  and  difficult  to  apply  concept  of  obligations  whereas  annual 
authority  could  be  stated  much  more  definitely  in  terms  of  accrued  expenditures 
because  of  the  time  factor.  It  is  essential  that  the  initial  authority  which  may 
cover  a  forward  period,  sometimes  as  great  as  5  years  or  more,  be  in  the  most 
flexible  terms  and  requests  for  such  authority  obviously  cannot  be  supported  with 
detailed  plans.  On  the  other  hand,  as  these  plans  take  shape  in  succeeding  years 
much  more  precise  planning  and  authorizations  are  practical  when  stated  in 
terms  of  accrued  expenditures.  Thus,  the  current  recommendations  are  not, 
nor  need  not  be,  viewed  as  a  return  to  prior  practices  during  the  period  when 
contract  authorizations  were  prevalent  and  significant  weaknesses  were  apparent. 

Section  1  (c).  The  proposed  section  218  of  the  Budget  and  Accounting  Act, 
1921,  pertains  to  the  operations  of  the  Bureau  of  the  Budget  in  the  discharge  of  its 
own  responsibilities  and  primarily  involve  management  decisions  affecting  that 
Bureau.  We  believe  these  are  matters  which  can  best  be  determined  by  the  Bu¬ 
reau  and  the  Congress  and,  accordingly,  we  offer  no  specific  views  in  the  matter. 

Section  2  (a).  Our  comments  above  on  the  proposed  sections  216  (c)  and  (d) 
are  equally  applicable  to  this  section  2  (a).  We,  therefore,  endorse  the  objective 
to  obtain  consistency  in  organizational  structure,  budget  classifications,  and  ac¬ 
counting  systems  within  each  executive  agency. 

Section  2  (b).  We  endorse  this  amendment  to  section  113  of  the  Budget  and 
Accounting  Procedures  Act  of  1950.  The  maintenance  of  accounts  on  an  accrual 
basis  is  one  facet  which  is  essential  to  the  accomplishment  of  the  objectives  set 
fortli  in  other  sections  of  the  bill.  Experience  under  the  joint  accounting  im¬ 
provement  program  clearly  indicates  that  the  accrual  basis,  when  applied  to 
significant  items,  is  a  major  factor  in  providing  better  control  over  resources  and 
liabilities  and  is  an  essential  element  in  obtaining  adequate  cost  data.  Our  state¬ 
ment  of  accounting  principles  provides  for  tire  appropriate  use  of  the  accrual 
basis.  We  also  believe  that  adequate  monetary  property  accounting  records,  as 
an  integral  part  of  accounting  systems,  are  essential  to  several  other  proposed 
amendments  such  as  accrual  accounting,  cost  budgeting,  etc.,  as  well  as  the  spe- 
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cific  advantages  to  management  which  will  result  from  adequate  financial  ac¬ 
counting  for  property. 

Section  2  (c).  The  proposed  section  120  of  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  would  establish  a  Staff  Office  of  Accounting  in  the  Bureau 
of  the  Budget.  The  objective  of  this  recommendation,  as  we  understand  it,  is  to 
afford  a  means  by  which  the  executive  branch  can  more  effectively  meet  its  re¬ 
sponsibilities  to  stimulate  improvements  in  accounting.  The  recommendation 
recognizes  a  need  for  continuing  joint  action  of  the  executive  and  legislative 
branches  as  now  provided  for  under  the  joint  program  for  improving  accounting 
in  the  Federal  Government.  The  Budget  and  Accounting  Procedures  Act  of 
1950  recognized  the  coordinate  responsibilities  of  agency  management,  the  Secre¬ 
tary  of  the  Treasury,  the  Director  of  the  Bureau  of  the  Budget  and  the  Comp¬ 
troller  General,  for  making  continuing  improvements  in  the  financial  management 
of  Federal  Government  activities. 

In  its  accounting  and  reporting  provisions  the  statute  clearly  places  respon¬ 
sibility  upon  the  Comptroller  General  for  principles,  standards,  and  related  re¬ 
quirements  ;  directs  the  General  Accounting  Office  to  cooperate  with  the  execu- 
tice  agencies  in  the  development  of  their  accounting  systems  and  to  approve 
them  when  deemed  by  the  Comptroller  General  to  be  adequate  and  in  con¬ 
formity  with  the  principles,  standards,  and  related  requirements  prescribed  by 
him ;  and  places  upon  the  General  Accounting  Office  the  responsibility  for  the 
review  of  accounting  systems  of  the  executive  agencies.  As  recognized  in  the 
report  of  the  Hoover  Commission  on  Budget  and  Accounting,  the  Comptroller 
General  has  equipped  himself  to  carry  out  these  responsibilities  through  the 
exercise  of  his  accounting  system  function.  Particular  stress  in  the  report  is  laid 
upon  the  excellent  cooperation  developed  between  the  General  Accounting  Office 
and  the  executive  agencies.  No  diminution  or  change  in  this  cooperative  working 
relationship  between  the  General  Accounting  Office  and  the  executive  agencies 
is  contemplated,  no  do  we  presume  that  any  change  is  intended  or  implied  by  the 
recommendations  under  discussion. 

Within  the  executive  branch  the  head  of  each  executive  agency  is  assigned 
the  responsibility  by  section  113  (a)  of  the  Budget  and  Accounting  Procedures 
Act  of  1950  of  establishing  and  maintaining  adequate  systems  of  accounting  and 
internal  control  in  conformity  with  the  principles,  standards,  and  related  re¬ 
quirements  prescribed  by  the  Comptroller  General  as  referred  to  therein.  It  is 
our  view  that  primary  reliance  must,  of  necessity,  continue  to  be  placed  upon  the 
head  of  each  executive  agency  because  of  the  fact  that  accounting  is  an  integral 
part  of  total  management  responsibility  and  any  effort  to  obtain  improvements 
must  have  the  full  support  of  agency  management  to  be  successful.  Added 
emphasis  on  getting  the  job  done  Government-wide  could  be  very  helpful  in  ex¬ 
pediting  progress  if  appropriately  carried  out.  We  do  not  believe,  however, 
that  specific  legislation  is  required  in  order  for  the  Bureau  of  the  Budget  to 
undertake  action  of  the  character  provided  for  in  the  legislation.  Moreover, 
we  question  the  desirability  of  specifically  providing  for  an  organizational  unit 
and  for  the  position  of  Assistant  Director  for  Accounting  by  statute.  It  is  our 
observation  that  such  statutes  are  likely  to  become  outmoded  when  organizational 
provisions  are  included  therein. 

Such  an  effort  need  in  no  way  be  exercised  in  a  manner  inconsistent  with  the 
joint  accounting  improvement  program  carried  on  jointly  by  the  Secretary  of 
the  Treasury,  the  Director  of  the  Bureau  of  the  Budget,  and  the  Comptroller 
General  of  the  United  States  for  the  last  several  years.  The  essence  of  this 
arrangement  is  the  recognition  of  the  fact  that  each  of  the  central  agencies  con¬ 
cerned,  along  with  individual  executive  agencies,  has  a  part  to  play  in  the  total 
operation  and  that  the  desired  results  can  only  be  achieved  through  joint  ef¬ 
forts  carried  out  with  mutual  respect  for  the  responsibilities  of  each. 

The  new  section  121  of  the  Budget  and  Accounting  Procedures  Act  of  1950, 
also  proposed  by  section  2  (c)  of  the  bill,  would  provide  for  the  appointment 
of  a  comptroller  in  each  executive  agency.  We  endorse  the  emphasis  placed  on 
the  financial  management  function  in  each  executive  agency  which  is  the  apparent 
objective  of  the  proposed  section  121.  However,  because  of  the  wide  divergence 
in  size,  functions,  and  existing  organizational  patterns  in  the  many  executive 
agencies,  it  is  doubted  that  any  single  pattern  of  organization  will  fit  all  agen¬ 
cies.  In  the  final  analysis,  the  responsibility  for  financial  management  must 
necessarily  rest  upon  the  head  of  each  executive  agency  as  a  part  of  his  total 
management  responsibility.  This  has  been  made  abundantly  clear  as  a  matter 
of  statute  in  section  113  (a)  of  the  Budget  and  Accounting  Procedures  Act  of 
1950,  previously  referred  to  above. 
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Section  3.  The  simplification  of  the  allotment  system  for  allocating  funds  is 
sound  and  most  desirable.  The  existing  unwarranted  subdivision  of  funds  is 
one  of  the  greatest  deterrents  to  improved  financial  management.  We  believe 
that  administrators  may  be  willing  to  forego  the  type  of  control  associated  with 
many  present  allotment  systems  when  accounting  systems  have  been  installed  to 
provide  costs  as  a  basis  of  operating  control.  Better  programing  tied  in  with 
improved  accounting  through  the  development  of  budgets  based  on  costs,  as  pro¬ 
posed  by  this  bill,  should  serve  to  answer  this  problem. 

Section  4.  This  section  would  require  each  executive  agency  to  maintain  a 
single  account  under  each  appropriation  title  or  fund.  We  endorse  the  objec¬ 
tive  of  this  proposal  but  feel  that  it  should  be  adopted  for  only  appropriations 
or  funds  which  are  stated  on  an  accrued  expenditure  basis.  The  Senate  Commit¬ 
tee  on  Government  Operations  is  presently  considering  proposed  legislation  which 
would  permit  the  consolidation  of  all  prior  year  obligations  under  each  annual 
appropriation  into  one  account  thereby  requiring  only  two  accounts — one  current 
account  and  one  for  prior  year  obligations — under  each  annual  appropriation 
title.  We  strongly  favor  the  use  of  two  accounts  where  such  accounts  are  not 
stated  on  an  accrued  expenditure  basis. 

Section  5.  This  section  would  provide  for  a  joint  study  by  the  Bureau  of  the 
Budget  and  the  General  Accounting  Oflice  relating  to  accounting  and  internal 
auditing.  Much  has  been  accomplished  in  these  areas  in  the  past  by  the  General 
Accounting  Office  both  on  its  own  and  under  the  joint  accounting  improvement 
program  with  the  Bureau  of  the  Budget  and  the  Secretary  of  the  Treasury.  This 
work  is  carried  on  as  a  regular  part  of  our  comprehensive  audit  program  and  in 
the  discharge  of  our  accounting  systems  responsibilities.  We  expect  to  continue 
these  studies  and  investigations.  The  results  of  these  efforts  are  made  available 
to  the  Congress  through  our  regular  reporting  processes,  but  we  would  be  pleased 
to  cooperate  with  the  Congress  in  any  special  effort  having  as  its  objective  the 
improvement  of  accounting  and  internal  auditing. 

Sincerely  yours, 


Joseph  Campbell, 

Comptroller  General  of  the  United  States. 


Subcommittee  on  Reorganization  of  tiie  Committee  on  Government  Operations 
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The  first  witness  this  morning  will  be  Mr.  William  F.  Finan,  As¬ 
sistant  Director  for  Management  and  Organization  of  the  Bureau 
of  the  Budget. 

Mr.  Finan,  I  understand,  is  accompanied  by  Mr.  William  J.  Arm¬ 
strong,  Chief  of  the  Accounting  Group,  of  the  Office  of  Management 
and  Organization  of  the  Bureau  of  the  Budget. 

Senator  Kennedy.  Would  you  care  to  proceed,  Mr.  Finan  ? 

STATEMENT  OF  WILLIAM  F.  FINAN,  ASSISTANT  DIRECTOR  FOR 

MANAGEMENT  AND  ORGANIZATION,  ACCOMPANIED  BY  WILLIAM 

J.  ARMSTRONG,  CHIEF,  ACCOUNTING  GROUP,  BUREAU  OF  THE 

BUDGET 

Mr.  Finan.  Mr.  Chairman,  on  March  16,  the  Director  of  the  Bu¬ 
reau  of  the  Budget  reported  to  your  subcommittee  rather  extensively 
on  S.  3362.  In  fact,  in  so  much  detail  that  we  felt  that  it  would  be 
unnecessary  and  redundant  for  me  to  have  a  prepared  written  state¬ 
ment  on  this  bill. 

If  you  desire  I  will  be  glad  to  read  the  Director’s  comments  on  this 
bill  into  the  record,  or  if  the  members  of  the  subcommittee  have  had 
an  ample  opportunity  to  review  his  comments,  we  can  confine  our 
testimony  to  the  answering  of  questions.  (See  p.  29  for  letter  from  Di¬ 
rector  of  the  Bureau  of  the  Budget,  dated  March  16,  1956.) 

Senator  Kennedy.  Perhaps  it  would  be  possible  for  you  to  sum¬ 
marize  the  recommendations. 

Mr.  Finan.  In  brief,  Mr.  Chairman,  at  the  present  time  accounts 
payable  relating  to  obligations  incurred  under  appropriations  which 
expired  for  obligation  purposes  more  than  2  years  earlier  are  examined 
both  by  the  agency  concerned  and  by  the  General  Accounting  Office 
before  payment  is  made. 

The  bill  would  authorize  the  Comptroller  General  to  prescribe  by 
regulation  the  conditions  under  which  such  payments  may  be  made, 
without  prior  review  by  the  General  Accounting  Office.  This  arrange¬ 
ment  would  produce  savings  by  eliminating  the  duplicate  review  that 
is  presently  involved. 

We  also  believe  that  it  would  create  a  situation  in  which  payments 
could  be  made  more  promptly. 

Also,  at  the  present,  the  entire  balance  of  each  appropriation,  both 
the  obligated  and  the  unobligated  portions,  are  now  carried  on  the 
accounts  of  the  agencies  for  2  years  after  the  appropriation  expires 
for  obligation  purposes.  Under  the  proposed  bill  the  unobligated 
balances  remaining  at  the  close  of  each  fiscal  year  would  be  with¬ 
drawn  from  expired  appropriations  within  3  months  after  the  close 
of  the  fiscal  year  in  question,  thus  reducing  the  carryover  of  unex¬ 
pended  balances. 

Individual  appropriation  accounts  are  now  kept  by  the  agencies  on 
a  formal  basis  for  2  years  after  the  appropriations  expire  for  obliga¬ 
tion  purposes,  and  thereafter  for  at  least  8  more  years  on  a  memo¬ 
randum  basis.  Additionally,  after  2  years  the  General  Accounting 
Office  maintains  the  individual  appropriation  accounts  in  order  to  see 
that  there  are  available  appropriation  balances  before  claims  are  cer¬ 
tified  for  payment. 
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The  proposed  bill  would  bring  about,  a  very  large  reduction  in  the 
number  of  accounts  to  be  maintained,  both  by  the  individual  operat¬ 
ing  agency,  and  by  the  General  Accounting  Office.  Under  the  provi¬ 
sions  of  the  bill  the  obligated  balances  of  expired  accounts  for  prior 
years  for  the  same  general  purposes  would  be  merged,  so  that  usually 
each  current  year  appropriation  account  would  have  a  single  counter¬ 
part  for  prior  year  items.  For  the  General  Accounting  Office  alone  it 
is  estimated  that  about  35,000  accounts  could  be  eliminated  under  the 
provisions  of  this  bill. 

Also,  at  present  payments  made  from  appropriations  which  have 
expired  for  obligation  purposes  for  more  than  2  years  are  charged 
as  expenditures  to  the  certified  claims  account  maintained  by  the 
Treasury  Department.  One  of  the  results  of  this  arrangement  is  that 
such  expenditures  are  reported  as  expenditures  of  the  Treasury  De¬ 
partment,  although  the  benefits  were  received  by  other  agencies.  Thus, 
several  hundred  millions  of  dollars  are  budgeted  and  reported  as  the 
cost  of  the  function  of  general  Government  when  actually  in  large 
part  this  amount  is  for  major  national  security  and  other  functions. 
The  proposed  bill  would  permit  the  correction  of  this  situation.  Ex¬ 
penditures  would  be  recorded  and  reported  by  the  individual  agen¬ 
cies  and  for  the  functions  which  received  the  benefits. 

Finally,  the  bill  provides  that  the  Comptroller  General  shall  in  con¬ 
nection  with  his  audit  responsibilities  make  an  appraisal  of  the  un¬ 
liquidated  obligations.  This  arrangement  emphasizes  the  importance 
of  the  independent  review  by  the  Comptroller  General  in  order  to 
verify  the  accuracy  of  agency  accounts. 

I  think  that  summarizes  about  as  briefly  as  possible,  Mr.  Chairman, 
the  effect  that  this  bill  would  have  on  the  situation  that  exists  at 
present. 

Senator  Kennedy.  Senator  Cotton,  do  you  have  any  questions  to 
ask? 

Senator  Cotton.  No  questions. 

Senator  Kennedy.  Mr.  Finan,  perhaps  you  could  explain  simply 
for  the  benefit  of  the  subcommittee  exactly  how  the  procedure  is 
handled  now. 

As  I  understand,  these  balances  are  kept  for  a  period  of  2  years  to 
liquidate  any  bills  that  may  come  in ;  is  that  correct  ? 

Mr.  Finan.  That  is  correct,  sir. 

Senator  Kennedy.  And  any  payment  you  make  after  the  fiscal  year 
during  this  period  must  be  cleared  by  the  General  Accounting  Office;, 
is  that,  correct? 

Mr.  Finan.  It  is,  after  2  years. 

Senator  Kennedy.  After  2  years  ? 

Mr.  Finan.  After  2  years  have  expired ;  yes,  sir. 

Senator  Kennedy.  Out  of  these  moneys  that  you  carry  over,  must 
those  claims  be  cleared  by  the  GAO  ? 

Mr.  Finan.  Yes,  sir. 

Senator  Kennedy.  Under  the  present  arrangement,  must  the  amount 
be  put  in  the  supplemental  appropriation  to  take  care  of  the  bill  ? 

Mr.  F inan.  N o,  it  is  not  handled  that  way  at  present.  This  is  money 
that  has  been  appropriated,  and  was  obligated  during  the  period  per¬ 
missible  by  law,  but  for  one  reason  or  another  there  is  a  timelag,  sub¬ 
sequent  to  that. 
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Let  us  say  that  an  item  has  been  purchased ;  there  may  be  a  con¬ 
siderable  period  up  to  the  time  where  the  item  is  delivered  and  the 
seller  actually  bills  the  Government.  If  that  period  of  time  exceeds 
2  years,  then  you  have  a  claim  which  must  be  handled  by  the  GAO, 
even  though  for  all  other  purposes  it  may  have  been  a  routine  transac¬ 
tion  and  that  delay  may  have  been  a  perfectly  proper  and  normal 
delay. 

Senator  Kennedy.  Where  does  the  GAO  get  the  money — does  it 
have  to  get  it  in  supplemental  appropriations  ? 

Mr.  Finan.  It  comes  out  of  what  is  known,  Mr.  Chairman,  as  the 
certified  claims  account,  which  is  maintained  by  the  Treasury  De¬ 


partment. 

If  you  would  like  to  get  into  the  real  technical  details,  so  to  speak, 
of  tliis,  and  it  is  quite  a  technical  matter,  I  would  like  to  ask  Mr. 
Armstrong,  who  is  the  head  of  our  accounting  group,  and  who  has 
been  working  on  this  matter  quite  intensively  now  over  a  considerable 
period  of  time,  to  discuss  it.  . 

Senator  Kennedy.  Perhaps  it  would  be  helpful  if  you  would  give 
us  the  present  procedure,  and  then  the  procedure  as  it  would  be  under 
the  bill. 

Mr.  Armstrong.  On  annual  appropriations,  2  years  after  the  year 
for  which  the  appropriation  is  made,  the  balances  of  those  appropria¬ 
tions  are  transferred  to  the  certified  claims  account  of  the  Treasury 
i  Department. 

When  bills  come  into  an  agency  after  those  balances  are  transferred, 
the  agency  examines  the  bill  and  determines  whether  it  is  a  proper 
payment. '  But  the  agency  cannot  pay  it  at  that  time.  The  bill  has  to 
be 'transmitted  to  the  GAO,  where  another  review  is  made.  If  GAO 
finds  it  proper,  they  certify  it  for  payment.  Such  payment  is  made 
from  the  appropriation  maintained  by  the  Treasury  Department,  the 

certified  claims  account.  . 

So  the  payment  really  shows  up  as  an  expenditure  of  the  f  reasury 
Department,  whereas  the  goods  may  have  been  received  by  some  other 

016 Senator  Kennedy.  Under  the  arrangement  proposed  in  this  bill,  the 
agency  itself  would  be  able  to  make  the  expenditure  without  getting 

the  clearance.  _  ,  . 

Mr  Armstrong.  Yes,  it  would.  Under  this  bill  the  arrangement 

would  be  this :  Within  90  days  after  the  end  of  the  fiscal  year  for  which 
the  appropriation  is  made,  the  balance  of  the  appropriation  as  of  June 
30,  would  be  divided  two  ways:  That  portion  which  was  not 


obligated -  . , „ 

Senator  Kennedy.  After  September  30 ;  would  it  not  be  ? 

Mr.  Armstrong.  It  is  as  of  June  30 — the  condition  on  June  o0  but 
the  transfer  has  to  be  made  by  September  30.  The  unobligated  portion 
of  the  appropriation  would  be  withdrawn.  In  other  words,  the  carry- 
over  would  be  reduced  by  that  amount,  because  there  were  no  obliga¬ 
tions  incurred  against  that  balance. 

The  remainder  would  be  put  into  one  account  combining  that  year 
with  the  prior  years.  Therefore,  there  would  be  one  consolidated  ac¬ 
count  for  the  same  general  purposes  for  prior  years  under  each  title  of 
appropriation.  And  that  would  remain  available  for  the  payment  of 
bills  by  the  agency  itself. 
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If  a  bill  came  in  2,  3,  or  4  years  after  an  appropriation  expired  for 
obligation  purposes,  the  agency  could  pay  it,  provided  that  it  is  a 
proper  claim. 

The  Comptroller  General  will,  by  regulation,  prescribe  the  condi¬ 
tions  under  which  agencies  may  pay  claims.  If  there  are  questions 
of  law  involved  or  if  a  claim  is  otherwise  questionable,  he  may  still  re¬ 
quire  it  to  come  to  the  GAO  for  settlement,  but  the  great  majority  of 
claims  can  be  paid  directly  by  the  agencies  themselves. 

Also,  this  arrangement  will  enable  expenditures  to  be  charged 
against  the  agencies  which  incurred  the  obligations  rather  than  having 
them  recorded  as  expenditures  of  the  Treasury  Department. 

Senator  Kennedy.  There  are  about  38,000  of  these  claims  yearly ;  is 
that  correct  ? 

Mr.  Armstrong.  The  General  Accounting  Office,  I  think,  has  in¬ 
formation  as  to  the  number,  but  I  have  some  information  here  as  to 
the  transactions  within  the  certified  claims  account  over  the  past  6 
years. 

This  certified  claims  account  was  set  up  in  1949.  In  1955,  there 
were  payments  out  of  that  account  that  amounted  to  $119  million;  in 
1954,  $192  million;  in  1953,  $110  million,  and  so  forth.  Since  1950 
there  has  been  a  total  of  $570  million  in  payments  made  from  that  ac¬ 
count.  You  might  be  interested,  too,  in  the  amounts  of  the  balances 
of  appropriations  that  were  transferred  into  that  account.  From  1950 
to  1955,  they  amounted  to  $5,637  million. 

This  bill  withdraws  immediately  within  90  days  after  the  end  of 
the  year  the  unobligated  portion  of  the  appropriations.  We  hear  a 
lot  of  talk  about  these  large  carryover  balances.  This  will  reduce 
those  by  taking  off  immediately  the  portion  that  is  not  obligated  and 
leaving  an  amount  equal  to  the  portion  that  is  obligated  to  pay  out¬ 
standing  bills. 

Senator  Cotton.  Is  there  any  danger  or  possibility  that  the  fact  that 
this  has  to  be  done  will  cause  agencies  to  make  hasty  commitments 
prior  to  the  end  of  the  year  in  order  to  make  use  of  their  appropriations 
and  not  have  it  revert  ? 

Mr.  Armstrong.  Well,  I  do  not  knowT  that  it  would  add  in  that  re¬ 
spect.  The  same  situation  exists  today  where  they  cannot  further 
obligate  the  balances  of  annual  appropriations  after  the  year  ends. 

Senator  Cotton.  They  could  do  it,  anyway  ? 

Mr.  Armstrong.  I  do  not  think  this  would  change  that. 

Mr.  Finan.  This  would  make  no  difference,  Senator,  in  the  avail¬ 
ability  of  this  money  for  obligation  after  the  end  of  the  fiscal  year. 

At  the  present  time  the  money  ceases  to  be  available  for  obligation 
at  the  end  of  the  fiscal  year  and  that  situation  would  remain  unchanged 
under  the  terms  of  this  bill. 

Senator  Kennedy.  If  it  would  no  longer  be  necessary  for  the  agency 
to  present  these  claims,  it  seems  to  me  it  might  make  them  less  anxious 
to  do  what  Senator  Cotton  was  concerned  about,  that  is  to  attempt 
to  make  hasty  judgments  because  it  would  not  pass  out  of  their  control 
into  this  certified  claim  fund. 

And  the  only  way  they  could  get  it  back  would  be  through  the  special 
claims  that  have  to  be  approved  by  the  special  agencies.  Is  that  cor¬ 
rect  or  not  ? 

Mr.  Finan.  I  do  not  believe  it  would  make  any  difference  in  that 
respect,  either,  Mr.  Chairman.  The  issue  involved  here  really  in- 
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volves  the  expenditure  of  money  to  which  the  Government  is  already 
committed. 

This  issue  of  obligation  authority  actually,  as  you  know,  runs  to 
the  authority  of  an  agency  to  commit  the  Government  to  spend. 

This  bill  has  no  direct  effect  one  way  or  the  other,  in  either  case 
the  authority  to  commit  the  Government  to  spend  against  a  given 
appropriation,  to  obligate  the  money,  expires  at  the  close  of  the  fiscal 
year  in  question. 

Senator  Cotton.  In  other  words,  this  is  a  mere  matter  of  book¬ 
keeping  rather  than  any  change  in  policy  ? 

Mr.  Finan.  I  think  that  is  a  fair  statement. 

Mr.  Armstrong.  Yes,  I  think  it  would  be  fair  to  say  that  it  is  a 
simplification  of  procedures.  It  eliminates  one  audit  review,  it  con¬ 
solidates  the  number  of  accounts,  and  it  gets  expenditures  recorded 
where  they  were  actually  incurred. 

In  other  words,  it  is  largely  a  procedural  simplification  measure. 

Senator  Kennedy.  Does  this  proposal  decrease  the  number  of  sup¬ 
plemental  or  deficiency  appropriation  requests  or  will  it  have  any 
affect  on  them? 

Mr.  Finan.  It  should  not  have  any  effect  on  it,  Mr.  Chairman. 
There  is  an  outside  possibility  that  under  very  unusual  circumstances 
it  might  actually  increase  the  number  of  supplemental  appropriations 
to  a  very  slight  degree. 

Without  experience  it  would  be  very  difficult  to  estimate  that  with 
any  degree  of  precision. 

It  is  our  judgment  that  it  would  really  have  no  significant  effect 
on  it.  But  because  one  of  the  provisions  of  this  bill  is  that  in  the 
event  it  is  necessary  to  pay  a  bill,  so  to  speak,  which  turns  out  unex¬ 
pectedly  to  be  larger  than  was  anticipated,  and  which  would  exceed 
the  amount  of  expenditure  authority  available  in  this  liquidation 
account,  you  could  make  up  the  difference  by  transfer  from  the  cur¬ 
rent  year  appropriation. 

Under  those  circumstances,  under  extreme  and,  as  far  as  we  can 
see,  most  unusual  conditions,  it  might  be  necessary  to  make  a  trans¬ 
fer  out  of  a  current  account  of  sufficient  size  as  to  impair  the  agency’s 
ability  to  carry  out  its  current  year’s  program,  in  which  event  they 
would  have  a  basis  for  requesting  a  supplemental  appropriation.  _ 

Senator  Kennedy.  You  are  satisfied— the  Administration  is  satis¬ 
fied  that  this  bill  will  be  a  worthy  improvement  in  the  present  proce¬ 
dures,  is  that  correct  ?  ... 

Mr.  Finan.  We  feel  very  strongly  that  it  will,  yes,  sir. 

Senator  Kennedy.  I  understand  this  bill  has  been  coordinated  by 
the  Bureau  of  the  Budget  with  all  of  the  agencies.  Does  that  include 
the  Department  of  Defense  ? 

Mr.  Finan.  Yes,  sir.  I  understand  a  Department  of  Defense  wit¬ 
ness  will  be  here  this  morning  to  express  certain  reservations  about 
the  provisions  of  this  bill  insofar  as  they  apply  to  the  Department  of 
Defense. 

Senator  Kennedy.  Are  there  any  more  questions  ? 

Mr.  Shriver.  Yes,  Mr.  Chairman,  if  I  may  ask  a  question,  I  would 
like  some  clarification  as  to  the  meaning  of  the  language  shown  at  the 
top  of  page  4  of  the  bill  and  the  examination  of  this  account  contem- 
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plated  by  the  provisions  of  subsection  (c) ,  beginning  on  line  11,  page  5, 
of  the  bill. 

Would  you  explain  to  the  subcommittee  the  relationship  between 
those  two  references  in  the  bill ;  as  to  whether  or  not  the  examination 
will  be  made  of  the  consolidated  account  and  the  annual  account  bal¬ 
ances,  or  merely  of  the  operations  of  the  new  account  to  be  established 
under  this  bill. 

Mr.  Finan.  Your  first  reference  starts  on  the  bottom  of  page  3? 

Mr.  Shriver.  No,  it  starts  on  the  top  of  page  4,  section  3(a). 

Mr.  Finan.  Do  you  want  to  comment  on  this  ? 

Mr.  Shriver.  Yes,  it  says  that  the  accounts  established  pursuant 
to  this  act  shall  be  reviewed  periodically  but  at  least  once  each  fiscal 
year,  by  each  agency  concerned. 

Is  that  intended  to  be  an  examination  of  each  account  or  the  consoli¬ 
dated  appropriation  account  ? 

Mr.  Armstrong.  That  would  be  an  examination  of  the  unliquidated 
obligations  under  the  consolidated  account  for  the  prior  years,  and  for 
the  current  year  those  obligations  outstanding  on  J une  30  which  would 
by  September  30  go  into  the  consolidated  account  for  each  title  of 
appropriation. 

Mr.  Shriver.  The  examination  would  be  made  by  each  agency  ? 

Mr.  Finan.  That  is  correct. 

Mr.  Shriver.  Now,  the  examination  on  page  5  would  be  made  by 
the  GAO,  is  that  true  ? 

Mr.  Finan.  Yes,  correct. 

Mr.  Shriver.  Thank  you,  Mr.  Finan. 

Mr.  Armstrong.  You  were  also  speaking,  with  reference  to  the 
top  of  page  4,  of  that  provision  which  says  that  this  act  does  not  take 
away  from  the  GAO  any  of  its  present  authority  to  render  decisions 
in  connection  with  any  matters  pertaining  to  claims.  In  other  words, 
if  an  agency  wants  to  ask  the  GAO  for  a  decision  on  a  claim  it  shall 
continue  to  do  so,  the  point  being  that  nothing  in  this  act  takes  away 
from  the  General  Accounting  Office  any  of  the  responsibility  that  it 
now  has  in  connection  with  the  settling  of  accounts  and  claims. 

Mr.  Shriver.  Now,  would  you  explain  to  the  subcommittee  the 
method  of  handling  overages  and  shortages  in  the  estimated  obliga¬ 
tions;  that  is,  how  you  propose  to  handle  the  adjustments  for  over- 
and  under-estimated  obligations  ? 

Mr.  Finan.  I  am  not  quite  sure  that  I  understand  that  question,  Mr. 
Shriver,  as  it  relates  to  this  bill. 

Mr.  Shriver.  I  had  in  mind  a  letter  or  analysis  of  the  bill  from  the 
Bureau  of  the  Budget  which  shows  that  where  you  have  estimated  an 
obligation  which  is  later  determined  to  be  in  excess  of  the  amount  re¬ 
quired,  and  in  other  instances  where  you  under-estimated  the  amount 
required,  the  overages  and  shortages,  would  be  set  off  against  each 
other. 

The  analysis  which  I  had  in  mind  follows : 
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Where  the  payment  of  old  obliga¬ 
tions  exceeds  the  amount  previously  re¬ 
corded  for  the  obligation  on  an  esti¬ 
mated  basis,  action  may  be  required  to 
make  a  deficiency  appropriation  if  there 
is  an  insufficient  balance  unobligated 
in  the  particular  year’s  account  in¬ 
volved.  Sometimes  deficiency  appro¬ 
priations  are  necessary  for  accounts 
which  expired  5  or  6  years  earlier. 


No  deficiency  appropriation  would 
be  required  for  these  purposes.  Over¬ 
runs  in  the  liquidation  of  obligations 
of  1  older  year  could  be  met  from  sav¬ 
ings  and  liquidations  of  obligations 
from  some  other  year.  Where  obliga¬ 
tions  overrun  the  balance  in  the  prior 
year’s  account  combined,  a  transfer 
would  be  made  from  the  current  year 
appropriation,  and  any  additional  ap¬ 
propriations  needed  would  be  made  to 
the  current  year  account. 


Mr.  Finan.  That  is  correct.  That  is  our  assumption  by  reason  of 
this  consolidation  into  one  account. 

Mr.  Stiriver.  Very  well.  Thank  you. 

Senator  Kennedy.  Thank  you  very  much,  Mr.  Finan  and  Mr.  Arm¬ 
strong.  We  appreciate  your  coming  here  this  morning.  I  will  place 
the  letter  from  the  Director  of  the  Bureau  of  the  Budget  in  the  record 
at  this  point, 

(The  letter  is  as  follows:) 

Executive  Office  of  the  President, 

Bureau  of  the  Budget, 
Washington  25,  D.  C.,  March  16, 1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Committee  on  Government  Operations, 

United  States  Senate,  Washington  25,  D.  C. 

My  Dear  Mr.  Chairman  :  In  response  to  conversations  which  staff  of  the 
Bureau  have  had  with  staff  of  your  committee,  we  are  submitting  views  and 
comments  on  S.  3362,  a  bill  to  simplify  accounting,  facilitate  the  payment  of 
obligations,  and  for  other  purposes. 

This  bill  would  substantially  carry  out  the  objectives  of  recommendations 
Nos.  17  and  18  of  the  Commission  on  Organization  of  the  Executive  Branch  of 
the  Government  in  its  report  on  budget  and  accounting.  _ 

We  heartily  endorse  the  objectives  of  the  bill  vvhich  would  bring  about  im¬ 
provements  and  simplifications  in  accounting  and  in  the  pioceduie  foi  the  pay¬ 
ment  of  obligations  against  expired  appropriations.  More  specifically,  some  of 
the  major  benefits  which  would  result  from  the  bill  are  as  follows: 

1.  At  the  present  time  accounts  payable  relating  to  obligations  incurred 
under  appropriations  which  expired  for  obligation  purposes  more  than  2 
years  earlier  are  examined  both  by  the  agency  concerned  and  by  the  General 
Accounting  Office  before  payment  is  made.  The  bill  would  authorize  the 
Comptroller  General  to  prescribe  by  regulations  the  conditions  under  winch 
such  payments  may  be  made  without  prior  review  by  the  General  Account¬ 
ing  Office.  This  would  bring  about  savings  by  eliminating  the  duplicate 

review.  Also  payments  could  be  made  more  promptly. 

2.  The  entire  balance  of  each  appropriation  (both  the  obligated  and  the 
unobligated  portion)  is  now  carried  in  the  accounts  of  the  agencies  for  2 
years  after  the  appropriation  expires  for  obligation  purposes.  Under  the 
bill  the  unobligated  balances  remaining  at  the  close  of  each  fiscal  year 
would  be  withdrawn  from  expired  appropriations  within  3  months  there¬ 
after,  thus  reducing  the  carryover  of  unexpended  balances. 

3  Individual  appropriation  accounts  are  now  kept  by  the  agencies  on  a 
formal  basis  for  2  years  after  the  appropriations  expire  for  obligation  pur¬ 
poses  and  thereafter  for  at  least  8  more  years  on  a  memorandum  basis. 
In  addition,  after  2  years,  the  General  Accounting  Office  maintains  the  in- 
dividual  appropriation  accounts  in  order  to  see  that  there  are  available 
appropriation  balances  before  claims  are  certified  for  payment.  This  bill 
would  bring  about  a  large  reduction  in  the  number  of  accounts  to  be  main- 
tained  both  by  the  agencies  and  by  the  General  Accounting  Office.  Under 
its  provisions  the  obligated  balances  of  expired  accounts  for  prior  years 
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for  the  same  general  purposes  would  be  merged  so  that  usually  each  current 
year  appropriation  account  would  have  a  counterpart  for  prior  year  items. 
For  the  General  Accounting  Office  alone,  it  is  estimated  that  about  35,000 

accounts  could  be  eliminated.  .  . 

4.  Under  present  practices  payments  made  from  appropriations  which 
have  expired  for  obligation  purposes  for  more  than  2  years  are  charged 
as  expenditures  to  the  certified  claims  account  maintained  by  the  Treasury 
Department.  The  result  is  that  such  expenditures  are  reported  as  expendi¬ 
tures  of  the  Treasury  Department  although  the  benefits  were  received  by 
other  agencies.  Thus  several  hundred  millions  of  dollars  are  budgeted  and 
reported  as  a  cost  of  the  function  of  general  Government  when  actually  a 
large  part  of  this  amount  is  for  major  national  security  and  other  functions. 
The  bill  would  correct  this  situation.  Expenditures  would  be  recorded  and 
reported  by  the  individual  agencies  and  for  the  functions  which  received 
the  benefits. 

5.  The  bill  provides  that  the  Comptroller  General  shall,  in  connection  with 
his  audit  responsibilities,  make  an  appraisal  of  the  unliquidated  obligations. 
This  emphasizes  the  importance  of  the  independent  review  by  the  Comp¬ 
troller  General  in  order  to  verify  the  accuracy  of  the  accounts. 

In  the  interests  of  clarifying  and  otherwise  improving  the  bill,  we  would  sug¬ 
gest  consideration  of  the  following  amendments : 

1.  Delete  the  words  “except  as  otherwise  provided  by  law”  on  page  1,  line 
3,  and  in  lieu  thereof  add  the  following  new  paragraph  to  the  repeals  on  page 
7,  section  7 : 

“(f)  Any  provisions  (except  those  contained  in  appropriation  acts  for 
the  fiscal  years  1956  and  1957)  permitting  an  appropriation  to  remain  avail¬ 
able  for  expenditure  for  any  period  beyond  that  for  which  it  is  available  for 
obligation,  but  this  subsection  shall  not  be  effective  until  June  30,  1957.”  At 
the  present  time  there  are  some  cases  where  existing  provisions  of  substantive 
law  continue  the  availability  of  appropriations  for  expenditure  purposes  for 
periods  longer  than  the  normal  2-year  period  after  the  period  for  which  the 
appropriations  are  made.  It  is  desirable,  therefore,  to  bring  such  appropri¬ 
ations  under  the  provisions  of  this  bill  in  order  to  provide  the  authority  to 
make  payments  subsequently.  An  example  is  the  provision  for  certain  re¬ 
search  appropriations  in  the  Agricultural  Marketing  Act  of  1946.  The  lan¬ 
guage,  which  we  suggest  for  deletion  above,  would  exempt  such  cases  from  the 
provisions  of  the  bill  whereas  the  substitute  would  embrace  such  cases  within 
the  terms  of  the  bill  by  repealing  the  special  provisions  providing  extended 
availability  for  expenditure.  Like  the  provision  repealing  the  general  au¬ 
thorization  for  extended  availability  for  expenditure  (subsec.  (b)  of  sec.  7), 
the  suggested  language  would  not  be  effective  until  June  30, 1957.  However, 
the  suggested  language  would  not  repeal  provisions  for  extended  expenditure 
availability  contained  in  1956  or  1957  appropriation  acts,  but  would  leave  the 
matter  of  extended  expenditure  availability  for  these  appropriations  to  be 
considered  individually  in  acting  on  1958  budget  estimates  and  appropriation 
acts. 

2.  Delete  the  word  “activity”  on  page  1,  line  8,  and  substitute  “agency  or 
subdivision  thereof.”  We  believe  the  substitute  would  clarify  the  meaning. 

3.  On  page  2,  lines  22  and  23,  delete  the  words  “as  of  the  close  of  the  fiscal 
year”  and  insert  the  same  words  after  the  word  “account”  on  page  2,  line  20. 
This  change  would  clarify  the  point  that  the  reviews  of  the  accounting  rec¬ 
ords  required  by  section  1311  and  the  related  reports  pertain  only  to  the 
obligated  balance  as  of  the  close  of  the  fiscal  year. 

4.  Delete  the  words  “required  pursuant  to  subsection  (a)”  on  page  3,  lines 
10  and  11,  and  substitute  “made  pursuant  to  subsections  (a)  and  (b).”  This 
would  make  it  clear  that  September  30  is  intended  as  the  final  closing  date 
for  action  to  be  taken  under  section  1(d). 

5.  Delete  the  words  “activity  responsible  for  the  liquidation  of  the  obliga¬ 
tions  chargeable  to  such  accounts”  on  page  4,  lines  7  and  8,  and  substitute 
“agency  concerned.”  We  believe  “agency”  would  be  more  meaningful  than 
“activity”  and  that  the  remainder  of  the  clause  is  not  necessary. 

6.  Delete  the  word  “activity”  on  page  6,  line  9,  and  substitute  “agency  or 
subdivision  thereof”  for  the  reason  noted  in  2  above. 

7.  Delete  the  words  “or  will  not  be  undertaken  or  continued”  on  page  6, 
lines  16  and  17.  These  words  might  carry  the  implication  that  the  heads  of 
the  agency  concerned  could  determine  whether  or  not  to  carry  out  work 
specifically  authorized  by  the  Congress. 
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8.  On  page  7,  add  the  following  new  section  : 

“Sec.  9.  The  inclusion  in  appropriation  acts  of  provisions  excepting  any 
appropriation  or  appropriations  from  the  operation  of  the  provisions  of  this 
act  and  fixing  the  period  for  which  such  appropriation  or  appropriations 
shall  remain  available  for  expenditure  is  hereby  authorized.” 

This  new  section  provides  that  the  Congress  may  consider  each  year  the 
desirability  of  exempting  any  appropriation  or  appropriations  from  the  pro¬ 
visions  of  this  bill  and  so  provide  in  appropriation  acts  without  such  provi¬ 
sions  being  subject  to  a  point  of  order. 

The  amendments  suggested  above  have  been  discussed  with  staff  of  the  Treas¬ 
ury  Department  and  the  General  Accounting  Office,  who  concur  therein.  With 
these  amendments,  we  strongly  recommend  the  enactment  of  S.  3362,  which  would 
improve  fiscal  operations  and  bring  about  economies. 

Sincerely  yours, 

Pekcival  Brundage,  Acting  Director. 

Mr.  F inan.  Thank  you. 

Senator  Kennedy.  Mr.  W.  J.  McNeil,  Assistant  Secretary  of  the 
Department  of  Defense,  is  our  next  witness. 

We  are  glad  to  have  you  here,  Mr.  McNeil.  Will  you  identify  the 
gentlemen  with  you. 

Mr.  McNeil.  Mr.  Howard  Bordner,  who  is  the  deputy  comptroller 
for  accounting  policy,  in  the  Department  of  Defense,  and  Mr.  Maurice 
Lanman,  who  is  assistant  general  counsel,  assigned  to  fiscal  matters. 

Senator  Kennedy.  Very  well.  You  may  proceed. 

STATEMENT  OF  HON.  W.  J.  McNEIL,  ASSISTANT  SECRETARY  (COMP¬ 
TROLLER)  ;  ACCOMPANIED  BY  MAURICE  H.  LANMAN,  JR.,  ASSIST¬ 
ANT  GENERAL  COUNSEL  (FISCAL  MATTERS),  AND  HOWARD  W. 

BORDNER,  DEPUTY  COMPTROLLER  FOR  ACCOUNTING  POLICY, 

DEPARTMENT  OF  DEFENSE 

Mr.  McNeil.  I  have  a  short  statement,  Mr.  Chairman.  And  a  mo¬ 
ment  ago,  in  answer  to  a  question,  I  believe  Mr.  Finan  mentioned 
that  we  had  certain  reservations  and  I  might  touch  on  those  also,  if 
it  pleases  the  subcommittee. 

Senator  Kennedy.  Fine. 

Mr.  McNeil.  I  appreciate  the  opportunity  to  appear  before  you  this 
morning  to  discuss  certain  legislative  proposals  to  implement  the  vari¬ 
ous  Hoover  Commission  recommendations.  It  is  my  understanding 
that  the  first  bill  under  consideration  is  to  be  S.  3362.  This  bill  is 
apparently  intended  to  implement  two  of  the  Hoover  Commission 
recommendations,  Nos.  17  and  18. 

Kecommendation  No.  18,  which  would  provide  for  the  agencies 
having  jurisdiction  over  the  funds  to  settle  all  claims  arising  under 
appropriations  after  they  have  expired  for  obligation  rather  than  to 
have  such  claims  settled  upon  certificates  of  the  GAO  is  concurred  in 
by  the  Department  of  Defense  completely. 

It  is  our  belief  that  no  useful  purpose  has  been  served  in  having 
agencies  receive  claims,  develop  them,  determine  the  amounts  due,  and 
submit  them  to  the  Comptroller  General  for  a  practically  pro  forma 
consideration  and  then  have  them  returned  to  the  agency  and  paid  by 
the  agency’s  disbursing  officers.  Therefore,  we  believe  that  this  recom¬ 
mendation  will  obviate  currently  unnecessary  operation  in  the  settle¬ 
ment  of  claims  from  the  certified  claims  account. 
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With  respect  to  the  other  aspect  of  S.  3362,  which  is  apparently  an 
attempt  to  implement  recommendation  No.  17  that  all  obligations  be 
liquidated  from  a  single  account,  we  should  like  to  point  out  that  the 
bill  moves  only  part  of  the  distance  in  the  direction  of  this  worth¬ 
while  objective. 

We  would  hope  that  the  recommendation  will  be  eventually  literally 
implemented  but  only  after  your  subcommittee  has  thoroughly  con¬ 
sidered  many  of  the  more  important  aspects  of  the  Commission  s 
recommendations  represented  in  some  of  the  legislation  upon  which 
you  pi  an  to  take  testimony . 

You  will  note  that  the  bill  provides  for  transfer  on  September  30 
of  each  year  of  only  those  amounts  certified  as  having  been  obligated 
under  section  1311  of  the  Supplemental  Appropriation  Act  as  of  any 
June  30.  This  latter  section  vTas  a  recent  enactment  into  law  of 
statutory  definition  of  obligations  which  the  Department  of  Defense 
believes  was  a  long  overdue  measure  necessary  to  correct  the  erroneous 
as  well  as  the  unsound  practices  with  respect  to  recording  and  reporting  | 
obligations  that  had  been  going  on  in  the  executive  departments  for 
decades.  _  Dj 

The  Department  considers  this  section  as  a  landmark  in  progress 
toward  a  uniform  basis  for  accounting  and  reporting  for  appropriated 
funds.  After  some  initial  delay  in  preparing  and  securing  the  ap¬ 
proval  of  the  accounting  officers  for  our  regulations  under  this  statute, 
w7e  are  now  in  the  process  of  applying  it  worldwide  to  all  activities  of 
the  Department  of  Defense. 

As  I  am  sure  you  will  understand,  corrective  measures  of  this  scope, 
when  applied  to  the  complexities  of  accounting  for  and  reporting  on 
the  obligations  and  expenditures  within  the  Department  of  Defense, 
running  in  excess  of  $30  billion,  cannot  succeed  overnight. 

We  have  been  working  diligently  since  the  enactment  of  the  statute 
and  believe  that  within  the  next  year  or  two  the  educative  process  and 
our  job  in  this  area  will  be  completed. 

Our  problem  in  carrying  out  the  provisions  of  3362 — that  is,  other 
than  the  certified  claims — arises  from  the  fact  that  there  are  very 
large  adjustments  of  unliquidated  obligations  in  the  Department  of 
Defense  after  the  end  of  the  fiscal  year.  For  instance,  adjustments  * 
which  may  arise  from  the  maturing  of  contingent  liabilities  arising  \ 
out  of  all  types  of  contracts  including  variation  in  quantity  clauses, 
price  redetermination,  and  escalation  clauses,  as  well  as  in  the  incentive 
and  cost  reimbursement  type  contracts. 

In  addition,  other  significant  factors  require  adjustments  in  our 
obligations  which  are  often  based  on  the  best  estimates  available,  in 
accordance  with  regulations  issued  under  section  1311,  approved  by 
the  GAO. 

We  have  generally  resolved  most  of  these  problems  by  the  utilization 
of  no-year  appropriations  in  the  Department  of  Defense  but  to  the 
extent  that  the  problems  exist  in  annual  appropriations,  to  which  this 
bill  is  largely  applicable,  we  recommend  that  serious  consideration 
be  given  to  clarifying  the  provisions  of  the  bill  with  respect  to  the 
limitations  on  the  amounts  to  be  carried  over  and  the  manner  in  which 
these  adjustments  are  to  be  effected  in  Department  of  Defense  appro¬ 
priations.  after  the  close  of  the  fiscal  year  and  prior  to  the  transfers 
contemplated  to  be  made  on  September  30. 
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As  I  previously  stated,  it  is  our  hope  that  recommendation  No.  17 
will  be  fully  and  literally  implemented  but  it  is  our  view  that  it  would 
represent  only  one  minor  aspect  in  the  implementation  of  the  many 
more  sweeping  recommendations  of  the  Commission  as  included  in 
the  more  comprehensive  bill,  S.  3199,  and  should  more  properly  be 
considered  in  the  light  of  conclusions  reached  on  that  legislation.  It 
is  understood  your  subcommittee  is  also  planning  to  discuss  that  bill. 

In  conclusion,  I  should  like  to  state  that  we  feel  that  the  imple¬ 
mentation  of  recommendation  No.  18  would  occasion  no  problems  in 
the  Department  of  Defense  and  we  would  concur  in  the  immediate 
enactment  of  provisions  to  accomplish  it. 

We  feel  there  should  be  some  further  consideration  of  the  problems 
of  the  amounts  carried  over  as  of  any  June  30  which  takes  into  ac¬ 
count  the  ability  to  revise  obligations  as  certified  on  June  30  under 
section  1311,  which  can  be  justified. 

That  is  an  adjustment  that  can  be  proven  to  be  necessary,  as  well 
as  taking  into  account  any  obligations  which  do  not  require  the  full 
amount  in  liquidation. 

We  feel  that  even  though  the  amounts  carried  over  might  some 
years  be  about  the  same  amount,  but  no  one  knows.  To  the  extent 
that  amounts  might  have  to  be  paid  from  future  budgets  it  encour¬ 
ages  something  we  are  trying  desperately,  in  the  Department  of  De¬ 
fense,  to  avoid,  that  is,  the  padding  or  adding  of  too  many  contingen¬ 
cies  to  future  budget  requests.  We  are  bound  to  have  them  if  we  are 
to  provide  for  subsequent  proper  adjustments  in  the  value  of  obliga¬ 
tions. 

I  think  there  was  a  question  a  few  minutes  ago,  would  this  require 
or  encourage  additional  supplemental  appropriations.  I  think  the 
answer — at  least  my  thought  is  that  the  answer  must  be  “Yes.”  Wheth¬ 
er  it  will  be  great  in  number,  I  do  not  know,  but  certainly,  it  could 
not  operate  to  require  fewer.  It  must  require  more.  I  do  not  know 
who  can  tell  you  how  many  more. 

Either  that,  or  you  must  provide  in  each  new  budget,  each  new 
budget  request,  some  amount  to  take  care  of  claims  or  of  increased 
obligations,  which  would  be  legal,  proper,  and  must  be  paid. 

There  would  be  two  courses  of  action :  One  is  a  special  budget  account 
could  be  set  up  in  each  new  annual  appropriation  to  take  care  of  those 
contingencies  and  recognize  them.  The  customary  way  of  taking 
care  of  such  things  in  the  past,  which  I  hope  we  do  not  get  into  again, 
is  to  pad  or  adjust  a  little  bit  as  a  contingency  in  each  of  the  several 
hundred  different  budget  activity  accounts  that  we  have  in  the  De¬ 
partment  of  Defense,  because  if  a  program  manager  ever  had  to 
'pick  up  one  of  these  adjustments  in  any  year,  he  would  protect  him¬ 
self  the  next  4  or  5  years  so  he  would  not  have  to  come  for  a  supple¬ 
mental,  or  did  not  have  to  adjust  his  program  all  the  way  out  through 
the  field  to  take  care  of  it. 

We  are  bound  to  ask  for  money  to  take  care  of  it  in  one  way  or  an- 
other. 

My  own  view  is  that,  if  in  the  consideration  of  the  second  part  of 
this  legislation,  or  what  I  call  the  second  part,  leaving  aside  the 
claims,  some  clear-cut  provision  could  be  made  to  provide  for  the 
adjustment  of  obligations,  assuming  they  could  be  justified  you  would 
have  a  much  better  piece  of  legislation. 
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Also,  I  would  urge  consideration  of  trying  to  go  the  whole  way  in 
carrying  over  the  accounts  into  one  new  account  such  as  recommended 
by  the  Hoover  Commission,  although  this  bill  goes  part  way. 

Senator  Kennedy.  As  I  understand  it,  you  are  in  favor  of  this  bill, 
but  you  do  not  feel  that  it  goes  far  enough.  You  are  in  favor  of  it  as 
far  as  it  goes  ? 

Mr.  McNeil.  On  the  certified  claims? 

Senator  Kennedy.  On  the  certified  claims. 

Mr.  McNeil.  But  on  the  other  part  I  really  think  it  requires  con¬ 
siderable  thought  here  as  to  the  effects ;  and  some  provision  made  for 
the  adjustment  of  obligations  as  of  the  end  of  June  30  because  we 
have  escalation  clauses  in  contracts  outstanding. 

These  are  legal  obligations.  "VVe  attempt  under  section  1311  to 
provide  the  best  possible  estimate.  If  it  runs  over,  the  obligation  of 
the  Government  has  not  been  decreased  a  particle. 

When  contracts  are  let  for  ammunition  or  anything,  or  spares,  the 
quantity  is  specified.  But  frequently,  the  quantities  may  vary  in  the 
manufacturing  process  by,  say,  5  or  10  percent.  To  post  the  account 
we  estimate,  but  there  can  be  an  overrun.  If  there  is  an  overrun,  I 
think  it  is  a  very  proper  adjustment  in  the  obligation  of  June  30,  if 
it  can  be  justified  and  proven. 

On  cost  reimbursement-type  contracts  of  which  there  are  still  some 
under  certain  conditions,  the  estimate  of  the  cost  is  the  best  we  can 
make  at  the  time.  If,  as  in  the  case  of  ballistic  missiles,  frankly, 
where  we  do  not  know  what  some  costs  will  be,  we  do  have  adjustments 
to  get  the  same  identical  job  done  that  was  contemplated  in  the 
original  contract. 

We  think  that  this  should  provide  for  adjustments  of  that  type, 
assuming  they  can  be  justified  with  individual  items. 

Senator  Kennedy.  Do  you  have  any  questions,  Mr.  Shriver? 

Mr.  Shriver.  No;  I  have  no  questions  at  this  time,  Mr.  Chairman. 

Mr.  McNeil.  I  wanted  to  add  one  thing,  Mr.  Chairman,  I  think 
that  is  necessary  if  we  are  to  avoid  one  point  that  you  brought  up  just 
after  I  stepped  into  the  room. 

We  are  having  a  lot  of  difficulty  in  applying  the  provisions  of  sec¬ 
tion  1311,  although,  I  repeat,  it  is  one  of  the  best  pieces  of  legislation 
that  has  come  out  in  this  field  for  a  long  time. 

We  would  like  to  adhere  rather  carefully  to  what  we  consider  very 
rigid  criteria  as  to  what  is  and  what  is  not  an  obligation. 

But  the  very  minute  we  force  people,  in  a  sense,  to  be  a  little  care¬ 
less  with  it,  we  do  not  accomplish  what  the  basic  legislation  was  in¬ 
tended  to  do  and  what  we  are  striving  to  accomplish  in  having  very 
clean-cut  criteria  applied  to  what  is  or  is  not  an  obligation. 

Senator  Kennedy.  I  did  not  want  to  get  into  S.  3199,  particularly. 
Are  you  going  to  return  tomorrow,  or  will  you  send  some  of  your 
representatives  here  ?  We  will  have  a  hearing  on  S.  3199  then. 

Mr.  McNeil.  I  have  to  be  out  of  town  tomorrow,  but  there  will  be 
somebody  here  representing  us. 

Senator  Kennedy.  What  is  your  feeling  with  regard  to  the  sug¬ 
gestion  on  budgeting  contained  on  page  2  of  S.  3199  ? 

Mr.  McNeil.  That  is  a  rather  long  subject,  I  think,  sir,  because  as 
expressed  here  it  appears  rather  simple.  It  is  not  quite  that  simple. 

Next,  it  is  my  view  that  looking  at  it  from  a  commerical  accounting 
viewpoint  some  of  the  statements  here  would  apply  perfectly,  but  in 
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the  Federal  Government  I  think  we  want  to  use  accruals,  the  accrual 
principle,  but  must  adapt  it  to  our  operation  and  problem ;  otherwise, 

I  think  it  is  excellent  principle.  „  ._  ,  ,  , 

However,  primarily,  I  am  speaking  for  the  Department  of  De¬ 
fense— the  most  important  thing  in  managing  the  place  is  to  know 
the  cost  of  consumption.  If  you  take  the  word  accruals  you  would 
assume  that  it  included  depreciation  and  everything  else. 

We  are  at  a  loss  to  know  what  value  would  be  achieved  by  attempt¬ 
ing  to  apply  the  accrual  principle  in  full,  by  depreciating  a  lightei 
aircraft  or  equipment  of  that  type.  It  is  an  item  that  you  have  to 
have.  You  know  its  cost  and  its  value.  That  certainly  should  be 

But  on  those  major  items  you  deal  in  the  combat  capability  and  the 
quantity.  And  as  to  depreciation,  I  do  not  know  what  we  would  do 

with  it  if  we  had  it.  ....... 

As  to  the  cost  of  consumption  of  material  used  in  housekeeping, 
maintenance,  and  operation,  it  is  vital  to  us  to  know  what  it  is. 

So  if  accruals  means  cost  of  consumption  in  the  day-to-day  opera¬ 
tions  of  a  post,  camp,  station  equipment  we  agree  completely  that  we 

ought  to  do  it.  ...... 

But  this  is  largely  written  from  a  commercial  accountant's  view¬ 
point  and  does  not’  take  into  account  one  basic  difference  which  I 
think  has  to  be  recognized  in  the  Federal  Government;  and  that  is 
the  obligations  of  the  Government  in  the  future.  This  more  or  less 

subordinates  that.  .  ... 

I  think  in  the  past  years  there  has  been  too  much  emphasis  on  obli¬ 
gations  and  not  enough  on  the  day-to-day  costs  of  consumption  or 
operation.  I  think  we  have  to  bring  those  two  things  into  balance  m 

the  years  to  come.  . ..  ,.  .  , 

But  I  do  not  think  we  dare  subordinate  obligations,  particularly 

when  we  are  thinking  about  the  long-range  future  procurement  which 
to  us  takes  almost  half  of  the  resources  you  give  us— we  must  dwell  on 
that  subject,  because  the  ordinary  accrual  principle  just  does  not  apply 

as  we  think  of  it  in  business.  . 

Senator  Kennedy.  The  Defense  Department  is  really  the  major 
agency  involved  because  of  the  amount  of  money  expended.  Your 
viewpoint  would  be  of  great  help.  Tomorrow  could  your  lepresent- 
ative  give  the  subcommittee  a  memorandum  on  this,  section  by  section. 
If  we  have  to  rewrite  the  bill  we  can  eliminate  or  change  the  language. 
I  would  like  to  have  as  thorough  an  analysis  of  it  as  possible  and  any 
su"<mstion  that  you  might  have.  Your  testimony  would  be  very  help- 
ful.  (This  information  was  presented  to  the  subcommittee  at  a  sub¬ 
sequent  hearing,  March  27 , 1956,  see  p.  211 ) . 

Mr.  McNeil.  Thank  you,  sir.  I  did  not  mean  to  mix  up  your  hear- 
inor  this  morning  on  the  one  bill,  except  what  I  would  call  the  second 
part  of  the  bill  you  are  considering  today  seems  to  me  to  be  an  integral 
part  of  the  whole  appropriation  and  accounting  process.  It  is  to  a 
degree  separable  from  the  settlement  of  claims.  That  is  what  I  na< 
in  mind  by  pointing  that  issue  up.  .  . 

Senator  Kennedy.  That  is  fine.  I  am  glad  you  brought  it  up  be- 
cause  the  bill  introduced  by  Senator  Payne  goes  much  further  than 
the  bill  we  are  considering  this  morning.  I  think  your  analysis  of  it 
tomorrow,  or  your  representative’s  analysis,  will  be  very  helpful. 
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Do  any  of  the  gentlemen  with  you,  Mr.  McNeil,  care  to  comment? 

Mr.  McNeil.  Do  you  have  anything  to  add,  Mr.  Bordner,  Mr. 
Lanman  ? 

Mr.  Bordner.  No. 

Mr.  Lanman.  No. 

Senator  Kennedy.  If  not,  thank  you  very  much. 

Mr.  McNeil.  Thank  you. 

Senator  Kennedy.  Mr.  Gilbert  L.  Cake,  of  the  Treasury  Depart¬ 
ment,  is  the  next  witness. 

Do  you  have  a  prepared  statement,  Mr.  Cake  ? 

STATEMENT  OF  GILBERT  L.  CAKE,  ASSOCIATE  COMMISSIONER, 
BUREAU  OF  ACCOUNTS,  DEPARTMENT  OF  THE  TREASURY 

Mr.  Cake.  Mr.  Chairman,  I  have  a  short  statement  that  should  not 
take  much  over  5  minutes,  if  the  subcommittee  will  bear  with  me. 

Mr.  Chairman  and  members  of  the  subcommittee : 

I  am  glad  to  testify,  on  behalf  of  the  Treasury  Department,  con¬ 
cerning  S.  3362,  a  bill  to  simplify  accounting,  facilitate  the  payment 
of  obligations,  and  for  other  purposes. 

This  bill  contemplates  two  major  changes  with  respect  to  the  man¬ 
ner  in  which  claims  would  be  paid  and  accounted  for  after  the  related 
appropriations  have  ceased,  by  limitation  of  law,  to  be  available  any 
longer  for  making  contracts  or  otherwise  financially  obligating  the 
Government. 

hinder  the  present  law,  the  General  Accounting  Office  review’s  and 
settles  claims  against  lapsed  appropriations  and,  in  that  connection, 
is  keeping  more  than  30,000  accounts  for  old  balances  as  a  means  of 
insuring  that  no  claim  is  paid  that  would  create  a  deficiency  involving 
a  lapsed  appropriation. 

First,  however,  the  administrative  agencies  concerned  do  the  work 
of  ascertaining  the  facts  and  documenting  the  claims — including  rec¬ 
ommendations  thereon — to  be  reviewed  and  settled  in  the  General 
Accounting  Office. 

.^l^er  the  bill,  this  work  by  the  administrative  agencies  would 
still  have  to  be  done  but  the  claims,  except  those  involving  doubtful 
questions  of  law  or  fact,  would  be  certified  as  correct  for  payment  by 
authorized  disbursing  officers  Avithout  first  being  referred  to'  the  Gen¬ 
eral  Accounting  Office  for  approval.  Of  course,  such  administrative 
action  would  be  subject  to  independent,  postaudit  revieAv  by  the  Gen¬ 
eral  Accounting  Office. 

Also  under  present  law,  Federal  agencies  geenrally  must  keep  3 
separate  accounts  with  respect  to  each  appropriation  title,  namely,  1 
account  for  the  appropriation  for  the  current  fiscal  year  and  1  each 
for  the  expired  appropriations  for  the  2  preceding  years. 

This  is  true  of  appropriations  limited  to  a  year  or  other  periods 
of  time,  which,  disregarding  trust  funds,  are  the  great  majority.  After 
an  appropriation  has  remained  on  the  books  of  the  Government  for 
2  fiscal  years  folloAving  that  for  which  the  appropriation  is  made, 
the  entire  balance,  including  the  unobligated  portion,  lapses  and  is 
carried  to  a  consolidated  account  for  the  payment  of  claims  against 
all  lapsed  appropriations.  As  I  previously  mentioned,  these  claims, 
usually  referred  to  as  certified  claims,  are  being  submitted  under  pres¬ 
ent  law  to  the  General  Accounting  Office  for  approval  before  payment. 
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Under  the  bill,  one-third  of  the  appropriation  accounts,  and  one- 
third  of  the  innumerable  allotment  or  other  subaccounts  related  to 
such  appropriation  accounts,  which  are  scattered  among  the  different 
agencies  of  the  Government,  would  be  eliminated.  Also,  the  more 
than  30,000  accounts  kept  by  the  General  Accounting  Office  with  re¬ 
spect  to  lapsed  appropriations  would  be  discontinued. 

Only  2,  instead  of  3  accounts,  would  be  kept  with  respect  to  each 
appropriation  title,  namely,  1  for  the  appropriation  for  the  current 
fiscal  year  and  the  other  for  the  purpose  of  liquidating  claims  involving 
old  obligations  against  all  appropriations  for  the  same  general  purpose. 

This  would  be  accomplished  each  fiscal  year  by  making,  in  the  case 
of  each  appropriation  title,  a  careful  administrative  review  of  the 
obligations  outstanding  against  the  appropriation  account  for  the  fiscal 
year  just  ended  and  then  closing  such  account,  within  90  days,  by  writ¬ 
ing  off  the  unused — that  is,  unobligated— part  of  the  balance  and  trans¬ 
ferring  the  remainder — that  is,  the  obligated  portion — to  an  account 
for  the  liquidation  of  old  obligations. 

As  I  have  indicated,  there  would  be  one  such  account  maintained 
for  appropriations  which  were  made  for  the  same  general  purpose, 
and  the  account  would  be  used  for  the  liquidation  of  old  obligations 
against  such  appropriations  regardless  of  when  the  obligations  were 
incurred  in  past  years. 

I  have  tried  to  give  a  general  idea  of  the  proposed  changes  m  present 
practice  without  dealing  with  all  of  the  procedural  details. 

The  Treasury  has  been  collaborating  with  the  Bureau  of  the  Budget, 
the  General  Accounting  Office  and  the  staff  of  your  subcommittee,  in 
the  drafting  of  the  proposed  legislation. 

With  the  amendments  which  the  Bureau  of  the  Budget  proposes,  the 
Treasury  Department  gives  its  full  support  to  the  enactment  of  S. 
3362.  this  is  because  there  are  strong  advantages  to  be  gained  in 

the  way  of:  .  _  ,  ,  . 

(1)  Reducing  the  expense  of  paying  and  accounting  tor  claims 

against  expired  appropriations ; 

(2)  Strengthening  related  audit ;  .  .  , 

(3)  Improving  accounting  in  two  ways:  by  reducing  the  size  or 
the  carryover  of  unexpended  balances  as  between  fiscal  years;  and  by 
treating  payments  of  claims  in  the  Federal  Budget  as  expenditures  ox 
the  administrative  agencies  concerned  rather  than  as  expenditures  ox 
the  Treasury  Department ;  and 

(4)  Expediting  the  payment  of  valid  claims. 

Mr.  Chairman,  in  view  of  the  reservations  which  the  witness  for  the 
Department  of  Defense,  Mr.  McNeil,  has  made  with  regard  to  certain 
provisions  of  this  bill,  my  testimony  would  be  more  complete  if  I 
should  be  permitted  by  the  subcommittee  to  comment  briefly  on  those 
from  the  standpoint  of  the  Treasury  Department. 

Senator  Kennedy.  Go  right  ahead.  . 

Mr.  Cake.  In  the  first  place,  I  should  like  to  emphasize  that  the 
Treasury  Department  is  in  full  agreement  with  the  Bureau  of  the 
Budget  and  the  General  Accounting  Office  on  the  desirability  of  the 
provisions  of  the  bill  as  written. 

From  the  standpoint  of  the  Treasury  Department  s  own  operations, 
which  are  not  inconsiderable,  we  foresee  no  serious  difficulties  of  rec¬ 
ordkeeping  or  control  that  would  prevent  compliance. 
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We  are  opposed  to  the  idea  of  merging  old  obligations  and  old  au¬ 
thority  with  new  obligations  and  new  authority  as  an  accounting  mat¬ 
ter.  We  do  not  believe  that  congressional  and  executive  control  over 
the  spending  of  public  funds  should  be  relaxed  so  far. 

With  respect  to  providing  authority  to  make  adjustments  for  possi¬ 
ble  miscalculations  of  unobligated  balances,  as  I  have  said,  the  Treas¬ 
ury  Department  anticipates  no  difficutly  with  the  bill  as  written.  We 
are  not,  however,  in  a  position  to  know  or  judge  what  the  peculiar 
problems  of  the  Department  of  Defense  may  be  in  the  way  of  effective 
recordkeeping  and  control  of  appropriations  and  the  need  of  lead 
time  for  installation  of  the  new  procedure. 

Senator  Kennedy.  Senator  Cotton,  any  questions  ? 

Senator  Cotton.  I  have  no  questions. 

Senator  Kennedy.  Senator  Symington? 

Senator  Symington.  I  have  no  questions. 

Senator  Kennedy.  Mr.  Cake,  would  you  care  to  comment  further  on 
the  Department  of  Defense’s  views  on  the  bill  ? 

Mr.  Cake.  From  the  standpoint  of  the  Department  of  Defense? 

Senator  Kennedy.  Is  there  anything  that  you  would  care  to  add  to 
what  was  said  ? 

Mr.  Cake.  Mr.  Chairman,  I  just  gave  some  views  on  that  to  the  sub¬ 
committee  at  the  close  of  my  statement.  I  would.be  glad  to  repeat 
those,  sir,  if  you  care. 

Senator  Symington.  Cannot  you  say  it  without  repeating  it? 

Mr.  Cake.  There  are  several  points.  I  want  to  cover  the  same 
ground,  of  course. 

As  I  previously  said,  the  Treasury  Department  is  in  full  agreement 
with  the  Bureau  of  the  Budget  and  the  General  Accounting  Office, 
on  the  desirability  of  the  provisions  of  the  bill  as  written. 

From  the  standpoint  of  the  Treasury  Department’s  own  operations, 
which  are  not  inconsiderable,  we  can  foresee  no  serious  difficulty  in 
recordkeeping  or  control  that  would  prevent  compliance. 

We  are  opposed  to  the  idea  of  merging  old  obligations  and  old  au- 
thoritv  with  new  obligations  and  new  authority  as  an  accounting 
matter. 

Senator  Symington.  What  do  you  mean  by  “old  obligations”? 

Mr.  Cake.  I  mean,  Senator  Symington,  the  obligations  that  were 
incurred  against  the  appropriation  that  are  no  longer  available  for 
the  purpose  of  obligations  and  yet  have  not  been  paid.  They  are  con¬ 
tracts  that  have  been  made. 

Senator  Symington.  Give  us  an  illustration  of  that  from  the  prac¬ 
tical  standpoint  in  the  Defense  Department,  if  you  can  pick  one  out, 
and  see  how  it  works. 

Mr.  Cake.  I  would  not  be  able  to  speak  particularly  for  the  Defense 
Department. 

Senator  Symington.  Give  us  one  from  your  Department  then. 

Mr.  Cake.  In  the  case  of  the  Treasury  Department,  we  might  have 
a  contract  for  the  delivery  of  goods  that  had  been  made  legally — 
made  before  the.  appropriation  had  expired — but  the  obligation  has 
not  yet  been  paid  because  the  delivery  has  not  been  made.  Then  the 
delivery  is  made  and  the  payment  is  effected. 

That  is  what  I  mean  by  merging  old  obligations,  that  were  incurred 
under  prior  years. 
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Senator  Symington.  You  are  talking  about  money  that  expires  at 
the  end  of  the  year,  because  you  cannot  have  it  in  the  next  year  ? 

Mr.  Cake.  I  am  talking  about  the  obligations  that  were  incurred 
against  the  appropriation  that  expired,  obligations  which  already 
exist. 

Senator  Symington.  I  just  want  to  be  sure  that  I  understand  you 
now.  You  say  that  you  order  some  goods,  is  that  right  ? 

Mr.  Cake.  That  is  right. 

Senator  Symington.  Say  you  order  fans  for  the  Department  of 
the  Treasury. 

Mr.  Cake.  That  is  right. 

Senator  Symington.  And  when  you  get  those  goods  you  pay  for 

them,  is  that  right  ? 

Mr.  Cake.  They  have  not  been  paid  for  in  this  case. 

Senator  Symington.  Why  have  they  not  been  paid  for  ? 

Mr.  Cake.  Because  they  had  not  been  delivered  before  the  appro¬ 
priation  expired,  although  the  contract  is  binding. 

Senator  Symington.  You  are  talking  about  money  that  expires? 

Mr.  Cake.  Yes,  sir. 

Senator  Symington.  Because  the  goods  have  not  been  delivered,  is 
that  right  ?  That  is  what  I  wanted  to  get  at. 

Mr.  Cake.  The  funds  for  the  payment  of  that  particular  contract, 
if  it  was  legally  incurred,  have  not  really  lapsed  or  expired  for  the 
purpose  of  expenditure. 

Senator  Symington.  But  under  the  law,  if  you  do  not  pay  for  them 
in  that  fiscal  year  then  the  appropriation  dies,  your  right  to  use  the 
money  dies,  is  that  it  ? 

Mr.  Cake.  Not  as  far  as  the  money  needed  to  pay  for  those  particu¬ 
lar  legal  obligations  that  were  incurred  while  the  appropriation  was 

alive. 

Senator  Symington.  If  the  appropriation  dies,  then  you  have  no 
more  money  to  pay  the  bill,  is  that  right  ? 

Mr.  Cake.  Oh,  no,  not  under  present  1  aw. 

Senator  Symington.  Do  you  have  the  money  to  pay  the  bill  ? 

Mr.  Cake.  Yes — the  portion  of  the  balance  of  the  appropriation 
which  we  call  obligated,  which  is  necessary  for  payment. 

Senator  Symington.  You  make  a  contract  to  buy  a  fan,  you  either 
do  it  with  a  purchase  order  on  the  Government  or  do  it  with  a  contract 
with  the  manufacturer. 

Mr.  Cake.  That  is  right. 

Senator  Symington.  You  have  that  money  appropriated,  is  that 
right  ? 

Mr.  Cake.  That  money  is  appropriated ;  yes,  sir. 

Senator  Symington.  Then  at  the  end  of  the  fiscal  year,  do  you  lose 
that  money  ? 

Mr.  Cake.  You  only  lose  the  part  that  is  not  needed  to  cover  those 
contracts  that  you  referred  to.  You  have  a  firm  obligation  then. 

Senator  Symington.  And  you  can  pay  your  commitment,  is  that  it? 

Mr.  Cake.  That  is  true,  after  the  appropriation  expires. 

Senator  Symington.  If  you  have  not  made  any  use  of  the  money 

then,  the  money  dies  ? 

Mr.  Cake.  Only  the  part  that  is  not  needed  to  cover  such  contracts. 
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Senator  Symington.  That  is  what  I  say,  but  what  you  have  not  got 
to  cover  the  contract  dies  at  the  end  of  that  year,  with  certain  ex¬ 
ceptions,  like  the  Navy  on  ships,  etc. 

Mr.  Cake.  That  is  correct. 

Senator  Symington.  All  right. 

Now,  what  is  the  point  then  ?  I  mean,  you  have  not  used  the  money, 
so  the  money  dies. 

Mr.  Cake.  Well,  if  I  understood  the  testimony  of  the  Defense  De¬ 
partment  correctly,  they  advocated  instead  of  keeping  2  accounts  for 
each  appropriation  head,  only  1  account,  that  is,  the  current  account. 

In  other  words,  the  way  this  bill  is  written,  Senator,  it  would  re¬ 
quire  you  to  keep  2  accounts  for  each  appropriation  head,  one  for 
the  appropriation  for  the  current  fiscal  year  which  is  available  to  go 
out  and  contract  under;  and  the  other  would  be  available  only  for  the 
payment  of  those  obligations  that  were  incurred  under  the  prior  year’s 
appropriations. 

If  I  understood  the  testimony  of  the  Department  of  Defense  cor- 
Tectly  they  advocate  instead  of  keeping  2  such  accounts,  to  differ¬ 
entiate  between  the  money  for  the  payment  of  old  obligations  and 
which  is  restricted  to  that,  and  the  money  to  use  for  the  current  year — 
they  advocate  putting  all  that  altogether  in  1  account. 

Senator  Symington.  Let  me  see  if  I  get  this  straight.  You  have  a 
certain  amount  of  money  and  you  commit  that  money  in  contracts  or 
purchase  orders,  or  what  have  you,  up  until  the  end  of  that  fiscal  year. 

Mr.  Cake.  That  is  right. 

Senator  Symington.  If  those  goods  are  not  delivered,  you  do  not 
pay  against  them ;  and,  therefore,  you  lose  that  money  and  you  have 
to  get  it  in  the  new  appropriations  bill  if  you  are  going  to  go  through 
with  the  objective  for  having  the  money  in  the  beginning;  is  that 
right  ? 

Mr.  Cake.  No,  sir.  Under  the  present  law  and  under  this  proposed 
bill - 

Senator  Symington.  Let  us  talk  about  the  present  law  and  then  we 
can  talk  about  the  proposed  bill. 

Mr.  Cake.  Taking  an  annual  appropriation,  which  is  available  only 
to  enter  into  contracts  for  1  year,  at  the  end  of  that  year  any  balance 
remaining  in  that  appropriation  can  no  longer  be  used  for  the  purpose 
of  going  out  and  entering  into  contracts. 

Senator  Symington.  Unless  it  has  been  previously  committed. 

Mr.  Cake.  But  it  is  available  to  pay  for  any  contracts  or  deliveries 
under  such  contracts  that  were  made  in  the  prior  fiscal  year  for  2  years 
longer.  Under  the  present  law  it  stays  on  the  books.  It  is  available 
in  order  to  disburse  money  in  payment  of  legal  obligations  that  were 
incurred  during  the  year  in  which  the  appropriation  was  alive. 

Senator  Symington.  But  which  were  not  actually  shipped  at  the 
time,  so  that  you  could  not  pay  for  that  which  you  did  not  get  in  the 
year  in  question ;  is  that  right  ? 

Mr.  Cake.  That  is  true. 

Senator  Symington.  Then  you  have  2  more  years  under  the  present 
law  to  use  that  money  for  commitments  that  were  made  for  mer¬ 
chandise  for  the  year  in  question  ? 

Mr.  Cake.  Correct. 
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Senator  Symington.  Wliat  is  the  change  in  the  law  proposed  that 
would  change  the  current  method  of  being  allowed  to  use  that  money 
for  2  years  subsequent  to  the  fiscal  year  in  question  ? 

Mr.  Cake.  The  bill  would  provide  that  at  the  end  of  the  year  in 
which  this  appropriation  expired,  during  which  it  was  available  for 
obligation - 

Senator  Symington.  The  fiscal  year  in  question  ? 

Mr.  Cake.  The  fiscal  year  that  it  was  made  for.  At  the  end  of  that 
year,  you  would  examine  that  appropriation,  the  obligations  against 
it,  review  them  carefully,  and  determine  how  much  of  the  balance, 
the  unexpended  balance  was  already  committed  and  how  much  was 
uncommitted.  You  would  write  off  the  books  at  that  time  the  uncom¬ 
mitted  portion.  It  would  disappear.  It  would  not  be  available  any 
longer. 

Senator  Symington.  Isn’t  that  sort  of  impractical  ? 

Mr.  Cake.  It  is  not  available  for  anything,  Senator. 

Senator  Kennedy.  Where  does  it  go  ? 

Mr.  Cake.  The  authority  has  expired. 

Senator  Kennedy.  You  say  you  write  it  off.  You  are  talking  about 
the  proposed  bill.  What  would  you  do  under  the  present  law  with 
that  money  ? 

Mr.  Cake.  It  would  stay  on  the  books  for  2  years. 

Senator  Kennedy.  And  under  the  proposed  bill  you  would  write  it 
off? 

Mr.  Cake.  Under  the  proposed  bill  the  uncommitted  portion  you 
would  get  rid  of  immediately. 

Senator  Symington.  What  do  you  mean  by  “get  rid  of”  ? 

Mr.  Cake.  Write  it  off  the  books. 

Senator  Symington.  Cancel  it  out  ? 

Mr.  Cake.  Cancel  it  out. 

Senator  Symington.  In  the  beginning  when  you  asked  for  the 
money,  did  you  think  that  you  needed  it  ? 

Mr.  Cake.  Yes;  over  a  year  ahead  of  the  time  that  you  are  going 

to  use  it.  ,  ... 

Senator  Symington.  So  there  is  no  change  m  your  opinion  as  to  a 

meritorious  request  to  the  Congress? 

Mr.  Cake.  Senator,  of  course,  conditions  change  during  the  year, 
and  it  is  kind  of  hard  to  estimate  sometimes,  so  far  in  advance. 

Senator  Symington.  Then  you  would  say  that  you  would  approve 
writing  off  that  money,  so  that  it  could  not  be  used  in  the  subsequent 

2  years?  .  .  .  .  ... 

'Mr.  Cake.  The  Treasury  supports  that  position  m  the  bill ;  yes. 

Senator  Symington.  But  do  you  not  see  how  difficult  that  would 
be  for  the  Department  of  Defense  on  long-term  contracts  ?  . 

Mr.  Cake.  As  I  have  said,  we  are  in  no  position  to  judge  what  their 

peculiar  problems  are.  ...  n  „  H 

Senator  Symington.  If  you  buy  a  ship  it  takes  6  or  7  years  to  build 

Take  an  airplane,  a  bomber,  it  takes  months  to  build  it,  and  for  ships, 
years. 

On  the  basis  of  the  law  that  you  present,  if  you  do  not  actually  get 
delivery  then  you  automatically  cancel  it  out.  What  would  you  do  with 
half  of  a  ship  or  half  of  a  plane  ? 

Mr.  Cake.  You  would  have  to  get  additional  authority. 


42 


BUDGETING  AND  ACCOUNTING 


Senator  Symington.  Then  you  would  come  back  constantly  and 
take  the  time  of  the  Congress  to  ask  for  the  money  that  you  had  asked 
for  before,  is  that  right  ? 

Senator  Kennedy.  I  am  not  sure  that  would  be  correct  in  the  case 
of  a  ship. 

Senator  Symington.  I  do  not  understand  it,  Mr.  Chairman.. 

Senator  Kennedy.  I  want  to  understand  it,  too.  But  that  is  not  the 
question  that  Senator  Symington  asked.  I  think  he  is  getting  to  the 
heart  of  the  matter  very  well.  That  would  not  be  true  if  you  ordered 
a  ship.  If  the  ship  were  not  delivered  you  would  not  cancel  out  that. 
That  would  be  an  obligation  so  it  would  not  be  affected  here.  We  are 
talking  about  unobligated  funds. 

Mr.  Cake.  That  is  true.  That  is  an  administrative  matter  and  I  do 
not  know  whether  they  would  cancel  the  contract  or  come  back  to  the 
Congress  for  more  authority. 

Senator  Symington.  You  are  up  here  testifying  on  the  bill.  That 
is  a  pretty  important  point.  If  you  order  food  and  do  not  use  it, 
you  order  fans  and  do  not  want  them,  because  you  have  a  cool  summer, 
I  can  understand  that,  but  I  think  there  is  some  special  legislation  in¬ 
cident  to  laying  the  hull  of  the  ship. 

Suppose  you  have  a  long-term  contract  for  bombers  and  due  to  a 
change  by  the  Government  your  delivery  date  is  delayed. 

Under  this  law,  under  your  testimony,  you  would  have  to  come  and 
ask  for  that  money  again. 

Mr.  Cake.  That  would  be  true,  Senator,  if  you  could  not  pay  for 
those  obligations  within  that  time. 

Senator  Symington.  Don’t  you  think  that  is  impractical  ? 

Mr.  Cake.  We  do  not  anticipate  any  difficulty  within  the  Treasury 
Department.  I  am  in  much  better  position  to  speak  about  our  own 
operations. 

Senator  Symington.  You  would  not  support  something  in  the 
Treasury  Department  that  operated  against  the  functions  of  another 
Department  that  uses  a  great  deal  more  money  than  your  Department 
does,  and,  therefore,  gives  them  much  more  of  a  problem  in  dollars 
and  cents  than  it  would  give  you,  would  you  ? 

Mr.  Cake.  Well,  I  assume  that  if  the  Department  of  Defense  has 
good  illustrations  and  good  examples  and  evidence  of  the  need  for  mak¬ 
ing  the  retroactive  adjustments  under  the  bill,  they  can  sustain  that 
need  with  the  subcommittee. 

Senator  Symington.  They  have  to  come  back  to  the  Congress  and 
justify  again  what  they  have  already  justified,  do  they  not  ? 

Mr.  Cake.  I  assume  they  would. 

Senator  Symington.  Would  not  that  take  a  lot  of  unnecessary  time  ? 

Mr.  Cake.  If  there  was  much  of  that ;  yes,  sir. 

Senator  Symington.  It  would  probably  run  into  billions  of  dollars 
of  requests. 

Senator  Kennedy.  My  understanding  of  it  is  that  it  would  not 
affect  those  items  which  have  been  ordered  and  which  have  not  been 
delivered.  All  it  would  affect  would  be  those  items  obligated  which 
have  not  been  delivered  and  rather  than  have  the  money  put  in  the 
Treasury  in  the  Claims  Section,  the  agency  would  be  able  to  pay  the 
claim  itself.  That  is  all  this  bill  deals  with.  Is  that  correct? 

Mr.  Cake.  Yes,  but,  Mr.  Chairman,  the  difficulty  lies  in  the  fact 
that  within  3  months  each  agency  must  determine  the  amount  which 
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is  obligated  and  available  for  that  purpose  for  paying  those  bills. 
If  they  miscalculate,  if  their  records  are  not  complete,  or  it  they 
miscalculate  the  amount  of  those  obligations,  and  understate  them,  that 
was  Senator  Symington’s  point,  I  believe. 

Senator  Symington.  No,  my  point - 

Mr.  Cake.  They  would  then  have  to  come  back. 

Senator  Symington.  A  lot  of  things  that  you  buy,  especially  in 
aeronautical  material  and  maritime  material,  take  a  long  time  to 

dewftli  the  possible  exception  of  1  or  2  cases,  as  I  read  this  bill,  if  you 
do  not  get  delivery  on  those  in  the  year  in  question,  as  you  have  inter¬ 
preted  this  bill,  you  would  have  to  come  before  the  Congress  and  have 
a  re  justification  of  the  items  in  question  in  order  to  be  able  to  pay  foi 

^I^would  think  that  would  make  a  very  tricky  situation  from  the 
standpoint  of  the  manufacturers,  for  example,  if  that  is  correct,  the 
way  I  gather  your  testimony.  .  , 

Mr  Cake  You  would  only  have  to  if  you  grossly  underestimated 
what  the  amount  of  the  ultimate  payment  would  be  In  other  words, 
the  difficulty,  apparently,  that  the  Department  of  Defense  is  trying 
to  point  out,  is  that  within  90  days  they  have  a  very  difficult  problem 
of  determining  rather  accurately  or  reliably  the  exact  amount  tha 
should  be  reserved  for  future  payments. 

Senator  Symington.  Let  me  take  a  case. 

Suppose  you  had  a  schedule,  for  example,  to  deliver,  say  30  bombers 
in  the  last  3  months  of  this  fiscal  year  and  because  of  engineering 
changes  specified  by  the  Government  you  were  not  able  to  deliver  those 
until  you  had  completed  the  changes.  Suppose  the  changes  took  an¬ 
other  12  months  or  maybe  15  months  before  you  could  deliver. 

For  example,  would  the  Department  of  Defense  have  to  come  before 
the  Congress  and  rejustify  money  in  order  to  pay  for  those  items  when 
they  were  delivered  in  a  subsequent  or  the  second  subsequent  fiscal 

y6Mr.  Cake.  They  would  have  only  to  rejustify  the  amount  neces- 
sarv  if  they  had  grossly  underestimated  the  obligation. 

Senator  Symington.  That  would  always  be  true— they  would  only 
have  to  justify  the  money  necessary  to  pay  the  bill. 

They  would  have  to  justify  pay  mg  for  the  later  account. 

Mr  Cake  If  I  might  clear  up  just  that  one  point,  they  will  already 
have  estimated  under  this  bill  what  they  think  they  will  have  to  pay 
in  the  future.  That  will  be  available.  .  .  .  9 

Senator  Symington.  But  they  might  make  a  mistake  . 

Mr.  Cake.  If  they  make  a  mistake  and  underestimate  that,  then 

they  would  not  have  the  money  necessary.  , 

Senator  Symington.  In  other  words,  if  the  mistake  they  made  was, 
for  example,  that  they  did  not  know  design  changes  were  going  to 

hold  the  delivery  up  6  months — — 

Mr.  Cake.  That  is  where  the  difficulty  lies.  9 

Senator  Symington.  That  would  not  be  their  mistake,  would  1  • 

Mr.  Cake.  I  do  not  quite  follow  you  on  that. 

Senator  Symington.  In  other  words,  they  are  given  a  schedule  of 
planes  and  they  apply  a  certain  amount  of  money  to  pay  for  them, 
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then  they  decide  in  order  to  make  the  plane  more  competitive  as 
against  possible  opposition,  they  want  to  make  changes  on  the  plane. 

Mr.  Cake.  You  could  hardly  call  it  a  mistake. 

Senator  Symington.  That  is  right.  I  would  not  call  it  a  mistake, 
either ;  but  on  the  other  hand,  whether  it  was  a  mistake  or  was  not  a 
mistake,  they  have  not  the  money  to  pay  for  that  unless  they  come 
back  and  ask  for  more  money. 

Mr.  Cake.  As  I  understand  it,  that  is  true. 

Senator  Symington.  That  is  the  way  you  understand  it  ? 

Mr.  Cake.  Yes. 

Senator  Symington.  Is  that  true  of  all  merchandise  in  the  Depart¬ 
ment  of  Defense  ?  Are  there  any  exceptions  ? 

Mr.  Cake.  Sir,  I  cannot  answer. 

Senator  Symington.  Is  there  anybody  here  who  could  answer  that 
question  ? 

Mr.  Lanman.  I  am  Mr.  Lanman,  Assistant  General  Counsel  for  the 
Fiscal  Affairs  for  the  Department  of  Defense. 

I  would  like  to  say  you  are  absolutely  right  with  respect  to  the  im¬ 
pact  of  this  legislation  on  an  annual  appropriation  account  where  we 
do  have  long  lead-time  procurement. 

However,  with  respect  to  most  of  the  hard  goods,  the  major  items 
we  call  them,  the  appropriations  involved  are  made  on  a  basis  of  no 
year  limitation,  no  fiscal  year  limitations. 

In  the  case  of  planes,  ships,  tanks,  and  most  of  the  long  lead-time 
articles,  for  which  appropriations  are  made  to  the  Department  of  De¬ 
fense,  this  bill  would  have  little,  if  any,  application. 

However,  to  the  extent,  as  we  testified  earlier — to  the  extent  that  we 
have  retained  in  annual  appropriations  long  lead-time  procurements, 
Navy  ship  components,  etc.,  we  do  have  the  problem. 

And  additionally,  the  point  we  attempted  to  make  earlier  was  that 
in  these  contracts  and  in  many  of  the  obligations  of  the  Department  of 
Defense,  they  change. 

In  other  words,  take  the  case  of  the  fans  that  you  spoke  of  earlier. 
We  agree  to  pay  a  certain  price  for  the  fans.  That  obligation  is  clear. 
It  probably  would  not  happen  in  the  case  of  fans,  but  there  might 
be  a  price  escalation  clause  in  there  to  take  care  of  increased  labor 
costs  which  did  not  occur  until  sometime  after  the  close  of  the  fiscal 
year.  Our  obligation  to  pay  is  firm.  And  we  would  have  to  adjust 
the  records. 

If  the  money  has  been  returned  to  the  Treasury,  then  we  have  to  get 
it  some  place.  This  bill  provides  that  we  would  get  it  out  of  the 
current  account.  We  are  somewhat  concerned  with  respect  to  the 
possible  impact  of  that  on  our  current  account. 

Senator  Symington.  I  have  to  leave.  I  am  very  much  in  sympathy 
with  Mr.  Lanman’s  testimony.  I  would  like  to  have  some  further 
time  to  go  into  this.  Could  you  have  a  further  hearing  on  this  matter. 

Senator  Kennedy.  Will  you  go  over  again  slowly  for  us,  why  this 
bill  is  going  to  make  your  problem  more  complicated,  because  if  it 
is  going  to  complicate  more  than  help  matters  we  should  know  about  it. 

Mr.  Lanman.  As  we  indicated  earlier  we  are  in  favor  of  the  long- 
range  objective  of  this  bill. 

Senator  Kennedy.  Are  you  in  favor  of  the  bill  ? 
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Mr.  Lanman.  AVe  are  in  this  position,  sir :  That  is,  that  the  bill  if 

clarified  to  assist  in  the  problems  which  I  have  just  discussed - 

Senator  Kennedy.  Do  you  have  clarifying  language  with  you  ? 

Mr.  Lanman.  We  have  not,  to  offer  here  today,  language  for  clari¬ 
fication  but  I  am  authorized  by  Mr.  McNeil  to  say  that  we  would  be 
happy  to  join  with  your  staff  or  submit  some  for  the  subcommittee. 
Senator  Kennedy.  As  to  how  it  might  be  improved  ? 

Mr.  Lanman.  Yes,  sir. 

Senator  Kennedy.  Do  you  know  whether  the  Treasury  and  these 
other  groups  would  still  support  the  bill,  if  the  changes  that  you  are 
going  to  suggest  were  put  in  ? 

Mr.  Lanman.  I  have  no  way  of  knowing  that,  sir,  for  sure. 

Senator  Kennedy.  Have  you  discussed  your  changes  with  the  Bu¬ 
reau  of  the  Budget  ? 

Mr.  Lanman.  We  prepared  a  general  comment  on  a  similar  legis¬ 
lative  proposal,  sir,  to  which  we  offered  no  language  but  we  did  indi¬ 
cate  substantially,  the  same  as  Mr.  McNeil  did  here  this  morning, 
that  we  felt  if  the  major  recommendations  were  enacted — take,  for 
instance,  the  cost  basis  which  I  am  not  too  familiar  with  or  expert  on, 
but  assuming  that  we  would  believe  that  the  Hoover  Commission  rec¬ 
ommendation  No.  17  under  that  circumstance  would  have  to  be  fol¬ 
lowed  literally;  in  other  words,  we  could  not  go  to  the  cost  basis 
without  a  single  account  to  reflect  all  of  the  transactions. 

I  am  not  qualified  to  discuss  those  aspects. 

Senator  Kennedy.  The  cost  is  not  in  this. 

Mr.  Lanman.  I  understand  that. 

Senator  Kennedy.  There  is  no  point  in  the  subcommittee  doing 
anything  about  this  bill  if  the  Department  of  Defense  is  not  in  favor 
of  it  as  it  stands. 

First,  we  want  your  suggested  language  and  then  we  want  to  know 
whether  the  Bureau  of  the  Budget  and  other  administrative  agencies 
are  in  agreement  with  it.  IIow  can  we  function  without  that  informa¬ 
tion  ? 

Mr.  Lanman.  I  am  sorry,  sir,  that  we  are  not  prepared  to  offer  that 
at  the  moment.  W e  can  get  it  for  you  as  quickly  as  possible. 

Senator  Kennedy.  Have  you  discussed  it  with  the  Bureau  of  the 
Budget  ? 

Mr.  Lanman.  Recommended  language?  No,  sir. 

Senator  Kennedy.  Perhaps  recommended  thoughts  that  the  lan¬ 
guage  would  implement  ? 

Air.  Lanman.  Yes,  we  have. 

Senator  Kennedy.  Are  they  in  agreement  with  it  ? 

Air.  Lanman.  I  think  not,  sir. 

Senator  Cotton.  The  suggestions  that  you  have  to  make — do  they 
have  to  do  with  S.  3362  or  the  bill  that  we  are  taking  up  tomorrow  ? 

Air.  Lanman.  The  testimony  we  have  offered  here  is  in  relation  to 
S.  3362,  and  we  would  have  clarifying  amendments  offered  to  that  bill. 

Senator  Cotton.  That  was  my  second  question.  Is  it  just  simply  a 
clarification  or  do  your  thoughts  about  this  bill  involve  substantial 
change  in  the  mechanics  of  the  bill  or  the  theory  of  the  bill  ? 

Mr.  Lanman.  I  find  it  difficult  to  state  the  position,  sir,  except  to 
say  that  the  bill,  if  enacted  in  its  present  form,  we  would  find  difficult 
to  work  with  and  we  would  suggest  that  if  the  subcommittee  desires  to 
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enact  a  bill  in  its  present  form,  including  the  provisions  for  establish¬ 
ment  of  more  than  one  account,  to  liquidate  the  prior  year  obligations, 
we  would  like  to  offer  some  language  prior  to  the  enactment. 

If,  however,  the  subcommittee  is  seriously  considering  the  enact¬ 
ment  of  the  provisions  in  S.  3199,  we  would  prefer  that  nothing  be 
included  in  this  bill  with  respect  to  the  establishment  of  the  single  ac¬ 
count  and  that  it  be  considered  in  connection  with  S.  3199. 

Senator  Kennedy.  We  are  going  to  hear  more  testimony  tomorrow 
morning  on  S.  3199.  In  the  meanwhile,  we  will  have  the  staff  and  you 
get  together  on  the  language  and  the  changes  you  might  suggest  for 
this  bill  and  then  the  Bureau  of  the  Budget  can  approve  it  and  we  will 
discuss  it  again. 

Mr.  Lanman.  Thank  you. 

Senator  Kennedy.  I  think  it  is  unfortunate  that  prior  agreement 
could  not  have  been  reached  with  the  Bureau  of  the  Budget,  because  it 
is  pretty  hard  for  us  to  consider  detailed  technical  language.  The 
representatives  of  the  Bureau  of  the  Budget  say  they  are  in  favor  of  it. 
and  then  find  it  excepted  to  by  the  most  important  agency. 

Mr.  Lanman.  We  did  make  known  that  we  had  some  reservations 
with  respect  to  the  bill  as  introduced. 

Senator  Kennedy.  The  reservations  seem  ma  jor. 

Thank  you. 

We  will  now  hear  from  Mr.  Robert  F.  Keller.  Assistant  to  the  Comp¬ 
troller  General  of  the  United  States. 

STATEMENT  OF  ROBERT  F.  KELLER,  ASSISTANT  TO  THE  COMP¬ 
TROLLER  GENERAL;  ACCOMPANIED  BY  KARNEY  A.  BRASFIELD, 

ASSISTANT  TO  THE  COMPTROLLER  GENERAL;  JOHN  MOORE,’ 

OFFICE  OF  GENERAL  COUNSEL;  AND  S.  M.  BROWN,  ACCOUNTING 

SYSTEM  DIVISION,  GENERAL  ACCOUNTING  OFFICE 

Mr.  Keller.  Mr.  Chairman  and  members  of  the  subcommittee,  I 
have  with  me  Mr.  Karney  Brasfield,  Assistant  to  the  Comptroller 
General;  Mr.  John  Moore  of  our  General  Counsel’s  Office;  and  Mr. 
S.  M.  Brown  of  our  Accounting  System  Division. 

I  have  a  short  statement  I  would  like  to  read,  with  your  permission. 

Senator  Kennedy.  Proceed,  please. 

Mr.  Keller.  We  appreciate  the  opportunity  to  appear  before  you  to 
discuss  S.  3362  which,  if  enacted,  will  bring  about  substantial  account¬ 
ing  improvements  in  the  Government  and  will  greatly  simplify  and 
facilitate  the  payment  of  amounts  due  to  creditors  of  the  Government 
which  are  chargeable  to  lapsed  appropriations. 

The  Hoover  Commission,  in  its  Report  on  Budget  and  Accounting, 
made  two  recommendations  in  the  particular  area  covered  by  S.  3362. 
These  are : 

Recommendation  No.  17 : 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations. 

And  recommendation  No.  18 : 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  “claims”  to  the  General  Accounting  Office  but 
should  be  settled  within  the  agencies. 
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S.  3362  will  substantially  carry  out  the  objectives  of  recommenda¬ 
tions  Nos.  17  and  18.  The  only  essential  dilference  being  that  obli¬ 
gated  balances  for  prior  years  would  be  consolidated  in  separate  ac¬ 
counts,  rather  than  brought  forward  to  the  current  appropriation  ac¬ 
counts  of  the  agencies. 

S.  3362  authorizes  the  agencies  of  the  Government  to  pay  undis¬ 
puted  bills  chargeable  to  lapsed  appropriations  in  precisely  the  same 
manner  as  bills  payable  from  currently  available  appropriations. 

This  objective  will  be  accomplished  by  repealing  existing  require¬ 
ments  that  all  obligations  chargeable  to  lapsed  appropriations  shall  be 
certified  by  the  General  Accounting  Office  in  advance  of  payment  by 
permitting  agencies  to  retain  obligated  balances  of  appropriations 
made  to  them;  and  by  granting,  under  regulations  to  be  prescribed 
by  the  Comptroller  General,  authority  to  the  agencies  to  pay  prior 
year  obligations  from  the  retained  balances  through  regular  disbursing 
channels. 

In  the  event  S.  3362  is  enacted,  it  is  estimated  that  from  40,000  to 
50,000  cases  a  year  which,  under  present  law,  are  required  to  be  proc¬ 
essed  by  the  General  Accounting  Office,  can  be  paid  directly  by  the 
agencies. 

As  a  result,  claims  adjudicators  and  supporting  personnel  of  the 
General  Accounting  Office  now  engaged  in  such  work  will  be  avail¬ 
able  for  assignment  to  more  productive  work.  Paperwork  and  time 
lags  will  be  substantially  reduced. 

In  addition,  the  General  Accounting  Office  will  be  able  to  discontinue 
the  maintenance  of  approximately  35,000  detailed  ledgers  of  accounts 
pertaining  to  lapsed  appropriations. 

The  bill  will  not  affect  the  responsibility  of  the  General  Accounting 
Office  to  adjudicate  claims  involving  doubtful  question  of  law  or  fact. 
Such  claims  will  continue  to  be  sent  to  the  General  Accounting  Office 
for  settlement. 

In  addition,  the  proposed  legislation  will  reduce  the  carryover  of 
unexpended  balances  in  appropriations.  At  present,  the  entire  bal¬ 
ance  of  each  annual  appropriation  is  carried  in  the  account  of  the 
agency  for  2  years  after  the  appropriation  is  no  longer  available  for 
obligation  purposes. 

finder  the  provisions  of  S.  3362,  the  obligated  balance  of  an  ap¬ 
propriation  will  be  transferred  to  an  appropriation  account  consisting 
of  the  obligated  balances  of  all  prior  year  appropriations  granted  for 
the  same  general  purpose. 

The  unobligated  balance  will  revert  to  the  general  fund  of  the 
Treasury.  These  transfers  will  be  based  on  reports  of  obligated  bal¬ 
ances  which  all  agencies  are  now  required  to  make  under  the  provisions 
of  section  1311  of  the  Supplemental  Appropriation  Act,  1955. 

It  is  recognized  that  it  is  not  always  possible  to  report  obligated 
balances  of  appropriations  with  precise  accuracy,  due  to  occurrences 
which  may  come  about  after  the  reporting  date.  Amounts  ultimately 
required  for  liquidation  of  obligations  may  fluctuate. 

However,  the  agencies  will  be  able  to  utilize  the  savings  resulting 
from  excess  obligations  to  offset  amounts  underobligated. 

This  feature,  together  with  the  authorization  in  section  3  of  the 
bill  to  use  currently  available  appropriations  when  necessary  to  meet 
obligations  against  prior  years’  appropriations,  should  afford  suf- 
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ficient  latitude  to  the  agencies  to  effect  payments  to  creditors  with¬ 
out  undue  delay. 

An  additional  benefit  will  be  afforded  by  the  bill.  At  present, 
liquidations  of  outstanding  obligations  against  lapsed  appropriations 
are  budgeted  and  recorded  as  expenditures  of  the  Treasury  Depart¬ 
ment  rather  than  of  the  agencies  which  received  the  goods  and  services. 

This  procedure  overstates  the  expenditures  of  the  Treasury  and  un¬ 
derstates  the  expenditures  of  the  agencies  which  incurred  the  obli¬ 
gations  by  several  hundred  millions  of  dollars  each  year.  Under 
S.  3362  such  expenditures  will  be  recorded  and  reported  as  expendi¬ 
tures  of  the  individual  agencies  who  received  the  goods  or  services. 

It  is  understood  that  the  Burea  of  the  Budget  has  suggested  amend¬ 
ments  to  S.  3362.  These  amendments  are  for  the  most  part  technical. 
They  have  been  discussed  with  us  and  we  concur  with  the  Bureau  in 
recommending  their  favorable  consideration. 

We  frilly  endorse  the  provisions  of  S.  3362,  together  with  the  amend¬ 
ments  offered  by  the  Bureau  of  the  Budget  and  urge  favorable  consider¬ 
ation  of  the  legislation  by  the  Congress. 

Senator  Kennedy.  Are  there  any  questions  ? 

Senator  Cotton.  Mr.  Keller,  can  you  give  a  rough  estimate  of  the 
amount  of  savings  annually  that  this  bill  might  effectuate  ? 

Mr.  Keller.  I  can  give  you  an  estimate  of  annual  savings,  Senator 
Cotton,  insofar  as  the  General  Accounting  Office  is  concerned. 

We  estimate  that  we  will  have  a  reduction  in  personnel  after  we 
clear  up  certain  other  pressing  work,  which  I  hope  will  be  in  about 
18  months. 

We  estimate  we  will  need  106  personnel.  Seventy-eight  of  these 
people  would  carry  an  average  salary  of  some  $6,500  a  year,  which 
would  be  the  actual  claims  adjudicators.  Twenty-eight  will  be  serv¬ 
icing  personnel  with  an  average  salary  of  about  $3,300  a  year. 

I  have  not  totaled  those  up,  Senator  Cotton,  but  I  can  do  so. 

Roughly,  around  $600,000  per  year. 

I  say  we  cannot  have  an  immediate  savings  because  if  this  bill  is 
enacted,  we  want  to  use  our  excess  personnel  for  liquidating  a  backlog 
of  claims  the  Government  has  against  individuals,  of  which  there  are 
some  155,000  on  hand  right  now. 

Senator  Cotton.  How  much,  roughly,  are  the  unobligated  carry¬ 
overs  that  this  bill  would  cause  to  terminate  ? 

Mr.  Keller.  1  am  sorry  that  I  do  not  have  any  figures  on  that. 
I  think  what  you  are  talking  about  is  the  total  amount  of  appropria¬ 
tions  that  we  would  no  longer  carry  in  the  appropriation  account. 

Senator  Cotton.  That  are  now  being  carried  ? 

Mr.  Keller.  And  revert  back  to  the  general  fund  of  the  Treasury. 

Just  a  minute,  sir.  Mr.  Brown,  do  you  know  how  much  went  into 
the  certified  claims  fund  last  year  ? 

Mr.  Brown.  No,  I  do  not. 

Mr.  Keller.  I  am  sorry,  we  do  not  have  that,  Senator  Cotton.  I 
will  be  glad  to  furnish  it  for  the  record. 

Senator  Cotton.  Can  you  supply  it  ? 

Mr.  Keller.  Yes,  sir. 

(The  information  requested  is  as  follows :) 
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1954  annual  appropriations  as  of  June  30, 1955 
Unexpended  balances  of  1954  appropriations _ $3,  5G1, 117,  000 

Unliquidated  obligations -  1, 133,  483,  000 

Less  amounts  receivable _  14,  872,  000 

Net  unliquidated  obligations _  1, 118,  611,  000 

Amount  that  could  have  been  withdrawn  under  the  provisions  of 
S.  3362,  exclusive  of  the  amount  of  obligations  which  were  paid 
during  the  period  July  1,  1954,  to  June  30,  1955 _  2,  442,  506,  000 


Senator  Cotton.  I  noted  with  interest  your  statement  when  you 
referred  to  the  fact  that  the  Treasury  is  now  being  charged  with  ex¬ 
penditures  that  actually  are  on  behalf  of  other  agencies.  Does  that 
run  into  a  very  substantial  amount  ? 

Mr.  Keller.  It  is  between  one  and  two  hundred  million  dollars  a 
year. 

Senator  Cotton.  What  agency  or  agencies  have  the  bulk  of  that  ? 

Mr.  Keller.  The  bulk  would  be,  I  suspect,  with  the  military  agen¬ 
cies.  At  least,  that  is  the  way  our  so-called  certified  claims  break 
down.  About  80  percent  of  those  claims  arise  in  the  military  depart¬ 
ments. 

Senator  Cotton.  So  that  one  effect  of  this  bill  as  it  affects  the  De¬ 
fense  Department  would  be  that  they  would  be  in  public  accounting 
charged  with  more  expenditures  than  they  are  now? 

Mr.  Keller.  What  happens,  Senator,  is  this.  When  appropriations 
reach  the  period  of  2  years  after  the  year  for  which  they  are  made, 
the  balances  are  carried  into  the  certified  claims  fund.  The  certified 
claims  fund  is  by  legislation,  under  the  jurisdiction  of  the  Treasury 
Department.  Therefore,  the  charges  against  it  are  charged  against 
the  Treasury  Department.  For  payment  purposes  they  are  shown  as 
Treasury  disbursements. 

Senator  Cotton.  Are  you  familiar  with  the  general  theory  behind 
the  suggested  changes  that  the  Defense  Department  is  going  to  offer 
to  this  subcommittee  ? 

Mr.  Keller.  Yes,  sir.  Of  course,  I  have  not  seen  any  language.  I 
would  like  to  comment  on  those  changes  for  a  minute. 

Mr.  Lanman  brought  some  of  the  points  out.  One  of  the  major  con¬ 
siderations  is  the  large  procurement  items.  Insofar  as  Defense  is  con¬ 
cerned,  they  are  financed  from  no-year  appropriations,  which  this  bill 
would  not  affect.  In  other  words,  no-year  appropriations  do  not  expire 
as  of  June  30  for  obligation  purposes. 

Secondly,  I  would  like  to  reiterate  a  point  that  I  made  in  my  state¬ 
ment.  For  example,  on  June  30,  or  within  3  months  after  that  time, 
we  contemplate  that  the  Department  of  Defense,  and  other  agencies 
will  determine  their  obligated  balances.  That  is,  wliat  contracts  they 
have  entered  into  up  to  June  30,  what  they  are  committed  for. 

That  amount  of  obligations  would  be  drawn  off  and  set  up  in  a  sep¬ 
arate  account  and  merged  with  all  prior-year  balances  of  that  type. 

The  Department  of  Defense,  as  I  understand  their  position,  is  not 
so  much  disturbed  about  what  happened  up  to  June  30,  because  they 
have  a  picture  of  that.  But  after  June  30,  they  may  make  an  amend¬ 
ment  to  a  contract  entered  into  prior  to  J une  30  which  wfill  result  in 
more  money  than  originally  obligated. 
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Or  they  may  have,  as  they  pointed  out,  an  escalation  in  a  contract 
•which  would  not  have  been  taken  into  consideration  at  the  time  they 
determined  their  obligated  balance  on  June  30. 

My  feeling  on  that  is— and  none  of  us  have  any  way  of  proving 
our  position  one  way  or  another  since  it  can  only  be  proved  by  actual 
experience— those  events  would  happen,  but  at  the  same  time  you 

would  have  events  occurring  on  the  other  side  of  the  ledger. 

In  other  words,  contracts  would  be  reduced  by  price  redetermina- 
tion.  Contracts  would  be  canceled  in  reprogramming.  We  feel  that 
in  the  long  run  the  two  stand  a  good  chance  of  balancing  each  other 
off,  but  if  they  do  not,  then  provision  is  made  in  the  bill  that  the  agency 
can  tap  their’current  appropriation  to  pay  any  of  those  bills  that  come 
up  for  which  they  have  not  obligated  sufficient  funds. 

If  by  so  doing  the  agencies  have  to  request  a  supplemental  appropri¬ 
ation,  Congress  would  have  to  consider  the  problem  at  that  time. 

I  cannot  say  they  would  never  have  to  request  a  supplemental  aPPro' 
priation,  yet  at  the  same  time  I  would  not  agree  that  it  would  be 
necessary  very  often. 

Senator  Cotton.  Thank  you.  .  , 

Senator  Kennedy.  I  would  like  to  discuss  that  particular  point  a 

little  more.  ,  _  ,  . 

Under  the  present  law  the  Department  of  Defense,  if  it  is  buying 
an  item,  or  items,  and  let  us  not  talk  about  ships  or  planes  which  are 

in  a  different  category - 

Mr.  Keller.  I  do  not  think  they  are  a  good  example. 

Senator  Kennedy.  Let  us  talk  about  fans. 

Mr.  Keller.  All  right,  sir. 

Senator  Kennedy.  Under  the  present  law,  if  the  Department  orders 
fans  and  it  uses  all  of  the  money  for  fans,  with  the  exception,  say,  of 
$5  million,  that  $5  million  would  be  carried  as  unobligated  money  for 

2  years,  is  that  correct?  ...  .  , 

Mr.  Keeler.  Under  present  law  that  is  right,  on  the  basis  that  no 

contracts  have  been  placed  against  the  $5  million. 

Senator  Kennedy.  That  is  right.  What  use  can  the  Department 
make  of  that  unobligated  money  after  the  first  year  ?  The  Department 

cannot  use  it,  can  it  ?  ..... 

Mr.  Keller.  Only  to  the  extent  that  if  in  connection  with  their  con¬ 
tract  for  fans  in  the  previous  year  they  came  along  after  the  end  of 
the  year  and  changed  the  specifications  of  the  fans  which  made  them 
cost  more  money,  or  if  the  contract,  for  example,  provided  for  an 
escalation  for  labor  increase. 

In  other  words,  that  would  be  an  occurrence  after  the  original  deter¬ 
mination  of  the  obligated  balance  had  been  made. 

Senator  Kennedy.  They  cannot  use  the  unobligated  balance  for 
anything  but  the  liquidation  of  the  goods  for  which  they  were  obli¬ 
gated  for  the  first  vear,  is  that  correct  ? 

Mr.  Keller.  Liquidation  of  the  contract  in  all  respects,  as  I  pointed 
out,  that  may  be  a  change  in  specification  or  an  escalation. 

Senator  Kennedy.  Under  this  new  bill  the  unobligated  money 
which  would  be  available  for  these  purposes  only,  which  you  have  just- 
described,  would  be  taken  away  from  the  control  of  the  Department 
of  Defense  completely,  and  then  if  there  were  changes  in,  say,  an  esca¬ 
lation  clause,  they  would  have  to  ask  for  a  supplemental  appropria¬ 
tion  ;  is  that  correct  ? 
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Mr.  Keller.  No,  not  entirely,  Mr.  Chairman.  Only  the  unobli¬ 
gated  balance  would  be  taken  away  from  the  control  of  the  Department 
of  Defense.  The  Department  of  Defense,  or  any  other  agency,  would 
be  limited  as  to  the  total  amount  that  they  could  spend  for  obliga¬ 
tions  incurred  in  the  prior  year. 

But  you  cannot  look  at  this  matter  as  one  individual  contract. 
As  I  pointed  out  in  the  case  of  the  fans,  suppose  we  had  an  increased 
cost  after  June  30  of  $100,000  over  and  above  what  we  thought  the 
obligation  might  be  on  June  30.  At  the  same  time  we  are  looking 
at  all  contracts,  and  we  know  that  due  to  changes  in  another  contract 
less  money  would  be  required.  This  may  be  due  to  reprograming, 
etc.,  bringing  about  cancellation  of  a  contract.  When  that  happens 
the  excess  obligation  recorded  for  the  second  contract  could  be  used  to 
balance  off  the  under  obligation  on  the  first. 

We  think  that  is  the  way  it  will  work. 

Senator  Kennedy.  I  understand  they  can  balance  off  these  accounts, 
depending  upon  how  they  go  up  or  down.  We  are  talking  now  about 
this  unobligated  $5  million.  At  the  present  it  will  be  carried  on  for 
2  years  and  will  be  available  for  unexpected  contingencies  on  goods 
which  have  already  been  ordered. 

Under  this  bill  that  money  would  not  be  available  unless  the  De¬ 
fense  Department  asked  for  a  supplemental  appropriation  ? 

Mr.  Keller.  It  would  not  be  available,  that  is  correct. 

Senator  Kennedy.  That  is  the  part  of  the  bill  about  which  the  De¬ 
partment  of  Defense  has  some  reservations,  as  I  understand  it. 

Mr.  Keller.  As  I  understand  their  testimony.  Defense  is  asking 
for  a  provision  to  adjust  or  to  go  back  and  pick  up  some  of  that 
money.  I  am  not  clear  exactly. 

Senator  Kennedy.  The  other  part  of  the  bill  which  deals  with 
these  claims,  the  payment  of  claims,  I  believe  they  favor,  and  you 
are  wholeheartedly  in  favor  of  it,  are  you  not  ? 

Mr.  Keller.  We  have  no  reservations  whatsoever  about  it.  I  base 
that  opinion  on  our  own  experience. 

I  would  like  to  give  you  an  example  on  that.  You  may  run  into 
June  30  of  a  year  when  an  appropriation  can  no  longer  be  charged 
by  the  Department  of  Defense. 

If  the  contractor  had  a  bill  in,  regardless  of  the  amount,  and  there 
is  no  question  that  it  is  due  and  payable,  the  Department  could  pay 
the  bill  on  June  30.  But  on  July  1,  that  same  transaction  would 
would  have  to  be  sent  to  GAO  for  settlement. 

That  is  on  the  basis  of  the  law  enacted  in  1949  which  provides  that 
the  certified  claims  fund  can  only  be  charged  against  on  a  certificate 
of  the  GAO. 

Senator  Kennedy.  Under  the  present  law  they  have  the  2-year 
carryover  ? 

Mr.  Keller.  Yes. 

Senator  Kennedy.  Under  this  bill  you  would  not  have  that  2-year 
carryover.  Would  that  increase  the  number  of  claims? 

Mr.  Keller.  I  do  not  see  how  it  would.  I  do  not  see  how  it  would 
change  it  a  bit. 

Senator  Kennedy.  It  would  not? 

Mr.  Keller.  No,  it  would  certainly  decrease  (lie  number  <>f  'Turns 
that  the  GAO  handles. 
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Senator  Kennedy.  We  want  to  be  clear  because  of  some  of  the  ques¬ 
tions  that  Senator  Symington  was  asking.  I  do  not  know  whether  it 
was  the  impression  that  this  would  alter  the  power  of  the  Department 
of  Defense  to  carry  over  the  purchase  of  hardware  for  the  Defense 
Department.  We  are  talking  about  the  right  to  carryover,  and  I  think 
he  was  concerned  that  it  might  affect  the  purchase  of  goods  which  take 
more  than  a  year  to  produce.  Those  are  all  handled  by  other  funds. 

It  seems  to  me  this  would  only  affect  something  else. 

Mr.  Keller.  I  would  like  to  clarify  that  point,  if  I  may.  Let’s  go 
back  to  our  example  of  the  fans  again. 

If  for  any  reason  there  fans  took  2  years  to  produce,  under  a  con¬ 
tract  made  prior  to  June  30,  there  would  be  a  firm  obligation  for  pay¬ 
ment  of  those  fans.  The  money  would  be  available  for  5  years,  if 
necessary.  There  would  not  be  any  problem  on  that. 

Senator  Cotton.  So  long  as  they  did  not  cost  more  than  they  had 
contemplated,  they  could  change  the  make  of  the  fan,  and  design  of 
the  fans,  or  postpone  the  contract  for  2  or  3  years  and  still  hold  the  I 
money  ? 

Mr.  Keller.  Yes,  sir. 

Senator  Kennedy.  I  think  your  testimony  and  the  testimony  of 
the  representatives  of  the  Department  of  Defense  and  the  Department 
of  the  Treasury  is  very  helpful.  We  are  very  grateful  to  you. 

Are  you  going  to  have  a  representative  here  to  testify  on  Senator 
Payne’s  bill  tomorrow  ? 

Mr.  Keller.  Yes,  sir,  Mr.  Brasfield,  whom  I  introduced  earlier,  will 
be  the  principal  witness  on  that  bill. 

Senator  Kennedy.  The  suggested  amendment  would  be  that  a  sec¬ 
tion  be  written  permitting  exemptions  from  this  provision,  in  cases 
where  the  Department  of  Defense  requested  it,  and  could  justify  it 
before  the  Congress.  That  might  take  care  of  those  special  cases  which 
they  feel  would  not  be  satisfactorily  dealt  with  under  the  new  bill. 

Mr.  Keller.  I  would  like  to  point  out  under  that  there  is  one  pro¬ 
vision,  a  Budget  Bureau  amendment,  which  may  help  the  matter. 

It  woul  d  be  a  new  section  9.  That  section  reads : 

The  inclusion  in  appropriation  acts  of  provisions  excepting  any  appropriation 
or  appropriations  from  the  operation  of  the  provisions  of  this  act,  and  fixing  , 
the  period  for  which  such  appropriation  or  appropriations  shall  remain  available  ' 
for  expenditure,  is  hereby  authorized. 

As  you  are  well  aware,  that  would  place  Defense  or  any  other 
agency  in  the  position  of  proving  their  need  to  the  Appropriations 
Committee. 

Senator  Kennedy.  Is  this  satisfactory  to  you  ? 

Mr.  Keller.  Yes,  sir. 

Senator  Kennedy.  As  I  understand  it,  this  language  is  satisfactory 
to  the  Bureau  of  the  Budget  ? 

Mr.  Finan.  We  recommended  that. 

Senator  Kennedy.  Is  this  satisfactory  with  the  Defense  Depart¬ 
ment? 

Mr.  Lanman.  We  have  not  had  an  opportunity  to  thoroughly  dis¬ 
cuss  it,  sir.  We  will  have  a  talk  with  the  military  departments  and 
representatives. 

Senator  Kennedy.  Perhaps  tomorrow  morning  you  could  give  us 
an  opinion  whether  you  would  withdraw  your  major  objections  to  it, 
if  this  language  were  in  the  bill. 
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Mr.  Keller.  I  would  like  to  point  out  one  other  matter.  We  would 
like  to  see  two  separate  accounts  maintained  instead  of  carrying  for¬ 
ward  the  obligated  balances  of  prior  years  into  the  new  money  account. 

I  cannot  say  that  we  would  not  be  ready  for  one  account  at  some 
time  in  the  future,  but  being  practical  about  it — and  this  is  not  aimed 
at  any  agency  in  particular — one  account  would  place  the  agencies  in 
the  position  of  bringing  over  obligated  balances  into  new  money  for 
the  current  year,  and  then  it  is  possible  that  they  could  deobligate  and 
have  that  money  available  for  programing  and  procurement  within 
the  current  year.  This,  in  effect,  would  supplement  the  appropriation 
already  made  by  Congress. 

If  I*  may  make  it  clear,  I  am  not  saying  anybody  is  going  to  do 
.that.  I  think  it  would  provide  a  means  whereby  it  could  be  done. 

Senator  Kennedy.  That  is  a  good  point. 

We  will  consider  that  carefully. 

I  wish  to  place  in  the  record  the  following  letter  from  Senator 
)  H.  Alexander  Smith  of  New  Jersey. 


March  17, 1956. 


Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization  of  Committee  on  Govern¬ 
ment  Operations, 

United  States  Senate,  Washington,  D.  C. 


Dear  John  :  I  understand  that  your  subcommittee  is  planning  to  hold  hearings 
•on  S.  3362  this  coming  Tuesday,  March  20,  1956.  That  bill,  as  you  know,  covers 
the  same  aspect  of  the  Hoover  Commission  Report  on  Budgeting  and  Accounting 
as  my  own  bill,  S.  2678,  introduced  last  year. 

I  have  studied  the  two  bills  and,  as  a  result,  I  find  your  bill  completely  satis¬ 
factory  and  an  appropriate  substitute  for  my  own.  I  am  happy  to  see  that  some 
of  these  Hoover  bills  are  reaching  the  stage  where  you  are  able  to  take 


some  action  on  them. 

Always  cordially  yours, 


H.  Alexander  Smith. 


The  subcommittee  will  adjourn  until  tomorrow  morning  at  10 
o’clock,  when  we  will  consider  S.  3199. 

I  want  to  thank  you  all  again  for  coming  here  today  to  testify  be¬ 
fore  the  Subcommittee  on  Reorganization. 

(Whereupon,  at  11 :  45  a.  m.,  the  subcommittee  adjourned  to  recon- 
|  vene  at  10  a.  m.,  Wednesday,  March  21,1956.) 
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WEDNESDAY,  MARCH  21,  1956 

United  States  Senate 
Subcommittee  on  Reorganization  of  the 

Committee  on  Government  Operations, 

Washington ,  D.  G. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.  m.,  in  room  357, 
k  Senate  Office  Building,  Washington,  I).  C.,  Senator  John  F.  Kennedy 
'  presiding. 

Present:  Senators  John  F.  Kennedy,  Democrat,  Massachusetts; 
Stuart  Symington,  Democrat,  Missouri;  and  Margaret  Chase  Smith, 
Republican,  Maine. 

Present  also:  Senator  Frederick  G.  Payne,  Republican,  Maine; 
Miles  Scull,  Jr.,  professional  staff  member;  Glenn  K.  Shriver,  pro¬ 
fessional  staff  member;  and  Kathryn  M.  Keeney,  clerical  assistant. 

Senator  Kennedy.  The  subcommittee  will  come  to  order. 

We  will  resume  hearings  today  upon  recommendations  made  by  the 
Hoover  Commission  relating  to  the  Federal  Government’s  budgeting 
and  accounting  programs. 

Testimony  will  be  devoted  this  morning  to  S.  3199,  introduced  by 
Senator  Payne,  of  Maine,  and  also  sponsored  by  the  ranking  Repub¬ 
lican  member  of  the  subcommittee,  Senator  Smith  of  Maine,  which 
would  implement  the  Hoover  Commission’s  recommendations  in  these 
areas.  S.  3199  incorporates  the  provisions  of  S.  2480  and  S.  2369  which 
also  are  pending  before  the  subcommittee. 

This  bill  would  require  the  agencies  of  the  executive  branch  of  the 
Government  to  establish  cost-based  budgets ; 

|  Authorize  the  Director  of  the  Bureau  of  the  Budget  to  assign  budget 
analysts  to  the  principal  departments  to  maintain  a  continuous  review 
of  budget  preparation  and  administration ; 

Require  each  executive  agency  to  maintain  its  accounts  on  an  accrual 
basis  to  show  more  clen  rly  resources,  liabilities,  and  operating  costs : 

Establish  a  Staff  Office  of  Accounting  in  the  Bureau  of  the  Budget, 
headed  by  an  Assistant  Director  of  Accounting,  to  develop  an  overall 
accounting  program  in  accordance  with  standards  prescribed  by  the 
Comptrol  ler  General ; 

Create  an  Office  of  Comptroller  in  each  executive  agency  to  super¬ 
vise  agency  accounting  and  auditing  systems  as  prescribed  by  the 
Assistant  Director  of  Accounting  proposed  above;  and  require  each 
agency,  in  accordance  with  standards  prescribed  by  the  Comptroller 
General,  to  maintain  a  single  account  under  each  appropriation  title 
or  fund. 

We  have  as  our  first  witness,  Senator  Frederick  G.  Payne,  of  Maine, 
the  author  of  the  bill. 
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As  former  Governor  of  Maine,  and  previously  as  commissioner  of 
finance  and  director  of  the  budget  for  that  State,  Senator  Payne  brings 
to  the  subcommittee  years  of  experience  in  governmental  budgeting 
and  accounting,  and  the  problems  involved  therein. 

Senator  Payne,  it  is,  indeed,  a  pleasure  to  have  you  with  us. 

STATEMENT  OF  HON.  FREDERICK  Q.  PAYNE,  UNITED  STATES 
SENATOR  FROM  THE  STATE  OF  MAINE 

Senator  Payne.  Thank  you  very  much,  Mr.  Chairman,  and  my  dis¬ 
tinguished  colleague,  the  senior  Senator  from  Maine.  It  is  a  pleasure 
for  me  to  appear  here  today  in  support  of  S.  3199. 

Let  me  say  at  this  point,  Mr.  Chairman,  that  sometimes  people  be¬ 
come  confused  over  amounts.  The  size  in  itself  has  no  bearing  on  the 
problem  since  it  makes  no  difference  whether  an  amount  is  CO  billion 
or  whether  it  is  1  billion,  if  a  basic  accounting  philosophy  which  sets 
up  adequate  controls  and  fiscal  reporting  is  established.  So,  dollar 
volume  as  such  sometimes  confuses  people  because  they  think  when  you 
talk  in  great  sums,  that  you  are  exaggerating  the  problem,  whereas, 
actually,  you  are  not  if  the  basic  concept  is  on  a  sound  basis. 

That  the  present  fiscal  system  has  serious  shortcomings  is  rather 
unanimously  agreed  by  all  authorities  in  the  field.  As  to  agreement  on 
particular  shortcomings  there  is  not  so  much  unanimity,  and  with  re¬ 
gard  to  possible  corrective  measures  there  is  reasonable  agreement  on 
certain  approaches  and  some  disagreement  on  others. 

The  decade  since  the  end  of  World  War  II  has  seen  a  growing  de¬ 
mand  for  modernization  of  the  budget  process,  and  some  progress  has 
been  made  such  as  the  Government  Corporation  Control  Act  of  1945, 
which  placed  the  operations  and  accounting  of  government  corpora¬ 
tions  on  a  business-type  system;  the  1949  amendment  to  title  IV 
of  the  National  Security  Act  of  1947,  which  provided  for  performance 
budgeting  in  the  Department  of  Defense ;  and  the  Budget  and  Account¬ 
ing  Procedures  Act  of  1950,  which  carried  out  some  of  the  recommenda¬ 
tions  of  the  first  Hoover  Commission,  and  took  some  major  steps  to¬ 
ward  revitalizing  the  budget  process. 

Despite  the  fact  that  the  record  shows  considerable  progress,  we 
still  have  a  long  way  to  go.  There  have  been  many  proposals  made 
which  would  purport  to  improve  our  fiscal  system,  with  each  receiving 
varying  degrees  of  support  from  fiscal  experts,  both  in  and  out  of  the 
Government. 

Naturally  some  have  more  merit  than  others.  On  several  of  the 
major  proposals  there  is  substantial  agreement  on  the  general  plan, 
but  serious  disagreement  on  the  manner  of  implementation.  A  great 
many  of  these  proposals,  most  of  which  appear  to  have  merit  in  the 
long  run,  are  in  the  field  of  procedural  changes. 

I  am  thinking  of  proposals  in  the  nature  of  the  omnibus  appropria¬ 
tion  bill  coupled  with  the  item  veto,  and  changes  in  the  organizational 
structure  of  Congress  to  provide  for  more  coordinated  consideration 
of  appropriation  and  revenue  measures. 

In  addition  to  the  ones  I  have  mentioned  there  are  many  other  recom¬ 
mendations  worthy  of  the  most  careful  consideration  as  long-run  meth¬ 
ods  of  improving  the  fiscal  performance  of  our  government  as  a  whole. 
Let  me  state  at  this  point,  that  I  do  not  believe  that  there  is  any  panacea 
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for  all  of  our  problems  in  the  area  of  fiscal  performance  and  respon¬ 
sibility. 

But  I  do  believe  that  there  is  a  logical  starting  point,  and  only  by 
starting  at  the  proper  place  can  we  hope  to  achieve  the  goals  toward 
which  all  of  us  believe  we  should  work. 

The  starting  point,  it  seems  to  me  is  the  development  of  sound,  ac¬ 
curate,  meaningful,  useful  fiscal  data — in  short,  an  adequate  and  effi¬ 
cient  budget  and  accounting  system. 

Until  we  put  the  fiscal  operations  of  the  Government  on  such  a  sys¬ 
tem  all  of  the  desirable  procedural  changes  in  the  world  will  have  only 
minimum  effectiveness. 

As  an  accountant  with  experience  in  financial  management  in  pri¬ 
vate  business  and  Government,  both  State  and  Federal,  this  problem 
has  given  me  a  great  deal  of  concern  since  I  have  been  a  member  of 
the  Senate. 

To  be  very  frank,  I  have  been  disappointed  at  the  kind  of  budget  in¬ 
formation  on  which  Congress  must  base  its  most  important  policy  de¬ 
cisions  including  the  overall  size  of  Federal  activities  for  the  ensuing 


year. 

After  devoting  considerable  study  to  the  matter  I  became  convinced 
that  the  budget  and  accounting  recommendations  of  the  second  Hoover 
Commission  in  its  June  1955  Report  to  the  Congress,  entitled  “Budget 
and  Accounting”  make  up  the  best  comprehensive  approach  to  the 
problem. 

The  Commission  itself  drafted  and  had  introduced  bills  that  would 
implement  some  of  the  recommendations,  but,  in  general,  each  bill  ap¬ 
plied  to  only  one  particular  recommendation.  It  seemed  to  me  desira¬ 
ble  to  have  one  omnibus  bill  that  would  include  all  of  the  basic  recom- 

Therefore,  I 


mendations  that  a 
drafted  and  introc 
My  colleague,  t’ 


ipeared  feasible  to  adopt  at  this  time 
need  S.  3199. 

le  senior  Senator  from  Maine,  is  here,  and  I  think 
she  will  recall  that  during  the  period  when  I  was  in  State  government 
she  sent  to  me  at  one  time,  at  my  request,  a  considerable  volume  of 
material ;  in  fact,  it  came  in  the  nature  of  full  mail  bags,  relative  to 
fiscal  procedures  then  pertaining  to  the  operation  of  the  Federal  Gov¬ 
ernment.  It  has  become  more  confused  now  than  it  was  at  that  time. 

Before  going  any  further  let  me  stress  the  fact  that  the  real  key  to 
adequate,  efficient  budgeting  and  accounting  is  capable,  competent, 
qualified  personnel.  The  right  type  of  personnel,  skilled  in  their  work 
and  with  a  desire  to  do  the  best  job  possible,  could  make  almost  any 
system  work.  On  the  other  hand  Congress  cannot  by  legislation  create 
this  kind  of  personnel,  but  Congress  can  by  legislation  provide  the 
framework  and  the  tools  to  make  the  job  easier,  and  by  clearly  indicat¬ 
ing  its  desires  can  provide  the  incentive  to  help  qualified  personnel 
meet  the  fiscal  requirements  of  the  Government. 

S.  3199  is  intended  to  adopt  the  majority  of  the  Hoover  Commission 
recommendations.  A  few  were  omitted  for  various  reasons.  Briefly 
I  will  try  to  indicate  the  general  considerations  which  led  me  to  this 
conclusion.  The  most  obvious  recommendation  which  is  not  in  the  bill 
is  the  one  which  would  put  the  executive  budget  and  congressional  ap¬ 
propriations  in  terms  of  annual  accrued  expenditures. 

This  would  require  changing  the  present  manner  of  handling  long 
lead-time  programs,  such  as  major  procurement  and  construction  con¬ 
tracts,  primarily  in  the  Department  of  Defense. 
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I  believe  this  is  a  very  essential  step  and  one  that  definitely  should 
be  taken,  but  it  appears  to  me  that  the  success  of  the  proposal  will  de¬ 
pend  on  a  basic  foundation  of  adequate  accounting  and  an  ability  to 
program  effectively. 

In  other  words,  it  would  require  a  solid  foundation.  The  bill  is 
intended  to  develop  such  a  foundation  and,  if  it  is  enacted,  it  is  my 
intention  to  draft  a  bill  to  carry  out  the  accrued  expenditure  proposal 
after  the  accounting  provisions  of  S.  3199  have  had  time  to  become 
effective. 

Now,  if  I  may  at  this  point,  Mr.  Chairman  and  members  of  the  sub¬ 
committee,  let  me  say  that  this  particular  recommendation  of  the 
Hoover  Commission  to  me  has  a  great  deal  of  meat  in  it  and,  as  far 
as  I  am  personally  concerned,  I  would  hope  that  the  subcommittee 
would  give  a  lot  of  consideration  to  the  possibility  of  adopting  the 
provision  at  this  particular  time. 

The  reason  I  mention  the  fact  that  you  have  to  establish  a  solid 
foundation  is  because  it  is  awfully  hard  in  government,  and  I  do  not  | 
care  whether  it  is  local,  State,  or  Federal,  to  get  something  to  be  willing 
to  change  something  that  they  have  been  doing  in  a  particular  way 
for  a  long  period  of  time. 

But  this  particular  proposal,  to  me  at  least,  is  the  answer  to  ending 
a  great  deal  of  the  confusion  that  exists  at  the  present  time  in  the 
handling  of  appropriations  and  in  the  tremendous  difficulties  that  are 
being  encountered  by  both  the  General  Accounting  Office,  and  the 
Budget  Bureau  and,  in  fact,  if  the  departments  will  admit  it,  the 
departments  themselves - 

Senator  Kennedy.  Senator,  on  page  4  of  the  bill,  section  2  (c),  it 
talks  about  the  accounts  of  such  agencies  being  maintained  on  an 
accrued  basis. 

You  stated  here  that  such  recommendations  are  not  in  the  bill - 

Senator  Payne.  I  am  speaking  now  of  the  provision  that  is  not  in 
the  bill,  which  would  eliminate  this  long  lead-time  basis  of  appropri¬ 
ations. 

In  other  words,  what  I  am  speaking  of  is  the  recommendation  made 
by  the  Hoover  Commission,  which  I  believe,  if  I  can  find  it  here - 

Senator  Kennedy.  Recommendation  No.  7. 

Senator  Payne.  No.  7  is  one  of  the  most  important — wait  a  minute.  I 

I  have  one  book  and  you  have  the  other. 

Senator  Kennedy.  No.  7— you  have  the  task  force  book  ? 

Senator  Payne.  On  page  24,  for  instance,  of  the  green  book  [indi¬ 
cating],  is  the  recommendation  I  am  referring  to  for  the  annual  ex¬ 
penditure  budget.  Those  that  say  it  cannot  be  used  should  take  a 
second  look  at  it  because  the  Corps  of  Army  Engineers  are  operating 
under  it  at  the  present  time. 

In  other  words,  the  Congress  gives  to  the  Corps  of  Engineers,  in 
effect,  what  is  a  contract  authorization  to  do  a  certain  job  which  will 
extend  over  a  period  of,  let’s  say,  3  years  or  4  years,  but  the  annual 
amount  of  the  project  that  the  Corps  of  Army  Engineers  figure  they 
year,  is  the  amount  that  determines  how  much  appropriation  is  given 
by  the  Congress  for  that  1  year  of  activity. 

We  do  not  appreciate  a  lump-sum  amount  that  covers  the  entire 
amount  of  the  project  that  the  Corps  of  Army  Engineers  figure  they 
are  going  to  require  .over  a  4-vear  period ;  yet  we  are  doing  that  in  the 
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construction  of  ships,  in  our  airplane  procurement,  and  in  other  activi¬ 
ties,  and  it  is  the  one  thing  that  has  confused  this  entire  budget 
procedure. 

Senator  Smith.  Nevertheless,  Senator,  you  think  we  should  have  the 
same  procedure  all  through  the  Government? 

Senator  Payne.  All  through  the  Government— yes,  1  do.  It  is  one 
of  the  very  clear  reasons  why  there  is  such  difficulty  in  trying  to  tie 
down  what  the  unobligated  balances  are.  For  instance,  in  the  De¬ 
partment  of  Defense,  I  can  recall,  in  1935,  I  think,  there  was  a  dis¬ 
crepancy  of  somewhere,  if  I  remember,  over  $5  billion.  One  figure 
was  given  one  day  and  another  figure  was  given  another  day. 

Last  year,  in  the  aid  program,  I  think  there  was  something  in  the 
vicinity  of  $800  million. 

Senator  Kennedy.  Please  continue  with  your  statement. 

Senator  Payne.  In  its  report  to  the  subcommittee  on  S.  3199  the 
General  Accounting  Office  approves  the  sections  relating  to  cost  based 
budgets  and  accrued  accounting,  but  indicates  that  it  favors  the  adop¬ 
tion  also  of  the  accrued  expenditure  recommendation  discussed  above. 

For  the  reasons  already  indicated,  I  believe  that  the  GAO  is  right 
in  the  long  run,  but  that  it  would  be  impractical  possibly  to  try  to 
make  such  changes  without  having  laid  the  necessary  groundwork. 

Notwithstanding  this  feeling  on  my  part,  but  because  I  fully  agree 
with  the  General  Accounting  Office,  and  I  might  say  also  that  I  think 
the  Budget  Bureau  also  feels  this  way  about  it,  and  others  who  are 
greatly  concerned  over  the  deficiencies  of  our  present  system,  I  stand 
ready  to  support  the  inclusion  in  S.  3199  of  a  provision  requiring 
that  the  executive  budget  and  congressional  appropriations  be  stated 
in  terms  of  annual  accrued  expenditures,  if  the  subcommittee  after 
careful  consideration  believes  such  a  step  is  desirable. 

If  it  is  determined  that  such  an  amendment  should  be  made,  it  must 
be  remembered  that  provision  will  also  have  to  be  made  providing  for 
general  authority  to  contract  for  programs  that  require  several  years 
to  complete. 

One  or  two  other  recommendations  were  omitted  because  they  re¬ 
quired  the  development  of  adequate  systems  before  they  would  have 
any  effect.  Hoover  Commission  Recommendation  No.  8  relating  to 
enactment  by  Congress  of  appropriations  for  special  programs  not  sub¬ 
ject  to  budgetary  control  was  omitted  because  it  is  a  matter  for  which 
the  Congress  itself  must  develop  policy. 

Recommendation  No.  18,  which  would  relieve  the  General  Account¬ 
ing  Office  of  the  need  to  approve  claims  on  lapsed  appropriations,  was 
omitted  because  I  was  advised  that  legislation  was  being  prepared  in 
cooperation  with  the  GAO  to  implement  this  recommendation,  and  it 
is  my  understanding  that  this  legislation  has  now  been  introduced. 

Hoover  Commission  Recommendation  No.  19  which  would  allow  the 
Comptroller  General  to  relieve  accountable  officers  to  financial  lia¬ 
bility  except  where  losses  result  from  gross  negligence  or  fraud  was 
omitted  because  it  appeared  that  probably  this  went  a  little  too  far, 
and  that  present  provisions  of  law  were  adequate  for  the  purposes  in¬ 
tended  to  be  accomplished. 

Public  Law  365  of  the  84th  Congress,  gives  the  Comptroller  Gen¬ 
eral  authority  to  relieve  disbursing  officers  in  cases  where  the  making 
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of  any  illegal,  improper,  or  incorrect,  payment  was  not  the  result 

of  bad  faith  or  lack  of  due  care.  ^  , 

In  a  statement  dated  October  26,  1955,  the  Comptroller  General 
set  forth  some  views  on  the  Hoover  Commission  Budget  and  Ac¬ 
counting  Report.  In  his  comments  on  recommendation  19  he  says  in 

part  as  follows : 

It  is  our  view  that  accountable  officers  should  be  held  responsible  for  payments 
in  violation  of  specific  provisions  of  law,  in  contravention  of  regulations  of  the 
administrative  agency,  or  contrary  to  decisions  of  the  Comptroller  General  is¬ 
sued  for  the  guidance  of  accountable  officer,  except  m  situations  where  sue 
payments  are  “*  *  *  not  the  result  of  bad  faith  or  lack  of  due  caie  ,  the 

standard  laid  down  in  Public  Law  365. 

This  is  a  standard  we  believe  more  conducive  to  sound  public  administration 
than  one  requiring  demonstrated  evidence  that  “gross  negligence  or  fraud  was 
involved. 

Instead  of  discussing  all  of  the  provisions  of  S.  6199,  Mr.  Chairman, 

I  would  like  to  submit  for  inclusion  in  the  record  at  this  point,  m  my 
statement  a  sectional  analysis  which  I  prepared  at  the  time  the  bill  was 

introduced.  .  .  , 

Senator  Kennedy.  Without  objection,  it  will  be  entered. 

(The  document  referred  to  above  is  as  follows  :) 

Sectional  Analysis  of  Payne  Bill  to  Improve  Governmental  Budgeting  and 

Accounting  Methods 

Section  1(a)'  This  section  is  designed  to  directly  implement  recommendation 
No  22  of  the  Hoover  Commission  Budget  and  Accounting  report.  The  Commission 
did  not  specify  the  period  comprehensive  financial  reports  should  cover,  but 
it  seemed  reasonable  that  they  should  be  on  a  fiscal  year  basis.  However,  it  also 
seemed  desirable  to  give  the  Director  of  the  Bureau  of  the  Budget  some  discretion 
Mnce  experience  might  well  prove  that  such  reports  would  be  of  more  value  if 
based  on  shorter  periods.  However  Commission  recommendation  No.  22  is  as 

follows : 

Recommendation  No.  22 

“The  the  Congress  consider  amending  the  Budget  and  Accounting  Procedures 
Act  of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  com¬ 
prehensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  re¬ 
sults  of  the  activities  of  the  Government  as  a  whole  and  ot  its  major  component 

^Section  1  (b)  :  This  section  is  intended  to  carry  out  Hoover  Commission 
recommendations  Nos.  2,  3,  4,  and  6.  Basically,  it  would  require  the  use  of  cost 
based  budgets  by  all  the  agencies,  for  all  management  purposes.  With  legal d 
to  the  requirement  of  quarterly  reports  to  agency  heads  by  subordinate  units, 
the  Hoover  Commission  made  no  direct  recommendation.  However,  in  li 
with  the  objective  of  improving  the  fiscal  management  function  such  reports 
seem  desirable,  and  also  they  will  form  the  basis  of  the  annual  report  the  agency 
head  is  required  to  submit  to  the  Bureau.  Hoover  recommendations  Nos.  2,  3,  4, 
and  6  are  as  follows : 

Recommendation  No.  2 

“That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on 
the  conduct  of  their  operations.  On  the  basis  of  the  agencies  reports  and  other 
available  information,  the  Bureau  should  prepare  for  the  President  an  annual 
report  on  performance  for  the  executive  branch  as  a  whole. 

Recommendation  No.  8. 

“That  for  management  purposes,  cost  based  operating  budgets  be  used  to  de¬ 
termine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented 
by  periodic  reports  on  performance. 

Recommendation  No.  4- 

“That  the  executive  budget  continue  to  be  based  upon  functions,  activities, 
and  projects  adequately  supported  by  information  on  program  costs  and  ac- 
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complishments,  and  by  a  review  of  performance  by  organizational  units  where 
these  do  not  coincide  with  performance  budget  classitications.” 

Recommendation  No.  6 

“That  executive  agency  budgets  be  formulated  and  administered  on  a  cost 
basis.” 

Section  1  (c)  :  This  section  would  put  into  effect  recommendation  No.  1. 
This,  in  particular,  is  one  of  the  provisions  that  could  be  handled  administra¬ 
tively.  It  would  place  employees  of  the  Bureau  in  the  executive  agencies  to 
help  carry  out  the  Bureau’s  managerial  functions  by  maintaining  a  continuous 
review  of  budget  preparation  and  administration.  It  is  believed  that  this  meas¬ 
ure  would  be  a  major  factor  in  achieving  sound  budget  and  accounting  methods 
and  would  aid  in  developing  some  degree  of  uniformity  in  this  held.  The  provi¬ 
sion  limiting  the  Bureau  to  not  more  than  two  persons  for  each  principal  sub¬ 
division  of  an  agency  was  designed  to  place  some  initial  limit  on  the  number  of 
personnel  so  employed.  It  may  be  found  later  that  a  different  limiting  number 
would  be  better.  It  is  hoped  that  this  problem  will  be  carefully  explored  by  the 
committee  in  studying  this  bill.  Hoover  recommendation  No.  1  is  as  follows : 

Recommendation  No.  1 

“(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions; 

“(b)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well-qualified  employees  whose  duties  should  include  con¬ 
tinuous  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  preparation 
and  administration  and  other  facets  of  the  Bureau’s  managerial  responsibilities ; 
and 

“(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau  of 
the  Budget  for  that  purpose.” 

Section  2  (a)  :  This  provision  simply  states  legislatively  recommendation  No. 
5  of  the  Hoover  Commission,  which  is  as  follows  : 

Recommendation  No.  5 

“That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems.” 

Section  2(b):  This  section  is  designed  to  carry  out  recommendations  Nos.  14 
and  16.  This  provision  is  a  natural  corollary  of  cost  based  budgeting.  In  practice 
it  will  mean  that  it  will  be  possible  for  management  to  determine  at  any  given 
time  its  fiscal  status.  Monetary  property  accounting  is  essential  to  determine 
with  any  degree  of  accuracy  the  fiscal  status  of  an  agency,  either  for  manage¬ 
ment  purposes  or  for  the  Congress.  Hoover  recommendations  Nos.  14  and  16  are 
as  follows : 

Recommendation  No.  I-). 

“That  the  Government  accounts  be  kept  on  the  accrual  basis  to  show  cur¬ 
rently,  completely,  and  clearly,  all  resources  and  liabilities,  and  the  costs  of 
operations.  Furthermore,  agency  budgeting  and  financial  reporting  should  be 
developed  from  such  accrual  accounting.” 

Recommendation  No.  16. 

“That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  the  accounting  systems.” 

Section  2  (c)  :  This  section  would  put  recommendations  Nos.  10,  11,  and  12  of 
the  Hoover  Commission  into  effect.  First  it  would  establish  a  Staff  Office  of 
Accounting  in  the  Bureau  of  the  Budget  headed  by  an  Assistant  Director  and 
lists  his  duties.  It  is  realized  that  there  are  valid  objections  to  legislating  an 
administration  organization.  On  the  other  hand  there  is  a  clearly  demonstrated 
need  for  improvement  in  accounting  and  it  would  seem,  in  view  of  congressional 
control  of  the  purse,  entirely  proper  for  Congress  to  take  this  type  of  action. 
As  the  system  contemplated  in  this  bill  is  tested  with  experience  there  is  noth¬ 
ing  to  prevent  the  Director  of  the  Bureau  from  recommending  changes.  Rec¬ 
ommendation  No.  12  is  covered  in  the  duties  of  the  Assistant  Director. 

The  second  part  of  the  section  would  create  the  position  of  Comptroller  in 
each  agency  and  generally  outlines  his  duties.  Actually  almost  every  agency  has 
a  position  that  in  some  respects  corresponds  to  a  Comptroller,  but  there  is  wide 
variation  in  the  powers  and  duties  of  these  positions  in  the  various  agencies.  In 
the  interest  of  promoting  improved  fiscal  performance  it  is  believed  that  much 
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could  be  achieved  through  the  clear  delineation  of  the  major  functions  of  an 
agency  comptroller.  Hoover  recommendations  Nos.  10,  11,  and  12  are  as  follows . 

Recommendation  No.  10. 

“That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  Staff  Office  of  Accounting  headed  by  an  Assistant  Director  tor  Accounting, 

with  powers  and  duties  as  follows:  _  , 

“(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and 
reporting,  consistent  with  broad  policies  and  standards  prescribed  by  the 
Comptroller  General.  These  broad  policies  and  standards  should  continue 
to  be  developed  in  cooperation  with  the  executive  branch. 

“(l>)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

‘(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and 

to  watch  progress.  _  ,  _ 

“(d)  To  stimulate  the  building  of  competent  accounting  and  auditing 
organizations  in  the  exceutive  agncies  and  to  assist  actively  in  the  selection, 
training,  and  retention  of  capable  personnel.  _ 

‘(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to 
the  status  of  accounting  in  each  of  the  executive  agencies.” 

Recommendation  No.  11 

“That  as  an  aid  to  financial  management  the  position  of  Comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the 

following  duties  and  functions :  ^  . 

(a)  To  direct  the  setting  up  and  maintenance  throughout  Ins  agency  of 
adequate  accounting  and  auditing  systems  and  procedures  m  conformity 
with  the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 
“(b)  To  direct  the  recruitment,  training,  and  development  of  qualified 

aC“(c)lt To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  (1)  internal  management  purposes  and  (A  for  issue  to  the 

Congress  and  other  executive  departments  or  agencies. 

“UD  To  interpret  and  advise  upon  significant  aspects  of  the  financial 

re  rp0  direct  the  preparation  and  review  execution  of  budgets  prepared 
at  operating  levels  for  the  information  of  top  management  which  is  respon¬ 
sible  for  budget  policies.” 

Recommendation  No.  12 

“That  the  selection  of  agency  comptrollers  and  the  building  of  competent 
accounting  organizations  in  the  executive  agencies  through  the  selection  tram- 
„mi  retention  of  capable  personnel  be  an  importat  phase  of  the  guidance 
ami  help  to  be  given  by  the  Assistant  Director  for  Accounting  in  the  Bureau  of 

the  Budget.”  . 

The  General  Accounting  Office’s  report  to  the  subcommittee  on  b. 
3109  could  be  characterized,  I  believe,  as  generally  favorable. 

Tt  does  indicate,  however,  that  the  Comptroller  General  does^  not 
approve  two  provisions  of  the  bill  which  I  believe  are  important. 
The  first  is  the  section  which  would  create  a  Staff  Office  of  Accounting 
in  the  Bureau  of  the  Budget,  to  be  headed  by  an  Assistant  Director. 

Tt  is  quite  true  that  this  recommendation  could  be  carried  out  by 
administrative  action  and  I  recognize  the  principle  that  it  is  generally 
desirable  to  avoid  creating  departmental  organization  by  legislative 
action  because  this  tends  to  result  in  a  lack  of  flexibility.  In  tins  in¬ 
stance  it  seemed  to  me  appropriate  to  take  such  action,  m  view  of  the 
fact  that  it  has  not  been  done  by  administrative  means;  and  because 
Congress  is  charged  with  control  of  the  purse,  it  seems  entirely  proper 
for  Congress  to  clearly  provide  for .  accounting  in  accordance  with 
requirements  and  standards  it  establishes.  _ 

It  should  be  noted  that  as  conditions  change  there  is  nothing  to  pre¬ 
vent  the  Director  of  the  Bureau  of  the  Budget  from  recommending 
chaimes  in  the  Staff  Office  of  Accounting,  and  perhaps  the  subeom- 
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mittee  will  deem  it  desirable  to  include  a  provision  to  this  effect  in  the 

bin. 

The  second  provision  which  GAO  does  not  approve  is  the  one  re¬ 
quiring  the  establishment  of  the  position  of  comptroller  in  each  execu¬ 
tive  agency. 

In  practice  probably  every  agency  has  a  position  that  corresponds  in 
some  respects  to  a  comptroller.  It  is  recognized  that  due  to  the  wide 
variations  in  organizational  structure  no  one  pattern  will  fit  all 
agencies,  but  it  would  seem  that,  creating  a  comptroller  in  each  agency 
would  not  interfere  unduly  with  the  structural  organization. 

In  addition  it  would  appear  that  in  view  of  the  importance  of 
improved  fiscal  performance  there  is  much  to  be  gained  from  the 
establishment  of  such  a  position  together  with  the  clear  delineation 
of  duties  of  the  agency  comptroller. 

In  view  of  the  need  for  improved  fiscal  performance,  the  savings  in 
the  cost  of  operation  of  the  Government  to  be  realized  through  effi¬ 
cient  financial  management,  and  the  need  to  put  the  Federal  budget 
on  a  basis  so  that  Congress  can  more  intelligently  make  the  important 
policy  determinations  as  to  the  extent  and  scope  of  Federal  programs, 
I  strongly  urge  that  the  subcommittee  take  favorable  action  on  S. 
3199  at  the  earliest  practicable  date,  after  making  such  amendments  as 
it  deems  necessary,  so  that  the  Congress  in  this  session  will  be  able 
to  take  positive  action  in  this  field  of  financial  management,  which  is 
of  such  prime  importance  to  every  citizen. 

Until  steps  such  as  those  included  in  this  bill  are  taken,  the  Congress 
will  continue  to  encounter  great  difficulty,  due  to  inadequate  factual 
information,  both  in  attempting  to  properly  analyze  the  budget  itself 
and  in  considering  the  appropriation  bills  covering  the  projected  op¬ 
erations  of  the  many  departments  and  agencies  of  our  Government. 

Senator  Kennedy.  I  want  to  thank  you  very  much,  Senator,  for 
your  very  fine  statement.  It  will  be  very  helpful  to  the  subcommittee. 
Senator  Smith. 

Senator  Smith.  Mr.  Chairman,  I  would  like  to  join  you  in  wel¬ 
coming  my  distinguished  colleague,  the  junior  Senator  from  Maine, 
and  say  that  it  is  a  great  pleasure  to  listen  to  his  statement  and  I 
greatly  appreciate  the  opportunity  to  cosponsor  S.  3199. 

1  well  remember  the  request  you  made  for  the  material,  Senator, 
and  I  wondered  what  under  the  sun  you  would  ever  do  with  so  much, 
but  apparently,  you  made  very  good  use  of  it. 

Mr.  Chairman,  Senator  Payne,  as  you  have  noted  by  his  service 
here  and  by  his  statement,  is  very  well  qualified  to  talk  on  the  budget 
and  accounting  procedures.  As  commissioner  of  finance  and  as  gover¬ 
nor,  he  had  a  long  service  and  very  good  experience  that  gives  him 
a  right  to  speak  with  authority  on  this  subject.  I  want  to  say  at  this 
time,  Mr.  Chairman,  that  I  am  very  sorry  that  I  have  not  been  able 
to  attend  the  hearings  as  much  as  I  would  like  to.  I  shall  read  the 
complete  hearing.  I  am  in  Appropriations  most  of  the  time,  so  I  am 
not  here,  but  it  is  not  lack  of  interest  but  lack  of  time.  Thank  you 
very  much. 

Senator  Kennedy.  Thank  you.  The  statement  and  introduction  of 
the  bill  is  most  helpful. 

Senator  Payne.  Thank  you  very  much.  Mr.  Chairman,  if  I  may, 
I  would  like  to  request  that  a  statement  which  has  been  prepared  by 
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Senator  Wallace  F.  Bennett,  in  connection  with  this  same  bill,  of 
which  he  is  a  cosponsor,  be  placed  in  the  record  at  this  point.  Senator 
Bennett  was  not  able  to  be  here  personally. 

Senator  Kennedy.  Without  objection,  Ave  shall  be  glad  to  have  his 
statement  entered  in  the  record.  I  want  to  thank  you  very  much, 
Senator. 

Senator  Payne.  Thank  you. 

(The  above-mentioned  document  follows:) 

Statement  by  IIon.  Wallace  F.  Bennett,  a  United  States  Senator 
From  the  State  of  Utah 

Mr  Chairman  and  distinguished  members  of  the  committee,  I’m  happy  for 
the  opportunity  of  submitting  today  a  statement  in  support  of  S.  3199,  a  bill  intro¬ 
duced  by  Senator  Payne  a  few  weeks  ago,  which  I  was  most  happy  to  cosponsor. 

I  think  Senator  Payne  has  done  an  excellent  job  in  drafting  this  measure,  and  we 
are  fortunate  to  have  the  benefit  of  Senator  Payne’s  experience  as  a  successful 
accountant  during  the  consideration  of  the  bill. 

The  bill  has  as  its  purpose  the  improvement  of  the  budgetary  and  accounting 
procedures  of  the  Federal  Government  and  is  based  in  large  part  on  the  recom¬ 
mendations  of  the  Second  Hoover  Commission’s  investigation  into  this  area  of 

governmental  activity.  .  „ , ,  „  , 

For  many  years,  both  as  a  private  businessman  and  as  a  Member  of  the  Senate, 

I  have  been  convinced  that  the  budgetary  and  accounting  systems  of  our  Govern¬ 
ment  were  in  drastic  need  of  overhauling.  There  have  been  many  attempts 
at  modernization  of  the  budget  process,  and  considerable  progress  has  been 
made  since  the  Budget  and  Accounting  Act  of  1921.  The  Government  Corpora¬ 
tion  Control  Act  of  1945 ;  the  1949  amendment  to  title  IV  of  the  National  Security 
Act  of  1947;  and  the  Budget  and  Accounting  Procedures  Act  of  1950  were  all 
helpful  steps.  But  when  I  reviewed  the  report  of  the  Second  Hoover  Commission 
to  the  Congress  in  June  1955,  entitled  “Budget  and  Accounting,”  it  seemed  evident 
that  much  remained  to  be  done  in  improving  the  financial  management  of  our 
Government.  Dramatizing  the  need  for  such  a  revision  is  the  conclusion  of 
the  Hoover  Commission  task  force  that  a  revitalized  Bureau  of  the  Budget, 
applying  methods  which  private  business  has  found  essential  to  successful  and 
economic  operation,  would  bring  improved  financial  management  to  Federal 
agencies,  with  savings  estimated  at  $4  billion  a  year. 

While  the  bill  presently  before  the  committee  embodies  a  majority  of  the 
recommendations  of  the  Hoover  Commission  report  it  was  thought  wise  to  post¬ 
pone  enactment  of  some  of  the  recommendations  until  a  solid  foundation  based 
on  the  development  of  adequate  accounting  could  be  laid. 

Recommendation  18  relieving  the  General  Accounting  Office  of  the  necessity 
of  approving  claims  on  lapsed  appropriations  is  omitted  from  the  bill  because 
legislation  lias  already  been  introduced  to  take  care  of  the  situation.  Recom¬ 
mendation  19  to  the  effect  that  the  Comptroller  General  be  given  authority  to 
relieve  accountable  officers  of  financial  liability  except  where  losses  result  from 
their  gross  negligence  or  fraud  is  omitted  because  it  was  thought  the  provi¬ 
sions  of  the  present  law  (Public  Law  395,  84th  Cong.)  giving  the  Comptroller 
General  authority  to  relieve  disbursing  officers  in  cases  where  payments  were 
not  the  result  of  bad  faith  or  lack  of  due  care,  were  adequate. 

To  comment  briefly  on  some  of  the  important  provisions  of  this  bill,  I  should 
like  to  say  that  I  consider  the  establishment  of  a  new  Staff  Office  of  Accounting, 
headed  by  an  Assitant  Director,  of  great  importance.  I  don’t  wish  to  imply  any 
criticism  of  the  activities  of  the  Comptroller  General  in  connection  with  the 
joint  accounting  program,  since  I  think  he  has  made  considerable  progress  in 
past  years ;  but  I  do  believe  that  the  establishment  of  such  an  office  would  be 
an  effective  means  of  improving  and  tightening  accounting  and  financial  methods 
in  the  executive  agencies  and  in  coordinating  these  activities  with  the  Bureau 
of  the  Budget. 

I  think  section  121,  providing  for  the  appointment  of  an  agency  comptroller  by 
the  head  of  each  executive  agency,  will  do  much  to  coordinate  the  Bureau  of 
the  Budget’s  activities  with  the  agencies  and  at  the  same  time  make  available 
to  the  agency  heads  responsible  persons,  skilled  in  accounting,  statistics,  and 
analytical  procedures. 
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Section  2  (c)  of  the  bill  provides  that  each  agency  maintain  its  accounts  on 
an  accrual  basis  to  show  “currently,  completely,  and  clearly  the  resources,  lia¬ 
bilities  and  costs  of  operations  of  such  agency  *  *  Basically,  this  involves 
a  shifting  to  a  cost-accrual  method  of  acounting,  requiring  performance  budgets 
in  terms  of  costs.  At  present,  most  agency  budgets  are  prepared  on  the  basis 
of  estimated  obligations  to  be  incurred  during  the  budget  year.  Obligations 
such  as  orders  placed,  contracts  awarded,  services  received,  and  similar  trans¬ 
actions  during  a  given  period,  requiring  future  payment  of  money,  which  are 
incurred  during  the  year  do  not  necessarily  have  any  relation  to  actual  costs 
during  the  year.  The  Hoover  Commission  report  emphasized  that  such  a  budget 
presentation  fails  to  take  into  account  inventories  and  other  working  capital 
carried  over  and  available  at  the  beginning  of  the  year  which  may  be  consumed 
in  the  programs  of  the  budget  year.  One  of  the  most  important  elements  of 
proper  budgeting  is  the  work  or  service  to  be  accomplished  and  what  that  work 
or  service  will  cost.  Current  Government  practice  fails  to  relate  planned  oper¬ 
ations  to  past  and  projected  costs. 

There  are  other  elements  of  the  bill  that  are  worthy  of  comment,  but  I  think 
the  excellent  sectional  analysis  of  the  bill  which  has  been  prepared  by  Senator 
Payne  covers  these  points  adequately. 

This  year,  when  I  started  to  study  the  bulky  1,200  page  President’s  budget, 
I  was  once  again  struck  with  the  enormous  size  and  complexity  of  our  Federal 
Government.  As  a  Congress  we  are  charged  with  the  responsibility  of  com¬ 
prehending  this  mass  of  data  and  properly  evaluating  it  in  order  to  determine 
the  desirability  of  the  various  Government  programs  and  the  amount  to  be 
allocated  to  each.  The  savings  possible  through  the  enactment  of  this  measure 
plus  the  efficiency  of  financial  management  it  makes  possible  and  the  added 
help  such  a  program  will  be  to  the  Congress  in  helping  us  make  intelligent 
decisions  with  respect  to  Federal  activities  mark  this  measure  as  one  of  great 
priority. 

I  strongly  urge  the  committee  to  take  favorable  action  on  this  measure. 

Senator  Kennedy.  It  is  a  great  pleasure  to  have  as  our  next  witness 
today  Mr.  J.  Harold  Stewart,  senior  partner  of  Stewart,  Watts  & 
Bollong,  Boston,  Mass.  Pie  was  Chairman  of  the  second  Hoover 
Commission’s  Task  Force  on  Budget  and  Accounting;  past  president, 
American  Institute  of  Accountants,  Massachusetts  Society  of  Certified 
Public  Accountants;  Chairman  on  Cost  Principles,  Joint  Contract 
Termination  Board  and  Assistant  Director,  Office  of  Contract  Settle¬ 
ment  during  World  War  II;  and  I  am  very  glad  to  have  him  here, 
because  Mr.  Stewart  is  one  of  our  distinguished  citizens  from  Massa¬ 
chusetts,  and  is  recognized  as  one  of  the  Nation’s  foremost  authorities 
on  accounting. 

He  gave  a  great  deal  of  time  and  effort  to  this  report  of  the  second 
Hoover  Commission’s  Task  P'orce  on  Budget  and  Accounting,  which 
I  think  is  a  real  public  service. 

It  is  an  honor  to  have  you  here,  Mr.  Stewart.  Will  you  continue  in 
your  own  fashion?  Do  you  have  a  prepared  statement? 

STATEMENT  OF  J.  HAROLD  STEWART,  CHAIRMAN,  SECOND 

HOOVER  COMMISSION’S  TASK  FORCE  ON  BUDGET  AND  ACCOUNT¬ 
ING 

Mr.  Steavart.  Thank  you,  Senator.  I  do  not  have  a  prepared  speech, 
but  I  will  submit  a  written  statement  to  the  subcommittee  later.  (See 
p.  83  for  statement  of  Mr.  Stewart.) 

Senator  Kennedy.  That  Avill  be  fine. 

Mr.  Stewart.  As  a  matter  of  fact,  I  have  spent  the  last  48  hours 
digging  myself  out  of  snowdrifts  in  New  England. 

Senator  Kennedy.  We  are  glad  to  have  you  here.  Perhaps  when 
you  submit  your  statement — of  course,  we  do  have  the  task-force  re- 
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port,  which  I  suppose,  condenses  your  opinion— you  might  care  to 
comment  on  some  of  the  legislation  that  has  been  introduced  and  some 
parts  of  it  that  you  might  agree  with  or  other  parts  that  you  might 

not  agree  with.  . 

Mr.  Stewart.  My  statement  would  be  directed  particularly  to 

S.  3199. 

Senator  Kennedy.  Fine,  sir. 

Mr.  Stewart.  Senator,  it  is  heartwarming  to  come  here  and  follow 
a  speaker  in  a  person  who  understands  this  problem,  as  it  is  abund¬ 
antly  clear,  Senator  Payne  does.  Accountants  are  a  peculiar  breed. 
They  are  looked  upon  as  technicians  usually,  but  here  we  have  a  Sen¬ 
ator  from  a  great  State,  who  understands  the  fundamentals  of  account¬ 
ing,  in  the  same  fashion  as  a  professional  practitioner  would,  as  is 
clear  from  his  remarks. 

Senator  Kennedy.  I  understood  Senator  Payne  is  the  exception  to 
that  rule,  unfortunately.  The  rest  of  us  do  not  have  experience. 

Mr.  Stewart.  I  have  known  Senators  who  came  close  but  I  don’t 
know  anyone  who  is  his  equal  in  the  accounting  field. 

Senator  Kennedy.  I  would  agree  with  that. 

Mr.  Stewart.  S.  3199,  as  it  appears  to  me,  is  an  attempt  to  put  into 
congressional  mandate  the  essential  recommendations  of  the  Hoover 
Commission 

Now,  it  might  be  interesting  for  you  to  know  that  the  driving  force 
behind  many  of  these  recommendations,  the  real  impetus  to  this  phi¬ 
losophy,  was  the  belief  that  in  this  Government  we  needed  on  the  ex¬ 
ecutive  side  the  same  kind  of  drive,  the  same  concept  of  financial  con¬ 
trol,  that  we  had  on  the  congressional  side. 

As  we  reviewed  the  performance  in  the  years  intervening,  since  the 
work  of  the  first  Hoover  Commission,  we  found  that  there  had  been  a 
cooperative  effort  by  the  Treasury,  the  Bureau  of  the  Budget,  and 
the  General  Accounting  Office,  designed  to  effect  improvements  in  the 
operation  of  the  executive  branch  of  the  Government. 

What  was  done  was  all  to  the  credit  of  the  cooperative  effort,  but 
we  concluded  that  the  real  impetus  to  that  effort  came  from  the  Gen¬ 
eral  Accounting  Office  and  not  from  the  executive  branch.  Looking 
logically  to  the  executive  branch,  we  said,  “Where  should  this  drive 
be  centered?”  Clearly,  by  Executive  Order  and  by  its  constitution, 
really,  the  Bureau  of  the  Budget  is  the  management  arm  of  the  Presi¬ 
dent.  It  seemed  to  us  that  accounting  is  nothing  but  a  tool  of  man¬ 
agement,  as  is  budgeting.  In  fact,  the  task  force  was  of  the  opinion 
that  the  name,  “Bureau  of  the  Budget,”  was  perhaps  a  misnomer  and 
it  dwarfed,  by  its  name,  some  of  its  real  responsibilities. 

That  was  the  one  recommendation  of  the  task  force  which  the  Com¬ 
mission,  in  its  wisdom,  did  not  adopt.  We  recommended  a  change  in 
the  name  to  more  precisely  describe  the  functions  of  the  Bureau.  We 
felt  that  the  effect  on  the  whole  Government  would  be  to  alert  them 
to  the  fact  that  the  Bureau  of  the  Budget  does  something  more  than 
process  a  budget  which  annually  goes  to  the  Congress. 

We  believe  that  its  real  concern  was  with  the  processing  of  that 
budget  and  that  it  had  not  directed  the  force  or  the  drive  to  the  man¬ 
agement  aspects,  particularly,  accounting  reform  that  would  seem  to 
be  implied  in  its  management  responsibility. 

Now,  I  say  this  not  critically  because,  remember,  that  we  have  spent 
one  two-hundredth  of  1  percent  of  the  annual  Federal  budget  in  ad- 
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ministering  the  budget.  As  I  remember  it,  about  $314  million  was 
the  figure  in  the  budget  which  we  reviewed  for  1954.  How  on  earth 
you  can  administer  the  greatest  financial  and  operational  organiza¬ 
tion  in  the  world  with  an  expenditure  of  one  two-hundredth  of  1  per¬ 
cent,  is  beyond  my  canny. 

I  talked  with  one  gentleman  who  had  been  a  Director  of  the  Budget 
and  he  agreed  that  one  of  the  most  useful  investments,  one  of  the  most 
rewarding  investments  we  could  make  would  be  a  strengthening  of 
the  Bureau  of  the  Budget  to  the  point  that  it  did  discharge  its  re¬ 
sponsibilities,  particularly  in  the  management  field.  Of  course,  the 
Bureau  of  the  Budget  is  on  the  spot.  When  it  is  involved  in  a  drive 
to  reduce  the  budget,  it  probably  has  to  set  an  example  itself  in  order 
that  the  other  marchers  in  the  parade  may  follow.  This  is  unfor¬ 
tunate  because  it  starts  from  a  position  in  which  it  is  badly  under¬ 
manned,  badly  underpaid.  The  pay  of  the  people  who  are  directing 
the  Bureau  of  the  Budget  is  certainly  not  what  attracts  them  to 
positions  of  such  responsibility.  How  you  could  get  anyone  in  our 
great  national  corporations,  which  are  still  plebs,  compared  with  this 
Government,  for  anything  like  the  salaries  they  are  paid,  I  can’t  un¬ 
derstand  and  from  that  standpoint,  I  feel  the  most  useful  recom¬ 
mendations  which  the  Hoover  Commission  has  made  are  the  recom¬ 
mendations  in  the  field  of  Government  personnel. 

Until  we  can  recognize  that  we  have  a  big  organization  which  has 
responsibilities  even  beyond  the  private  responsibilities  of  industry, 
and  until  we  can  attract  and  fasten  into  this  Government  people  of 
competence,  we  will  have  repetitive  commissions,  I  suspect,  that  unless 
something  is  done  in  the  personnel  field,  you  will  have  another  com¬ 
mission,  3  or  4  years  from  now,  telling  you  the  same  story. 

As  to  the  bill  S.  3199,  it  goes  along  on  all  fours  with  the  recom¬ 
mendations  of  the  Hoover  task  force.  As  Senator  Payne  said,  the 
Commission’s  recommendation  No.  7  for  an  annual  budget  in  terms  of 
accrued  expenditures  was  not  included.  As  I  understand  it,  he  had 
no  real  objection  to  its  inclusion.  He  questioned  the  wisdom  of  in¬ 
cluding  it  at  this  time. 

Senator  Payne.  In  fact,  I  am  very  enthusiastic  over  it  because  I 
think  it  is  one  of  the  basic  troubles  that  we  face  in  our  Government 
today. 

Mr.  Stewart.  Well,  we  felt,  the  same  way,  Senator.  However, 
I  am  inclined  to  agree  with  you  that  until  you  get  the  basic  founda¬ 
tion,  until  you  get  the  accounting  and  financial  reporting  framework 
in  this  Government  which  will  permit  you  to  go  to  an  accrued  ex¬ 
penditure  budget,  it  would  be  unwise  to  attempt  it. 

Senator  Payne.  And,  until  you  attract  personnel  that  understand 
what  you  are  trying  to  get  at  and  are  willing  to  give  them  the  tools 
to  work  with,  which  the  Congress  can  provide  in  the  form  of  legis¬ 
lation,  you  still  are  going  to  be  out  in  left  field. 

Mr.  Stewart.  Exactly.  Now,  of  course,  I  think  it  was  Thaddeus 
Stevens  who  said  of  specie  payment.  “The  way  to  resume  is  to  resume.” 

Senator  Kennedy.  Who  did  you  say  that  was? 

Mr.  Stewart.  Thaddeus  Stevens,  speaking  of  the  resumption  of 
specie  payment.  Thaddeus  Stevens  was  a  Republican  and  from 
Pennsylvania.  [Laughter.] 

Well,  in  any  case,  they  say  that  the  way  to  resume  is  to  resume, 
and  it  might  be  applied  to  this.  Perhaps  the  way  to  go  to  an  ex- 
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penditure  budget  is  to  go  to  it,  but  I  fear  if  you  go  too  quickly,  you 
will  find  that  you  will  have  some  of  the  troubles  you  had  with  the 
performance  budget. 

In  my  opinion,  the  attempts  to  inaugurate  a  performance  budget 
were  premature.  For  that  reason,  there  was  a  good  deal  of  criticism 
and  misunderstanding  of  what  was  basically  a  sound  idea. 

I  would  like,  however,  to  see  the  Congress,  by  legislation,  or  other¬ 
wise,  indicate  its  belief  that  the  ultimate  objective  should  be  a  budget 
in  terms  of  annual  accrued  expenditures.  In  other  words,  this  ac¬ 
counting  foundation  which  we  are  laying,  this  foundation  of  manage¬ 
ment,  is  directed  to  the  implementation  through  an  accrued 
expenditure  budget  in  management. 

Senator  Kennedy.  Mr.  Stewart,  do  you  think  you  can  summarize 
exactly  how  that  would  work  compared  to  the  present  budget?  It 
is  discussed  in  the  task  report,  but  it  would  be  helpful. 

Mr.  Stewart.  Let  me  put  it  in  as  simple  terms  as  I  can.  Senator.  At 
present,  the  budget  is  concerned  with  obligational  authority.  The 
agencies  go  to  the  Congress  and  request  obligational  authority  for 
various  purposes.  Now,  that  authority  is  usable  in  multiple  years. 
Some  of  it,  as  Senator  Payne  pointed  out,  is  for  long  lead-time  items. 
In  the  purely  housekeeping  agencies  and  creations  of  the  Congress, 
for  instance,  such  as  the  FCC,  ICC,  Securities  and  Exchange  Com¬ 
mission,  the  Bureau  of  Internal  Revenue,  even  the  Treasury,  the  dif¬ 
ference  between  accrued  expenditures  and  obligational  authority  would 
be  rather  narrow.  But,  it  is  in  those  agencies,  in  the  fields  of  defense 
and  foreign  aid  that  the  impact  of  a  budget  in  terms  of  accrued  ex¬ 
penditures  would  be  particularly  felt. 

Senator  Payne.  If  I  might,  Mr.  Chairman,  the  reason  for  that  is 
because  the  agencies  that  you  refer  to,  like  ICC,  FCC,  SEC,  the 
Treasury  Department,  and  some  others  of  a  similar  nature,  have  annual 
needs  for  the  operation  of  the  Department  which  are  not  such  as  neces¬ 
sarily  would  confuse  the  issue  too  much.  They  are  rather  stable  in 
their  nature,  year  in  and  year  out.  They  deal  with  personnel  with 
certain  commodities,  contractual  agreements,  and  so  forth,  and  can 
pretty  well  be  earmarked. 

Mr.  Stewart.  Exactly.  They  operate  essentially  with  personnel, 
supplies,  services. 

Senator  Kennedy.  This  would  deal  with  the  effective  no-year  ap¬ 
propriations? 

Mr.  Stewart.  Exactly. 

Senator  Kennedy.  Would  you  explain  how  your  system  would  work 
in  the.  purchase  of  planes?  Would  it  give  us  more  control? 

Air.  Stewart.  Let’s  take  a  battleship  rather  than  a  plane.  We,  all 
know  it  takes  4  or  5  years  to  construct  a  carrier.  The  Defense  Depart¬ 
ment  would  come  to  Congress  and  say  that  we  require  vessels  in  a  cer¬ 
tain  category,  and  convince  the  Appropriations  Committee,  and  Mili¬ 
tary  Affairs  Committees,  that  the.  construction  of  a  carrier  was  wise 
and  they  should  have  appropriated  funds.  You  would  give  them 
initially,  contractual  authority,  which  would  permit  them  to  enter  into 
a  contract  but  you  would  say  to  them,  “We  want  a  projection  from  you 
as  to  when  and  how  you  are  going  to  spend  the  money.” 

Let’s  say  you  are  spending  $50  million  on  a  ship.  What  is  your  time 
schedule?  Now,  you  do  that  in  industry,  and  say  the  Standard  of 
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New  Jersey,  for  instance,  wants  to  build  a  refinery  in  Venezuela.  The 
Comptroller  has  to  lay  out  the  needs  for  funds,  when  they  will  be 
needed  and  the  length  of  time  required  to  complete  the  project. 

Now,  initially,  the  Department  would  be  given  enough  funds  to  take 
care  of  the  accrued  expenditures,  that  is,  that  doesn’t  mean  cash  out 
of  the  till.  That  means  to  take  care  of  the  services  and  goods  which 
would  be  received  during  a  fiscal  year,  whether  paid  for  or  not,  be¬ 
cause  if  they  incurred  the  expenditure  by  acquiring  services  or  goods, 
to  that  extent,  the  Government  is  committed. 

At  the  moment,  you  have  the  right  of  the  Government  to  cancel 
any  contract  and  pay  whatever  the  termination  charges  may  be,  so 
that  you  wouldn’t  be  altering,  really,  the  present  situation  as  it  con¬ 
cerns  the  private  contractor.  He  is  always  exposed  to  that,  but  you 
would  be  saying  to  the  Defense  Department,  how  much  money  in  terms 
of  dollars  do  you  need  for  fiscal  1958?  When  they  come  in  with  the 
next  budget  on  an  accrued  expenditure  basis,  there  would  be  a  review 
of  the  extent  to  which  performance  met  promise.  In  other  words, 
you  told  us  last  year  that  in  the  first  year,  you  would  need  $10  million 
for  this  project.  Now,  how  much  of  it  have  you  spent?  If  you 
have  spent  $2  million,  why?  If  they  wanted  to  spend  more,  they 
would  be  in  to  see  the  Congress  for  supplemental  appropriations  for 
the  year,  but  it  would  give  Congress  a  feel  of  the  pulse  of  Govern¬ 
ment  expenditure,  rather  than  leaving  it  open-ended. 

Now,  in  the  field  of  aircraft  procurement,  which  Senator  Payne 
referred  to,  as  I  remember  it,  in  January  1954,  the  Defense  Depart¬ 
ment  was  asked  what  the  carryover  of  unobligated  expenditures  would 
be  at  the  end  of  the  fiscal  year,  June  30,  and  that  was  in  connection 
with  processing  an  appropriation  bill.  The  response  was,  “Under 
$2  billion.'’  I  forget  the  exact  figure,  one  billion  nine  or  something 
like  that. 

On  June  30,  when  the  fiscal  year  ended,  it  was  then  possible  to  de¬ 
termine  what  the  carryover  was  and  the  carryover  was  in  excess  of 
$4  billion. 

Senator  Payne.  Let  me  just  say  there  that  it  was  possible,  Mr. 
Stewart,  but  I  have  a  very  definite  reservation  in  my  mind  as  to  even 
then,  whether  the  figure  was  an  accurate  figure. 

Mr.  Stewart.  I  agree  with  you  on  that  because  I  think  one  of  the 
real  lacks  in  this  Government,  particularly  in  the  Defense  Depart¬ 
ment,  is  a  control  of  obligations.  As  I  understand  it,  Congress  passed 
legislation  which  required  the  Defense  Department  to  report  out¬ 
standing  obligations. 

Senator  Payne.  In  fact,  required  all  departments  to  report  and  the 
General  Accounting  Office  has  done  a  remarkably  good  job,  but  they 
have  had  a  hard  job. 

Mr.  Stewart.  But,  as  you  know,  it  followed  a  long  period  of  argu¬ 
ment  as  to  what  constituted  an  obligation  and  legal  definition  of 
obligation,  and  to  the  point  it  was  abundantly  clear  that  the  fur¬ 
nishing  of  such  a  figure  was  not  a  comfortable  job.  It  seems  to  me, 
comfortable  or  not,  it  is  a  figure  which  the  Congress  should  have. 

Now,  if  you  look  at  the  carryover  of  unobligated  expenditures,  you 
will  get  an  idea  of  what  I  am  talking  about.  The  unexpended  bal¬ 
ances  of  appropriations  for  the  year  1950,  which  was  before  Korea, 
remember,  were  about  $11V2  million  brought  forward  into  the  year ; 
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1951,  fourteen  billion,  one  hundred  million;  1952,  due  primarily  to 
Korea,  fifty  billion,  three  hundred  million;  1953,  sixty-eight  billion, 
eight  hundred  million;  1954,  seventy  eight  billion,  four  hundred  mil¬ 
lion;  1955,  sixty-eight  billion;  195G  estimated  at  the  time  we  did  the 
job. 

Senator  Kennedy.  That  is  unexpended,  not  unobligated? 

Mr.  Stewart.  Those  are  amounts  unexpended — balances  of  appro¬ 


priations. 

Senator  Payne.  And  they  can  be  unobligated  balances  as  well. 

Mr.  Stewart.  Most  of  them  are  unobligated ;  ye.s. 

Now,  you  see,  the  concept  of  controlling  the  financial  operations  of 
the  Government,  through  the  obligational  system,  places  a  premium 
on  obligating  all  funds  before  the  availability  of  them  expires. 

Senator  Payne.  That  helps  them  in  coming  before  the  Budget  Bu¬ 
reau  and  the  Congress  the  next  year  and  say,  “Look,  this  is  what  we 
had  last  year.  We  have  got  to  have  at  least  as  much  to  operate  this 
year,  if  not  a  little  bit  more.”  There  is  no  attention  given  to  what  the 
actual  expenditure  is  or  the  cost  basis  of  the  operation. 

Senator  Kennedy.  Does  not  Congress  take  into  consideration  the 
unexpended  balance  of  the  appropriation  in  appropriating  the  next 
year? 

Mr.  Stewart.  If  the  Congress  knows  what  they  are.  I  think  that 
has  been  a  rather  flimsy  figure. 

Senator  Kennedy.  You  feel  the  Congress  has  not  been  given  ac¬ 
curate  figures? 

Mr.  Stewart.  Congress  lias  been  doing  the  best  with  what  thej"  have 


had. 

Senator  Payne.  If  I  may,  at  this  point,  I  think  it  is  true  that  they 
have  had  very  little  information  with  regard  to  the  pileup  of  inven¬ 
tories  of  supplies  and  of  things  that  were  brought  in  the  prior  year 
that  are  going  to  be  used  in  this  next  year  and  you  will  find,  and  I 
notice  it  is  true  in  State  government  itself,  they  do  exactly  the  same 
thing.  They  always  have  to  justify  at  least  having  as  much  as  they 
had  the  previous  year  and  as  much  more  as  they  can  get.  It  is  a  pyra¬ 
miding  proposition. 

Mr.  Stewart.  When  you  talk  about  inventories,  that  is  one  of  the 
targets  that  this  will  hit.  At  the  moment,  the  Defense  Department 
particularly  is  still  wrestling  with  the  problem  of  establishing  inven¬ 
tories.  Now,  I  have  great  sympathy  with  them  in  their  job.  It  is  a 
tremendous  job  but  it  seems  to  me  that  everything  that  is  in  this  bill 
is  directed  toward  strengthening  the  hands  of  people  who  want  to  get 
an  accountability  that  will  show  what  they  own,  what  they  owe,  and 
what  they  have  done  with  what  they  had.  There  are  shortcomings  in 
that  field  right  now,  as  you  know,  Senator. 

Senator  Payne.  Yes. 

Mr.  Stewart.  The  difficulty  with  the  obligational  system  is  the  em¬ 
phasis  which  it  places  upon  using  appropriated  funds.  That  comes 
about  partly  because  it  is  useful  in  going  to  the  Congress  for  additional 
funds  to  show  that  you  used  what  they  gave  you  last  year,  but  there 
is  another  facet  of  the  problem.  Congress  appropriates  the  funds  and 
they  go  to  the  agencies  for  use.  Well,  in  the  agency,  we  believe  there 
should  be  an  administrative  budget  and  operational  units  should  pres¬ 
ent  the  budget  in  meaningful  terms. 
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As  it  stands  at  the  moment,  that  is,  not  at  the  moment  but  at  the  time 
we  made  our  examination,  the  administrative  control  of  funds  in  the 
Department  of  Defense  was  being  attempted  through  a  so-called  allot¬ 
ment  system.  The  exact  number  of  allotments  we  couldn’t  determine. 

We  were  told  that  there  would  be  at  least  a  million. 

Now,  I  ask  you,  could  you  run  any  enterprise  with  a  million  allot¬ 
ments?  The  minute  you  set  allotments  18  months  in  advance  of  use, 
you  are  pyramiding  it  and  you  are  doing  it  on  the  basis  of  fragmentary 
cost  information,  and  you  are  doing  it  on  the  basis  which  places  the 
only  criteria  of  performance  on  your  ability  to  live  within  an  allot¬ 
ment.  That  means  if  you  don’t  spend  more  than  the  allotment,  you 
have  done  a  reasonably  good  job. 

Now,  we  believe  that  with  emphasis  on  cost,  and  cost  by  organiza¬ 
tional  units  and  functions,  we  could  get  away  from  that  allotment 
concept  and  substitute  what  you  have  in  industry.  As  a  matter  of 
fact,  this  accrued  expenditure  theory  is  not  completely  new  to  Gov¬ 
ernment.  I  talked  last  spring  with  Dr.  May  in  The  Hague.  He  tells 
me  that  lie  worked  and  ultimately  did  place  the  accounts  of  the  Dutch 
Government  on  an  accrued  basis.  I  have  nothing  but  his  word  for 
it.  but  I  would  be  interested  and  I  think  you  might  be  interested  to  see 
whether  that  has  not  been  done. 

Senator  Payne.  I  think  that  I  read  a  treatise  on  that  a  little  while 
ago,  indicating  that  that  lias  taken  place.  In  connection  with  your 
statement  on  this  breakdown  of  allotments  in  the  Defense  Depart¬ 
ment,  let  me  say  that,  unfortunately,  I  happened  to  be  tagged  while 
I  was  in  the  Air  Force,  although  I  wanted  to  be  in  another  line  of 
work,  with  establishing  the  first  approach  to  the  development  of  a 
budget  system  in  the  Air  Force. 

I  can  subscribe  fully  to  what  you  have  said  with  regard  to  allot¬ 
ments.  For  instance,  I  was  with  the  Flying  Training  Command  and 
we  were  divided  by  breakdowns  in  the  major  commands  over  the 
country  with  Eastern,  Central,  and  Western  Flying  Training  Com¬ 
mands' and  with  the  technical  training  commands  that  also  came  in. 
They  were  broken  down  from  Headquarters,  Air  Force,  here,  where  I 
eventually  landed  at  the  last  end  of  the  war.  down  to  the  separate 
commands,  then  from  the  separate  commands  down  to  subordinate 
commands,  and  then  from  subordinate  commands  down  to  field  com¬ 
mands,  and  it  embraced  even  in  the  setup  alone,  thousands  of  separate 
allotments  that  were  handed  down  to  the  field.  I  can  tell  you  from 
my  own  experience,  that  whenever  we  endeavored  to  tie  down  what 
amount  was  available  on  an  allotment  given  at  any  specific  period, 
strangely  enough,  the  word  always  came  down  from  somewhere  to 
the  effect,  regardless  of  what  the  actual  encumbrances  against  that,  al¬ 
lotment  were,  “Report  your  obligation  against  that  allotment  as  being 
approximately  the  amount  that  you  have  in  your  possession  because 
we  just  can’t  afford  to  lose  it  as  we  have  to  make  another  stab  at  this 
thing  next  year.' 

So,  that  is  the  danger  that  you  get  into  and  it  is  not  true  of  the 
Federal  Government  alone,  as  you  run  into  it,  Mr.  Stewart,  in  State 
government  and  in  every  phase  of  government  that  you  get  into.  _  It 
is  an  awfully  hard  thing  to  get  away  from  and  until  you  get  something 
of  the  nature  we  are  talking  about  here,  you  will  never  correct  it. 
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Mr.  Stewart.  Now,  even  in  the  Department  of  Defense,  they  admit 
that  it  is  possible.  I  have  seen  a  letter  from  Mr.  McNeil,  the  Comp¬ 
troller,  in  which  he  says  that  it  is  feasible.  It  will  present  some  ad¬ 
ministrative  problems  but  they  are  not  insurmountable.  Of  course, 
anything  you  do  presents  administrative  problems. 

Have  1  dwelt  on  that  sufficiently,  Senator  ? 

Senator  Kennedy.  Yes. 

Mr.  Stewart.  I  could  go  on  for  days  on  that  one. 

Senator  Kennedy.  No,  I  would  like  you  to  go  on  to  your  next  point. 
You  have  the  bill  in  front  of  you.  Would  you  care  to  go  through  it, 
maybe  section  by  section,  and  tell  us  your  opinion?  Of  course,  they 
are  all  implementing  the  previous  recommendations  that  you  have 
made,  but  perhaps  you  could  explain  some  of  the  different  sections  and 
also  tell  us  what  is  in  this  bill,  or  the  bill  that  we  had  hearings  on  yes¬ 
terday,  that  would  be  worth  the  subcommittee’s  interest. 

Mr.  Stewart.  I  think  I  might  short-cut  this  by  saying  that  the  only 
real  question  is  whether  or  not  some  of  these  recommendations  can  be 
effected  more  quickly  and  more  effectively  by  administrative  means  or 
by  Executive  order,  if  you  will,  or  whether  they  require  legislation. 

Personally,  if  I  were  a  Senator  and  I  had  a  feeling  that  there  was 
any  dragging  of  the  heels  on  the  executive  side  of  the  Government,  I 
would  feel  constrained  to  take  the  legislative  route.  But  I  haven’t  been 
present  at  these  hearings  and  I  don’t  know  what  resistance,  if  any, 
there  might  be.  I  suspect  that  there  is  very  little  in  this  that  could  be 
disagreed  with  in  principle. 

The  first  one  that  there  might  be  a  question  raised  on,  216  (b), 
could  be  done  administratively.  Of  course,  if  it  is  done  by  congres¬ 
sional  action,  there  is  the  additional  spur  that  comes  from  the  Congress 
having  taken  action  on  it. 

Section  218  I  think  is  a  bit  extreme  because,  as  I  see  it  now,  the 
Director  of  the  Budget  has  the  responsibility  which  is  set  forth  in 
that  section. 

Senator  Payne.  And,  as  a  matter  of  fact,  is  trying  to  accomplish 
this  very  thing. 

Mr.  Stewart.  Yes,  and  I  think  the  structure,  for  instance,  of,  “Not 
more  than  2  persons  for  each  principal  subdivision  of  a  department 
or  establishment  shall  be  assigned  by  the  director  to  any  1  depart¬ 
ment,”  would  be  unnecessarily  restrictive.  There  might  be  times  when 
you  would  want  to  really  put  shock  troops  in  to  a  situation,  and  other 
times  when  you  might  want  nobody. 

Senator  Payne.  Of  course,  at  the  present  time  it  is  almost  impossible 
to  get  people  into  Government  that  can  comply  with  the  qualifications 
I  set  forth  here. 

Mr.  Stewart.  I  would  think  section  218  could  be  done  better  admin¬ 
istratively. 

I  agree  to  everything  until  we  get  to  section  120.  That  is  the  con¬ 
troversial  one  which  I  understand  the  General  Accounting  Office  has 
a  feeling  shouldn’t  be  done. 

One  reason  for  doing  it,  it  seems  to  me,  is  to  put  some  drive  under 
this  reform  of  financial  reporting  and  accounting  in  the  executive 
branch.  It  seems  to  me  whether  you  do  it  by  setting  up  a  statutory 
office  or  whether  you  do  it  by  taking  a  position  that  there  should  be 
in  the  Bureau  of  the  Budget  an  Assistant  Director  for  Accounting,  we 
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will  say,  appointed  by  tlie  Director  of  the  Budget,  I  think  is  a  matter 
for  you  gentlemen  to  decide. 

I  do  think  that  something  should  be  said  in  the  legislation  about  the 
undertaking  of  that  responsibility.  I  might  say  that  the  General 
Accounting  Office,  we  found,  was  the  most  constructive  influence  in 
this  whole  Government  accounting  picture.  Through  their  Systems 
Division,  they  had  done  a  good  deal  to  help  agencies  which  had  no¬ 
where  else  to  look.  Logically,  the  agency  should  have  been  able  to 
look  to  the  Bureau  of  the  Budget. 

In  the  General  Accounting  Office  they  should  be  able  to  review  this 
executive  performance,  rather  than  find  that  they  actually  had  to  do 
the  job  in  some  cases. 

Senator  Payne.  Well,  it  is  true,  is  it  not,  Mr.  Stewart,  and  I  agree 
with  you,  the  General  Accounting  Office  has  done  a  remarkable  job 
and  without  the  type  of  work  they  have  done,  Lord  only  knows  where 
we  would  be  on  our  fiscal  setup. 

Mr.  Stewart.  That  is  right. 

Senator  Payne.  But  if  the  Bureau  of  the  Budget  with  competent 
personnel  and  with  adequate  personnel  were  able  to  carry  out  many 
of  the  recommendations  the  General  Accounting  Office  makes  from 
time  to  time,  and  to  work  very  closely  and  get  the  agenices  and  de¬ 
partments  of  the  Government  adopting  more  and  more  of  these  con¬ 
structive  suggestions  and  developing  consistent  overall  policies,  it 
would  make  the  job  of  the  General  Accounting  Office  much  more 
simple  in  their  effort  to  do  a  factual  and  complete  job  of  postaudit 
which,  of  course,  is  their  prime  responsibility. 

Mr.  Stewart.  It  would. 

Senator  Symington.  Mr.  Chairman,  may  I  ask  a  question  there  ? 

Senator  Kennedy.  Yes. 

Senator  Symington.  I  am  sorry  that  I  have  been  late,  Mr.  Stewart, 
but  I  have  been  to  another  hearing  from  9  :  30  to  just  now.  Let  me  be 
sure  I  understand  what  this  bill  is  getting  at,  as  you  see  it.  The 
Director  of  the  Bureau  of  the  Budget  will  send  two  people  to  work  in 


the  Department  of  Defense  ? 

Mr.  Stewart.  Well,  before  you  came  in,  Senator,  I  suggested  that 
that  section  seemed  rather  extreme  because  2  people  or  22  people  in 
the  Department  of  Defense  would  still  be  wrestling  with  an  impossible 
problem. 

Senator  Symington.  As  I  understand  it,  first,  the  budget  of  the 
Department  of  the  Army  is  made  up  by  the  proper  people  within  the 
Department  and  submitted  to  the  Secretary  of  the  Army;  is  that 
correct ? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  And  then  the  Secretary  of  the  Army  submits 
that  budget,  as  do  the  Secretaries  of  the  other  two  services,  to  the  Sec- 
retry  of  Defense;  is  that  right? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  And  there  it  is  examined  and  possibly 
changed.  Then  it  is  submitted  to  the  executive  branch  of  the  Gov¬ 
ernment  at  the  level  of  the  White  House;  is  that  correct? 


Mr.  Stewart.  As  I  understand  it. 

Senator  Symington.  Bight,  and  that  is  generally  the  Director  of 
the  Bureau  of  the  Budget.  He  is  the  one  that  takes  the  next  look  at  it. 
Mr.  Stewart.  He  is  the  fellow  that  gets  the  last  look. 
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Senator  Symington.  Now,  inasmuch  as  65  cents  of  your  tax  dollar 
is  for  current  military  preparation— 84  cents  of  your  current  tax 
dollar  is  for  past,  present,  or  possible  future  war — would  it  not  be  diffi¬ 
cult  to  change  any  aspect  of  the  situation  by  having  two  additional  or 
two  less  people  in  the  Bureau  of  the  Budget  ? 

Mr.  Stewart.  Well,  I  personally  don’t  subscribe  to  writing  into  leg¬ 
islation  what  really  is  an  administrative  problem.  In  other  words, 
if  I  were  Director  of  the  Budget,  I  would  feel  T  should  be  free  to  apply 
as  many  or  as  few  people  as  I  wanted  to  any  department. 

Senator  Symington.  In  other  words,  to  do  the  job  with  whatever 
is  necessary  ? 

Mr.  Stewart.  That  is  right,  and  I  would  have  lo  take  responsibility 
for  what  is  done.  In  our  recommendations,  we  urged  that  within  each 
department,  the  Bureau  have  a  staff  that  is  going  along  from  day  to 
day,  and  which  is  completely  conversant  with  what  is  happening  in 
the  department.  But  again,  until  you  can  get  the  people,  you  can’t  do 
the  job.  I  don’t  think  anyone,  after  the  fact,  can  take  a  look  at  that 
defense  budget  and  know  much  about  it. 

Senator  Kennedy.  Mr.  Stewart,  1  would  like  to  have  you  just  sum 
up  for  Senator  Symington  what  you  talked  about,  how  you  feel  the 
defense  budget  should  be  changed  from  the  present  system  because 
he  is  very  interested  in  that  part  of  it  and  I  would  like  to  have  his 
opinion  on  it. 

Mr.  Stewart.  Senator,  any  change  in  the  defense  budget,  maybe  it 
is  a  masterpiece  of  understatement  to  say,  is  going  to  take  time.  It 
seems  to  me  and  it  seemed  to  our  task  force,  that  a  cost-based  budget 
in  terms  of  accrued  expenditures  was  the  most  effective  means  of  con¬ 
trolling  the  military  budget. 

Senator  Symington.  Now,  I  am  sorry,  but  I  do  not  exactly  under¬ 
stand  what  you  mean  by  that.  I  have  defended  military  budgets  and 
I  have  been  in  business  but  I  would  like  your  explanation,  first,  as  to 
what  that  means  per  se,  and  second,  as  to  how  it  differs  from  the  cur¬ 
rent  way  of  operating. 

Mr.  Stewart.  The  current  budget  is  enacted  in  terms  of  obligational 
authority  for  multiple  years. 

Senator  Symington.  Obligational  authority  for  multiple  years. 
As  I  understand  it,  each  department  is  given  so  much  money  in  the 
way  of  appropriations  which  it  can  use.  Some  of  it  has  to 'be  used 
in  the  12  months  of  the  fiscal  year  in  question  and  some  of  it  can 
extend  because  of  the  nature  of  the  product  being  purchased,  beyond 
the  fiscal  year  in  question  ? 

Mr.  Stewart.  Exactly. 

Senator  Symington.  Is  that  right  ? 

Mr.  Stewart.  Yes. 

Senator  Symington.  I  understand  that  is  the  way  they  operate  now, 
on  the  basis  of  appropriations,  obligations  and  expenditures;  right? 

Mr.  Stewart.  Y es. 

Senator  Symington.  Now,  go  ahead. 

Mr.  Stewart.  Once  the  money  goes  to  the  Defense  Department - 

Senator  Symington.  What  did  you  say  ? 

Mr.  Stewart.  Once  the  moneys  are  appropriated  by  the  Congress 
and  they  are  available  for  use,  for  obligation,  you  then  have  the  prob¬ 
lem  of  administering  that  budget  within  the  agency. 

Senator  Symington.  Yes. 
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Mr.  Stewart.  At  present,  the  administration  has  attempted, 
through  a  so-called  allotment  system — that  allotment  system  has  over 
a  million  allotments,  allotments  and  suballotments  and  administrative 
subdivisions  of  suballotments,  so  called - 

Senator  Symington.  Now,  when  you  say  that  the  Department  of 
Defense  allots  the  money  to  each  of  the  services - 

Mr.  Stewart.  It  first  goes  to  the  services. 

Senator  Symington.  Night. 

Mr.  Stewabt.  Then  within  the  services,  it  goes  to  various  activities. 

Senator  Symington.  Eight. 

Mr.  Stewart.  And  you  will  find  allotments  as  little  as  a  thousand 
dollars  and  our  feeling  was  that  in  an  operation  of  that  size,  it  is 
impossible,  18  months  in  advance,  empirically,  to  look  at  a  situation 
and  say  that  this  particular  item  of  this  particular  activity  should 
have  a  thousand  dollars. 

Senator  Symington.  Actually  more  than  18  months,  if  you  formu¬ 
late  for  the  fall  of  the  next  fiscal  year. 

Mr.  Stewart.  That  is  right.  So  we  say,  let's  get  some  accounting 
in  this  picture;  let’s  understand  what  they  are  doing  with  this  money 
in  terms  of  operational  or  organizational  units.  For  instance,  it  is 
much  more  intelligible  to  take  a  look  at  an  operation  like  a  hospital 
and  say,  “How  much  money  do  you  want  for  the  hospital,”  and  appro¬ 
priate  in  terms  of  what  you  need  for  that  hospital,  rather  than  appro¬ 
priate  in  terms  of  pay  of  medical  personnel,  pay  of  civilian  personnel, 
pay  of  any  other  services  that  you  may  acquire  outside,  a  multitude 
of  supplies,  and  so  forth.  In  other  words,  if  you  assign  management 
responsibility  within  the  Military  Establishment  to  people,  that  re¬ 
sponsibility  can  be  gaged  in  terms  of  projected  budgets. 

Senator  Symington.  What  you  are  saying  is  that  you  would  like 
to  see,  in  effect,  a  unit  cost  system  applied  instead  of  a  departmental 
cost  or  subdeoartmental  cost  system,  is  that  right  ? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  I  can  see  right  away  that  the  unit  cost  system 
will  give  you  a  better  control  of  efficiency,  but  how  about  from  the 
standpoint  of  bookkeeping,  would  it  not  be  more  difficult  ? 

Mr.  Stewart.  As  a  matter  of  fact,  I  think  they  are  doing  more 
bookkeeping  under  a  system  that  has  a  million  allotments  than  you  do 
under  a  system  that  went  directly  at  organizational  costs. 

Senator  Symington.  But,  you  are  going  to  have  quite  a  few  units, 
like  hospitals  ? 

Mr.  Stewart.  You  are  still  accounting  for  them.  Our  feeling  was 
that  what  we  recommended  should  not  increase  the  costs  of  account¬ 
ing  but  should  give  you  something  more  useful. 

Senator  Symington.  To  whom  did  you  recommend  it,  Mr.  Stewart? 

Mr.  Stewart.  We  recommended  it  to  the  Congress. 

Senator  Symington.  When  ? 

Mr.  Stewart.  I  was  chairman  of  the  task  force  of  the  Hoover  Com¬ 
mission. 

Senator  Symington.  Did  you  discuss  it  with  the  Department  of 
Defense  ? 

Mr.  Stewart.  We  did. 
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Senator  Symington.  Did  you  have  hearings  and  have  people  over 
there  from  the  Department  ? 

Mr.  Stewart.  No. 

Senator  Symington.  For  example,  what  was  your  relationship  as 
chairman  with  Mr.  .  J.  McNeil,  the  Comptroller  of  the  Department 
of  Defense? 

Mr.  Stewart.  Well,  I  have  known  Mr.  W.  J.  McNeil  since  the  war 
years  in  the  Navy.  I  knew  some  of  McNeil’s  training,  his  background, 
his  capabilities,  and  I  knew  some  of  the  people  with  him.  I  had  on 
my  task  force,  one  man  who  had  worked  intimately  in  the  Department 
of  Defense  for  quite  a  period. 

Senator  Symington.  In  what  position  ? 

Mr.  Stewart.  He  was  special  assistant  to  McNeil. 

Senator  Symington.  What  was  his  name  ? 

Mr.  Stewart.  Sullivan,  Joseph  M.  We  had  in  addition,  the  De¬ 
partment  of  Defense  study,  which  had  been  made  by  the  so-called 
Cooper  committee.  This  was  made  about  the  lime  that  our  task  force 
was  created. 

Senator  Symington.  What  year? 

Mr.  Stewart.  Well,  it  was  so  long  ago,  I  would  say  in  1954.  That 
was  Charles  P.  Cooper,  who  used  to  be  executive  vice  president  of  the 
American  Telephone  &  Telegraph  Co.  He  was  asked  by  Mr.  Wilson 
to  make  a  review  of  fiscal  control  within  the  Department  of  Defense. 
We  had,  at  the  outset — the  question  Avas  whether  this  project  would  be 
helpful  to  us  in  our  work  or  hinder  us.  When  I  looked  at  the  com¬ 
position  of  the  group,  I  personally  was  satislied  that  anything  that 
came  out  of  it  would  be  helpful. '  They  made  a  study  and  made  a 
report. 

Senator  Symington.  Who  made  a  study  and  who  made  a  report? 

Mr.  Stewart.  The  Cooper  Committee. 

Senator  Symington.  Of  the  Hoover  Commission  ? 

Mr.  Stewart.  Oh,  no,  a  study  of  the  Department  of  Defense. 

Senator  Symington.  At  the  request  of  Mr.  Wilson  ? 

Mr.  Stewart.  Bequest  of  Mr.  Wilson  and  reported  to  Mr.  Wilson. 
I  talked  at  great  length  with  Mr.  Cooper  and  with  some  of  the  people 
who  headed  the  accounting  function  for  him.  They  were  in  substan¬ 
tial  agreement  with  our  task  force.  I  didn’t  talk  with  them  until  we 
had  ourselves  spent  time  in  the  Bureau  of  the  Budget,  spent  time 
with  the  General  Accounting  Office  people,  and  in  the  Department  of 
Defense,  and  had  talked  with  people  and  had  some  feel  of  what  our 
own  position  might  be. 

Senator  Symington.  Now,  more  specifically  and  for  guidance,  the 
task  force  for  the  Department  of  Defense  under  Mr.  Cooper  was  in 
substantial  agreement  with  your  recommendations  here  to  the  Con¬ 
gress  ? 

Mr.  Stewart.  I  would  say  it  was. 

Senator  Symington.  That  is  what  I  wanted  to  know. 

Mr.  Stewart.  I  would  say  it  was,  although  they  didn’t  go  as  far  as 
we  went.  They  did  not  recommend  that  accrued  expenditure  budget, 
as  I  remember  it,  but  they  did  recommend  the  setting  up  of - 

Senator  Symington.  What  do  you  mean  by  “accrued  expenditure 
budget”  ? 

Mr.  Stewart.  An  annual  budget  in  terms  of  the  expenditures  which 
the  departments  expect  to  incur,  as  the  cost  of  goods  and  services  to 
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be  acquired  during  a  year.  That  means  whether  they  have  paid  for 
them  or  not.  In  other  words,  if  they  have  had  services  rendered  and 
haven’t  been  billed.  This  is  accrual— they  owe  the  money,  just  as  in 
business.  If  they  have  had  supplies  delivered  to  them  and  have 
actually  used  them,  they  have  them  under  their  possession,  they  would 
be  accountable  for  them. 

In  the  ordinary  agencies  of  Government,  that  is,  the  housekeeping 
agencies,  it  would  make  very  little  difference,  as  you  know,  because 
all  they  deal  in  is  salaries,  services  and  supplies.  In  the  Defense  De¬ 
partment,  we  felt  the  advantage  of  an  accrued  expenditure  budget 
would  be  a  continuous  look  at  these  long- lead-time  items.  In  other 
words,  you  go  to  the  Congress  and  get  an  appropriation  which  would 
take  care  of  your  projected  expenditures  for  a  particular  year.  You 
would  say  also,  now  we  are  building  a  battleship,  and  we  want  con¬ 
tractual  authority  for  a  period  longer  than  a  year. 

Senator  Symington.  You  have  that  already.  Let’s  take  a  bomber. 

Mr.  Stewart.  You  might  have  a  bomber  contract. 

Senator  Symington.  I  think  if  you  laid  a  hull,  you  do  not  have  to 
come  back  and  get  additional  money  for  higher  cost  of  a  ship.  At 
least,  that  is  the  way  it  used  to  be.  Let’s  take  a  bomber. 

Mr.  Stewart.  I  will  take  a  bomber  contract.  Initially,  of  course, 
you  would  have  the  development  work.  You  would  have  to  put 
enough  in  the  budget  under  general  development  to  take  care  of 
the  development  of  the  bombers,  fighters,  or  whatever  you  had.  Once 
a  bomber  had  reached  a  stage  of  production,  taking  into  account  start¬ 
ing  load  costs  and  the  final  upswing  in  costs  at  the  end  of  production, 
you  would  estimate  what  a  certain  number  of  bombers  was  going  to 
cost  you.  You  would  say  that,  well,  within  fiscal  1958,  we  believe  that 
we  couldn’t  get  delivery  of  more  than  150,  and  150  at  a  price  which 
takes  into  account  starting  load  costs  and  tapering  off  costs,  which 
would  be  approximately  X  hundreds  of  millions  of  dollars. 

That  would  be  in  the  budget  but  the  Air  Force  says,  “Look,  we 
need  more  than  150,  we  need  500.”  All  right,  then  we  will  give  you 
contractual  authority  to  go  ahead  with  500.  The  next  year  when  you 
come  in,  you  again  say  how  much  money  you  need. 

Senator  Symington.  You  have  put  in  the  expenditure  budget,  as 
you  call  it,  the  amount  of  money  that  you  believe  will  be  necessary 
to  pay  for  what  you  get  during  that  year  ? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  But,  at  the  same  time,  you  also  give,  by  law, 
the  Air  F orce  the  right  to  contract  for  additional  bombers,  which  you 
will  not  have  to  pay  for  in  that  year  ? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  Is  that  correct? 

Mr.  Stewart.  That  is  it. 

Senator  Symington.  That  certainly  is  logical  to  me.  Let  me  ask 
you,  how  does  that  differ  from  the  present  law  ? 

Mr.  Stewart.  Well,  as  I  understand  it,  under  the  present  law,  there 
is  no  cutoff  point  at  the  end  of  any  year.  You  would  have  to  get  the 
Air  Force  money  at  the  moment.  You  would  give  then  so-called  no¬ 
year  money - 

Senator  Symington.  No  year? 

Mr.  Stewart.  Called  no-year  money. 

Senator  Symington.  What  do  you  mean? 
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Mr.  Stewart.  Monev  that  is  not  limited  to  the  particular  fiscal 
year  in  which  it  finds  itself  in  the  budget.  In  other  words,  the  Air 
Force  says,  “We  have  a  3-year  program  under  which  we  will  need  X 
number  of  bombers.” 

Senator  Symington.  I  see  what  you  mean. 

Mr.  Stewart.  So,  we  now  want  obligational  authority  and  we  will 
immediately  go  out  and  obligate  these  funds  or  we  may  drag  our  heels. 

Senator  Symington.  I  understand.  Let  me  ask  you  2  or  3  ques¬ 
tions  around  that.  Would  the  contracting  company,  the  supplier, 
accept  a  contract  on  that  basis?  Do  you  think  lie  would  consider  it 
was  an  obligation  of  the  United  States  Government  ? 

Mr.  Stewart.  I  think  he  would.  I  think  he  would  be  even  better 
protected  on  that  basis  than  he  is  now. 

Senator  Symington.  Let  me  ask  you  the  next  question.  Suppose 
you  got  a  lot  more  airplanes,  which  would  be  a  pleasant  surprise,  put¬ 
ting  it  mildly,  than  you  expected  during  that  year.  Where  would  the 
money  come  from  to  pay  for  them  under  an  expenditure  budget? 
Would  you  get  a  supplemental  ? 

Mr.  Stewart.  If  you  underestimated,  just  as  you  do  now,  you  would 
have  to  go  in  for  a  supplemental. 

Senator  Symington.  Suppose  that  you  did  not  get  nearly  as  many 
airplanes  as  you  thought  you  would  get,  due  to  a  change  in  design, 
which  is  very  customary,  because  you  are  not  designing  for  profit,  you 
are  designing  for  security,  and  the  change  comes  in  and  you  have 
many  more  engineering  changes  which  hold  up  production.  If  you 
have  an  accrued  expenditure  budget,  what  do  you  do  with  the  money 
that  you  do  not  spend  that  you  thought  you  were  going  to  spend? 

Mr.  Stewart.  It  would  be  included  in  the  next  year. 

Senator  Symington.  Just  be  a  carryover  then. 

Mr.  Stewart.  You  wouldn’t  carry  it  over. 

Senator  Symington.  What  would  you  do  with  it? 

Mr.  Stewart.  Come  before  the  Appropriations  Committee  on  your 
next  year’s  budget  and  say,  “Last  year,  we  asked  for  money  for  150 
bombers.  We  only  acquired  50.  This  year,  we  want  250,”  and  at  that 
point,  the  Appropriations  Committee  would  take  a  look  and  say, 
“What  has  your  performance  been  on  your  promise  originally?” 

Senator  Symington.  What  1  want  to  know  is  what  do  you  do  with 
the  money  if  in  an  accrued  expenditure  budget  you  asked  for  money 
to  pay  for  100  bombers  and  you  got  10?  You  have  the  money  and  it 
has  been  appropriated  by  the  Congress  and  is  in  the  hands  of  the 
Department  of  Defense  and  Air  Force,  but  you  do  not  have  the  bomb¬ 
ers  and  you  certainly  do  not  want  to  pay  for  them  if  you  do  not  get 
them.  What  do  you  do  with  that  money  ? 

Mr.  Stewart.  That  money  just  lapses  and  goes  in  on  your  next 
appropriation. 

Senator  Symington.  Then  you  just  do  not  have  that  money  any 
more  ? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  So  you  have  an  automatic  cutoff  ? 

Mr.  Stewart.  Because  you  didn’t  need  it. 

Senator  Symington.  Because  you  didn’t  need  it? 

Mr.  Stewart.  That  is  right. 

Senator  Payne.  Because  you  did  not  use  it.  You  may  have  needed 
it. 
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Senator  Symington.  This  is  very  interesting.  W  hat  is  the  differ¬ 
ence  really  between  that  and  between  a  normal  budget  where  you 
appropriate  the  money  but  you  do  not  spend  it  unless  you  get  the 
product  and  you  carry  it  over  unless  you  cancel  ? 

Mr.  Stewart.  Under  this  system,  you  are  directing  your  attention 
to  accrued  expenditures  rather  than  obligational  authority.  Now, 
the  temptation,  if  you  have  obligational  authority,  is  to  use  it. 

Senator  Symington.  Yes. 

Mr.  Stewart.  Because  it  helps  you  get  more  obligational  authority. 
If  you  focus  attention  on  accrued  expenditures,  the  Congress  then 
<iets  a  look  at  this  moving  performance  and  it  can  see  to  what  extent 
the  services  actually  needed  the  money  or  to  what  extent  they  have 
actually  used  it.  They  may  take  another  look  and  say,  “What  do 
you  need  this  year?  IIow  much  surer  are  you  than  before?” 

Senator  Symington.  I  did  not  hear  that,  I  am  sorry. 

Mr.  Stewart.  They  see  in  the  second  year,  when  you  come  in,  after 
you  haven’t  used  your  funds  that  year,  what  has  happened  and  Con¬ 
gress  would  be  alerted  to  the  fact' that  they  had  expected  to  acquire 
150  planes  and  only  acquired  50.  The  question  would  be  why? 

Senator  Symington.  Now  you  are  talking  management.  You  are 
not  talking  accounting. 

Mr.  Stewart.  Accounting  is  a  tool  of  management. 

Senator  Symington.  When  you  say  why,  that  is  management. 

Mr.  Stewart.  Yes. 

Senator  Symington.  I  completely  agree  with  you  that  we  have  a 
wonderful  system  in  the  Department  of  Defense  to  see  that  nobody 
steals  any  money  but  a  rotten  system  to  see  how  we  can  operate  better, 
■based  on  our  accounting.  Do  you  agree  to  that? 

Mr.  Stewart.  1  do. 

Senator  Symington.  We  have  no  management  accounting  but  we 
have  great  recording  accounting. 

Mr.  Stewart.  That  is  right,  purely  historical. 

Senator  Symington.  I  am  in  agreement  with  you,  Mr.  Stewart. 
However,  I  am  a  little  worried  about  the  position  of  the  contractor, 
how  lie  would  feel  if  this  money  is  not  actually  appropriated  because 
he  has  a  great  deal  of  expense  that  he  cannot  unit  cost  out  against  that 
delivery,  which  he  might  be  afraid  of  losing,  especially  as  he  has 
a  rather  rough  time,  as  you  know,  with  the  supervisory  departments 
in  the  services. 

Now,  let’s  get  back  to  the  question  that  I  asked  a  few  minutes  ago. 
As  I  understand  it,  Mr.  Cooper  agreed  with  you  and  you  agreed,  in 
effect,  with  Mr.  Cooper  and  if  there  was  any  difference,  it  was  one  of 
degree  and  not  of  system,  is  that  right? 

Mr.  Stewart.  That  is  right.  _  _ 

Senator  Symington.  Now,  what  was  the  position  of  the  Department 
of  Defense  in  this  matter?  In  other  words,  what  was  Mr.  McNeil’s 
position,  because  he  is  the  one,  as  we  all  know,  that  runs  the  money 
in  the  Department  of  Defense?  _ 

Mr.  Stewart.  My  understanding  is  that  Mr.  McNeil  agreed  with 
most  of  the  Cooper  committee’s  recommendations,  but  did  not  agree 
with  all  of  the  accounting  recommendations. 

You  see,  they  went  to  such  matters  as  procurement  in  their  review. 

Senator  Symington.  Who  did? 
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Mr.  Stewart.  The  Cooper  committee. 

Senator  Symington.  We  are  not  talking  about  that.  We  are  talk* 
ing  about  your  recommendations  here  which  I  thought  Mr.  Cooper 
was  in  agreement  with. 

Mr.  Stewart.  As  I  understand  it,  Mr.  McNeil  agrees  with  our 
recommendations. 

Senator  Symington.  The  ones  that  you  have  made  here? 

Mr.  Stewart.  Yes. 

Senator  Symington.  And  is  there  any  objection  in  the  Department 
or  any  objections  in  the  Government  to  the  recommendations  you  have 
presented  here  ? 

Mr.  Stewart.  I  haven’t  seen  any. 

Senator  Symington.  Nobody  has  told  you  about  that  ? 

Mr.  Stewart.  No. 

Senator  Symington.  You  think  if  you  wrote  to  the  Department 
of  Defense  and  asked  for  their  opinion  or  the  chairman  did,  that  they 
would  come  back  and  say  they  approved  your  recommendations  ? 

Mr.  Stewart.  I  believe  they  would. 

Senator  Symington.  Do  you  think  all  the  long-term  contractors, 
for  bombers,  where  there  is  no  special  legislation — would  they  approve 
it,  too? 

Mr.  Stewart.  I  don’t  know. 

Senator  Symington.  If  they  would  not,  why  do  you  think  they 
would  not?  I  am  just  asking  for  information. 

Mr.  Stewart.  Because  it  hadn’t  been  properly  explained. 

Senator  Symington.  If  it  was  properly  explained,  they  would  ap¬ 
prove  it  ? 

Mr.  Stewart.  I  believe  if  it  were  properly  explained,  they  would  see 
advantages  in  it,  the  advantages  being  this:  Suppose  I  am  a  con¬ 
tractor — 

Senator  Symington.  I  would  like  to  hear  the  advantages,  but  inas¬ 
much  as  the  Department  of  Defense,  you  say,  agrees  with  your  posi¬ 
tion — 

Mr.  Stewart.  Well,  Senator,  I  am  talking  about  our  report  as  a 
whole  on  the  accrued  expenditure - 

Senator  Symington.  What  is  the  difference  between  your  position 
and  your  report?  Is  not  your  report  your  position  and  your  position 
your  report ? 

Mr.  Stewart.  But  the  accrued  expenditure  aspect  is  but  one  facet 
of  the  whole  problem. 

Senator  Symington.  Let’s  talk  about  accrued  expenditures.  Did 
the  Departmet  of  Defense  agree  with  that  part  of  your  report  ? 

Mr.  Stewart.  I  haven’t  seen  them  take  a  particular  position  but  I 
have  seen  a  letter  in  which  Mr.  McNeil  said  that  he  believed  it  was 
feasible.  It  would  present  some  administrative  problems  but  it  could 
be  done. 

Senator  Symington.  A  lot  of  things  are  feasible  that  you  do  not 
agree  with. 

Mr.  Stewart.  Exactly.  I  suspect  that  it  would  lake  some  educa¬ 
tion  in  the  Department  of  Defense. 

Senator  Symington.  You  think  they  need  it  ? 

Mr.  Stewart.  I  do,  yes. 
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Senator  Symington.  From  the  standpoint  of  business  manage¬ 
ment  ? 

Mr.  Stewart.  I  do. 

Senator  Symington.  Would  you  mind  if  I  joined  you  in  that? 

Senator  Payne.  If  I  may  join  in,  Senator,  it  has  been  needed  for 
a  long,  long  time. 

Senator,  would  you  be  willing  to  yield  the  floor  at  that  point? 
The  point  Senator  Symington  is  driving  at  is  the  very  thing  that 
you  were  recommending  and  would  give  an  answer  to  the  very  many 
constructive  positions  that  Senator  Symington  has  taken  with  re¬ 
gard  to  certain  accomplishments  under  programs  enacted  by  the 
Congress.  It  would  pinpoint  and  definitely  explain  before  the  con¬ 
gressional  Appropriations  Committee  the  exact  determined  accom¬ 
plishment  that  a  department  made,  whether  it  is  Air  Force,  Army, 
Navy,  or  any  other  agency  of  the  Government,  with  the  moneys  that 
the  Congress  gave  to  them  to  be  able  to  carry  out  a  specific  program. 

If  they  did  not  accomplish  it,  they  would  be  in  before  the  committee 
having  to  justify  why  they  had  not  and  why  they  are  going  to  need 
so  much  more  the  next  year. 

Senator  Kennedy,  dust  to  get  it  straight  on  the  obligation,  when 
Congress  gives  authorization  for  the  purchase  of  100  planes,  instead 
of  taking  a  3-year  period,  then  the  Appropriations  Committee  does 
not  appropriate  the  entire  amount  that  first  year ;  do  they  ? 

Mr.  Stewart.  Yes,  they  give  them  obligational  authority  for  the 
entire  amount. 

Senator  Symington.  Which  the  contractor  of  the  airplane  could 
consider  as  an  advantage.  They  can  see  the  money  and  they  have  a 
lot  of  expenses. 

Senator  Kennedy.  It  does  not  have  to  be  reviewed  again  ? 

Mr.  Stewart.  That  is  right,  Senator,  and  they  feel  it  is  an  advan¬ 
tage,  but  they  also  get  things  known  as  cancellations  and  change 
orders,  which,  as  you  know,  are  very  disconcerting  to  the  contractor. 

Now  if  you  are  trying  to  obligate  money  in  order  to  retain  it,  you 
are  bound  to  put  out  some  contracts  that  you  later  want  to  change.  If 
I  were  a  contractor,  I  would  like  to  feel  I  had  a  firm  contract  which 
they  intended  to  go  through  on. 

Senator  Symington.  The  truth  of  the  matter  is,  through  the  utiliza¬ 
tion  of  engineering  changes  you  can  take  any  fixed  price  contract  and 
make  it  a  cost-plus  contract;  am  I  correct? 

Mr.  Stewart.  That  is  right. 

Senator  Symington.  I  would  like  to  ask  one  more  question,  Mr. 
Chairman.  May  I  proceed  ? 

Senator  Kennedy.  Yes. 

Senator  Symington.  We  get  a  great  big  telephone  book  called  the 
budget  and  we  are  given  a  few  days  to  look  at  the  budget  and 
approve  it.  Do  you  thing  it  might  be  constructive  to  have  people 
allocated  by  the  House  Appropriations  Committee,  for  example,  and 
Senate  Appropriations  Committee,  who  would  be  physical  partici¬ 
pants  to  listen  to  the  way  that  the  budget  was  formalized,  so  that 
when  the  book  came  they  could  explain  it  themselves  or,  during  the 
process,  they  could  explain,  for  example,  to  the  chairmen  of  the  sub¬ 
committees  in  question,  what  the  budget  was  all  about?  Have  you 
ever  given  any  consideration  to  that  idea  ? 
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Mi*.  Stewart.  Yes;  we  did.  As  a  matter  of  fact,  I  can  tell  you 
•within  our  task  force  we  felt  that  the  Appropriations  Committees  were 
inadequately  staffed,  but  our  job  was  to  review  the  executive  branch. 
We  thought  it  might  be  presumptious  to  make  that  sort  of  recom¬ 
mendation,  but  the  General  Accounting  Office,  as  you  know,  has  been 
very  useful  to  the  Appropriations  Committees  in  certain  limited  areas. 

It  seemed  to  me  that  they  might  be  used  even  more. 

Senator  Symington.  For  example,  if  you  formulate  the  budget  of 
1  of  3  services,  90  percent  of  the  work  is  done  below  the  Secretary  of 
that  service.  That  would  be  my  guess  of  the  hours  of  work.  Say 
5  percent  is  done  in  the  Office  of  the  Secretary  of  Defense,  and  the  other 
5  is  done  in  the  executive  branch  above  the  Department  of  Defense, 
primarily  in  the  Bureau  of  the  Budget.  Those  figures  could  be 
adi usted  but,  in  general,  that  might  be  accurate. 

Would  it  not  be  wise  to  have  representatives  of  the  legislative  branch, 
with  the  premise  that  we  have  some  authority  in  this  picture  with 
respect  to  money,  allocated  to  the  committees  of  the  Congress,  or  al¬ 
located  to  the  departments  in  question,  so  they  could  watch  the  budget 
being  formulated?  It  starts  being  formulated  on  the  first  of  July 
of  the  following  fiscal  year  and  then  they  work  on  it  in  July,  August, 
September,  October,  and  they  generally  get  it  to  the  Department  of 
Defense  around  October,  perhaps  as  late  as  November.  Then  it  goes 
to  the1  Bureau  of  the  Budget  and  is  rushed  through  for  the  President’s 
message  in  January.  That  is  about  the  chronology,  is  it  not  ? 

Air.  Stewart.  Yes. 

Senator  Symington.  You  really  do  not  have  much  of  a  look.  You 
would  certainly  have  a  much  better  look  if  you  worked  in  the  depart¬ 
ment.  Would  you  agree  to  that  ? 

Mr.  Stewart.  Well,  I  don’t  know.  I  hadn’t  thought  of  it.  Senator. 

Senator  Payne.  Let  me  say  this,  if  I  may,  Mr.  Stewart  and  Senator 
Symington.  The  thing  that  you  have  suggested  is  a  very  sound  one 
and,  as  a  matter  of  fact,  has  a  great  deal  of  background  behind  it,  not 
in  the  Federal  system  unfortunately,  but  it  is  a  regular  practice  basic¬ 
ally  in  State  government,  that  in  conciliation  of  the  budget,  in  the 
appearances  of  various  departments  and  agencies  of  State  govern¬ 
ment,  that  representatives  of  the  legislature,  representing  both  the 
House  of  Representatives  and  the  Senate,  are  chosen  to  sit  in  and 
listen  to  all  of  the  data  that  goes  to  make  up  the  budget  that  is  finally 
to  be  presented  and  they  are  able  to  be  of  service  both  to  the  commi- 
tees  of  the  Congress  or  to  the  State  legislatures,  and  are  able  to  stand 
on  the  floor  of  the  Congress  and  give  specific  information  relative  to 
any  points  that  may  be  raised  concerning  any  feature  of  it. 

Senator  Symington.  I  think  that  is  most  constructive.  Thank  you, 
Senator.  I  did  not  know  that. 

Senator  Payne.  It  is  done  in  State  governments. 

Mr.  Stewart.  I  can  see  advantages  in  that  but  what  is  the  sense 
in  having  them  sit  in  if  the  basic  facts  which  support  a  decision  are 
not  available? 

Senator  Symington.  I  will  say  this,  that  in  the  five  military  budgets 
that  I  defended  myself,  T  was  convinced  that  the  Congress  approved 
reductions,  recommended  after  the  budgets  left  the  departments  in 
question,  on  an  economic,  and/or  a  political  basis,  which  they  would 
not  have  done  if  they  had  gotten  the  true  security  import  of  the  budget. 
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I  do  not  think  the  legislators  can  ever  get  that  full  understanding 
unless  they  are  in  on  the  formulation  of  the  budget  at  the  working, 
levels  of  the  department  in  question. 

Thank  you,  Mr.  Chairman. 

Senator  Kennedy.  Mr.  Stewart,  we  thought  we  might  try  to  get  the 
Department  of  Defense  to  come  up  and  comment  on  some  of  the  points 
you  just  made,  and  put  them  together  in  that  way.  Perhaps  you  would 
care  to  listen  and  at  the  end  of  the  hearing,  you  could  perhaps  give 
up  any  further  thoughts  you  might  have,  either  by  letter  or  me¬ 
morandum.  Would  that  be  agreeable? 

Mr.  Stewart.  I  shall.  I  told  you  that  the  Department  of  Defense, 
I  believed,  concurred  in  these  recommendations.  I  believe  they  all 
expressed  their  position  in  writing,  as  I  understand  it,  which  is  more 
authoritative  than  anything  I  can  say. 

I  would  like  to  say  that  from  an  accounting  standpoint,  the  Depart¬ 
ment  of  Defense  has  been  completely  inadequately  staffed.  P  ou  can’t 
run  the  biggest  accounting  organization  in  the  world  with  one  man  on 
the  top,  and  by  the  time  we  reviewed  it,  there  were  simply  two  men  of 
supergrades  directing  the  accounting  policy.  It  is  completely  in¬ 
adequate. 

Senator  Symington.  I  beg  your  pardon  ? 

Mr.  Stewart.  I  am  saying  that  the  Department  of  Defense,  from  an 
accounting  standpoint — I  am  talking  about  topside,  is  inadequate, 
You  have  a  Comptroller  and  he  had  as  his  assistant,  at  the  time  we 
made  our  review,  only  one  individual  of  a  supergrade.  I  ask  you,  how 
can  you  run  the  biggest  financial  organization  in  the  world  with  that 
kin  d  of  sketchy  support  ? 

Senator  Symington.  Mr.  Chairman,  I  would  like  the  record  to  show 
that  Mr.  Stewart  and  I  never  discussed  this  matter  before  this  hear¬ 
ing.  I  could  not  be  in  more  agreement  with  him. 

Senator  Kennedy.  I  think  he  really  rendered  a  great  help  to  the 
committee.  Mr.  Stewart,  we  appreciate  your  coming  down. 

Mr.  Stewart.  Thank  you,  Senator.  I  will  write  you. 

(Statement  prepared  by  Mr.  Stewart  for  insertion  in  the  record 
follows:) 

Statement  of  J.  Harold  Stewart,  Chairman  of  the  Hoover  Commission  Task 
Force  on  Budgeting  and  Accounting 

Mr.  Chairman  and  members  of  the  subcommittee,  I  greatly  appreciate  the  privi¬ 
lege  which  you  afforded  me  to  appear  before  you  on  March  21.  The  following 
statement  is  submitted  to  direct  attention  to  particular  provisions  of  the  bills 
under  consideration. 

S.  23(59  and  S.  2480  are  identical  bills,  the  substance  of  which  is  also  included 
in  S.  3199.  Consequently  my  comments  are  directed  to  the  latter  bill. 

Section  1  (a) 

This  section  appears  to  be  designed  to  carry  out  recommendation  No.  20  of  the 
task  force  (recommendation  No.  22  of  the  Commission),  which  had  the  purpose 
of  stimulating  the  preparation  of  informative  reports  on  the  financial  results  of 
the  Government’s  activities  and  placing  the  responsibility  for  such  reporting  on 
the  Director  of  the  Budget.  There  is  a  great  deal  of  preparatory  work  required 
within  the  several  executive  departments  and  establishments  before  the  Director 
of  the  Budget  can  produce  reports  which  show  reliably  the  financial  results  of 
their  activities.  I  believe  it  would  be  more  realistic  if  the  Congress  recommended 
the  attainment  of  the  desired  result  at  the  earliest  possible  date  and  left  the  ac¬ 
complishment  of  it  to  executive  action. 
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Section  1  (b) 

This  section  recommends  certain  amendments  to  section  21G  of  the  Budget  and 
Accounting  Act,  1921. 

The  proposed  amendments  section  216  (a),  (c),  and  (d)  would  in  my  opinion 
give  a  necessary  impetus  to  the  use  of  cost-based  budgets  for  management  pur¬ 
poses  and  in  making  fund  allocations  within  departments  and  agencies. 

Should  S.  3199  be  amended  to  include  a  provision  that  the  annual  budget  be 
expressed  in  terms  of  annual  accrued  expenditures,  as  Senator  Payne  has  indi¬ 
cated  it  might,  the  enactment  of  sections  216  (a),  (c),  and  (d)  is  absolutely 
esential.  It  is  necessary  to  have  requisite  cost  information  in  order  to  develop, 
intelligently,  a  budget,  in  terms  of  annual  accrued  expenditures. 

I  suggest  that  paragraph  (d)  of  section  216  end  after  the  second  comma,  which 
follows  the  word  “accomplishments.”  In  my  opinion  the  reporting  of  perform¬ 
ance  by  organizational  units  when  such  units  do  not  coincide  with  perform¬ 
ance  budget  classifications  would  be  most  helpful  to  the  Congress,  but  there  is 
so  much  preparatory  work  to  be  done  in  this  area  that  I  would  hesitate  to  recom¬ 
mend  that  there  be  a  legislative  requirement  that  it  be  done  forthwith.  I  believe 
the  Congress  can  obtain  the  same  result  through  action  of  the  Executive. 

Section  218 

Section  218  appears  to  go  further  than  is  either  desirable  or  necessary  in  direct¬ 
ing  the  performance  of  the  Director  of  the  Budget  in  the  field  of  peronnel  utili¬ 
zation.  I  believe  the  Director  of  the  Budget  should  be  held  responsible  for  the 
intelligent  selection  and  utilization  of  his  staff.  The  limitations  on  the  number 
of  persons  assignable  to  a  particular  activity  and  the  length  of  service  in  one 
activity  are  undesirable.  For  example,  the  Department  of  Defense  and  its  sub¬ 
divisions  could  not  be  reviewed  adequately  with  such  limitations  in  effect.  It 
would  require  at  least  2  years  for  a  newcomer  to  get  his  bearings  in  the  Depart¬ 
ment  of  Defense  if  indeed  it  could  be  done  in  such  a  limited  period.  Conse¬ 
quently,  I  would  suggest  that  the  objectives  sought  by  section  218  be  accom¬ 
plished  by  executive  action,  the  Congress  emphasizing  its  concern  that  properly 
qualified  personnel  be  employed  and  that  reasonable  rotation  of  duty  was  desir¬ 
able  in  order  that  representatives  of  the  Bureau  of  the  Budget  not  become  cap¬ 
tives  of  the  organizations  for  which  they  have  review  responsibility. 

Section  120 

I  agree  with  the  proposal  that  there  be  established  in  the  Bureau  of  the  Budget, 
under  the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the 
head  of  which  shall  be  the  Assistant  Director  of  Accounting.  However,  I  would 
provide  that  such  individual  be  appointed  by  the  Director  of  the  Budget.  The 
function  to  be  performed  is  a  responsibility  of  the  Director  of  Budget  and  were 
S.  3199  enacted  as  proposed  the  position  suggested  would  be  the  only  one  in  his 
organization  not  under  his  control. 

The  other  provisions  in  S.  3199  appear  to  be  both  necessary  and  desirable. 

I  urge  strongly  that  the  bill  be  amended  to  require  that  the  appropriations 
by  the  Congress  be  in  terms  of  annual  accrued  expenditures.  The  transition 
to  that  form  from  the  present  method  of  appropriating  in  terms  of  obligational 
authority  should  be  a  matter  of  execution  by  the  Director  of  the  Budget  who 
should  be  directed  to  make  such  transition  at  the  earliest  possible  date.  It 
might  even  be  that  the  transition  could  be  a  gradual  process  to  be  effected  as 
soon  as  a  particular  agency’s  records  and  controls  will  permit. 

In  my  remarks  I  have  already  indicated  my  conception  of  the  annual  ex¬ 
penditure  budget.  The  annual  expenditure  budget  was  dealt  with  in  the  report 
of  the  task  force,  pages  37  to  40,  inclusive.  In  my  opinion,  an  annual  expenditure 
budget  is  necessary  to  the  effective  control  over  Government  expenditures.  In 
this  opinion  the  task  force  was  not  alone.  The  Cooper  committee,  which  ad¬ 
vised  the  Secretary  of  Defense  on  fiscal  organization  and  procedures  in  the 
Department  of  Defense,  suggested  that  consideration  be  given  to  this  form  of 
budget.  In  addition,  a  group  of  professional  accountants  who  studied  the 
matter  at  the  request  of  the  Bureau  of  the  Budget  made  such  a  proposal. 

As  I  testified  before  you,  I  believe  one  of  the  greatest  present  needs  in  the 
Federal  Government  is  centralized  dirction  and  c  oordination  of  the  Govern¬ 
ment’s  budgetary  and  accounting  activities  as  a  whole.  The  proposed  legisla¬ 
tion  is,  in  my  opinion,  admirably  designed  to  achieve  that  end.  By  centralizing 
responsibility  for  budgeting  and  accounting  in  the  executive  branch,  the  task 
of  the  Comptroller  General,  as  the  agent  of  the  Congress,  should  be  made  easier. 
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The  Comptroller  General  has  been  a  constructive  influence  in  accounting  re¬ 
form  in  the  Federal  Government.  It  is  hoped  that  with  the  aid  of  the  proposed 
legislation,  the  executive  branch  would  assume  and  discharge  its  responsibility 
with  equally  constructive  results. 

SUMMARY  OF  SUGGESTED  CHANGES 


Section  1  (a) 

That  this  be  accomplished  by  executive  action. 

Setcion  1  (b) 

That  section  216  (d)  end  after  the  second  comma  which  follows  the  word 
“accomplishments.” 

Section  218 

That  this  section  be  eliminated  and  there  be  substituted  therefore  a  require¬ 
ment  that  at  the  earliest  possible  date  the  appropriations  by  the  Congress  be 
in  terms  of  annual  accrued  expenditures,  the  accomplishment  of  this  to  be  the 
responsibility  of  the  Director  of  the  Budget. 

Section  120 

That  this  section  be  amended  to  provide  that  such  individual  be  appointed 
by  the  Director  of  the  Budget. 

Senator  Kennedy.  Perhaps  you  could  stay  and  we  will  have  the 
Department  of  Defense  up  now  and  they  might  comment  on  some  of 
these  points. 

Boston,  Mass.,  April  7, 1956. 

Hon.  John  F.  Kennedy, 

Senate  Office  Building,  Washington,  D.  C. 

Dear  Senator  Kennedy  :  I  have  been  away  from  my  office  almost  constantly 
since  I  appeared  before  you  in  Washington  and,  in  consequence,  this  is  the  first 
opportunity  I  have  had  to  submit  comments  on  the  testimony  of  Mr.  W.  J. 
McNeil,  Assistant  Secretary  of  the  Department  of  Defense. 

I  have  read  Mr.  McNeil’s  testimony  and  it  appears  to  me  that  Mr.  McNeil  is 
in  general  agreement  with  the  provisions  of  S.  3199  and  the  possible  amendment 
which  would  place  the  annual  budget  on  an  accrued  expenditure  basis.  How¬ 
ever,  I  get  the  impression  that  he  has  some  misgivings  con  erning  the  practical 
application  of  the  proposed  legislation.  Mr.  McNeil  has  indicated  there  was 
a  lack  of  understanding  on  the  part  of  those  who  had  recommended  changes  in 
that  the  particular  problems  of  the  Federal  Government  are  not  appreciated 
(pp.  226,  230,  234,  and  236).  It  appears  from  Mr.  McNeil’s  testimony  that  his 
paramount  concern  is  accounting  for  obligational  authority  and  making  sure 
that  no  funds  are  spent  except  under  authority  of  the  Congress.  In  this  view 
there  is  no  disagreement.  However,  the  recommendations  of  the  Hoover  Com¬ 
mission  are  designed  to  direct  attention  primarily  to  the  development  of  financial 
facts  as  a  tool  of  management.  The  accounting  for  appropriated  funds  can 
be  greatly  simplified  once  an  adequate  accounting  system  from  which  reliable 
operating  costs  can  be  derived  is  in  existence.  The  allotment  system  which 
existed  when  the  Hoover  Commission  task  force  made  its  review  comprised 
over  1  million  separate  allotments  within  the  Defense  Department.  These  allot¬ 
ments  were  used  as  a  means  of  control  over  appropriated  funds.  The  substitu¬ 
tion  of  a  sound  accounting  system  for  an  overdetailed  system  of  allotments  is 
the  essence  of  the  accounting  recommendations  as  they  pertain  to  the  Defense 
Department. 

Mr.  McNeil  talks  about  there  being  “some  misunderstanding  on  the  part  of 
some  accountants  outside  the  Federal  Government  of  the  special  accounting 
needs  of  the  Government  and  some  impatience  with  the  maintenance  of  the 
obligation  and  expenditure  bases  of  accounting”  (foot  of  pp.  292  and  293). 
I  trust  that  this  reference  is  not  directed  at  the  budget  and  accounting  task  force 
of  the  Hoover  Commission  which  would  have  an  intimate  knowledge  of  the 
accounting  needs  of  the  Government  and  was  impatient  with  the  emphasis  which 
was  placed  upon  the  maintenance  of  the  obligation  and  expenditure  bases  to 
the  exclusion  of  the  usual  accounting  for  management  purposes. 

Again,  Mr.  McNeil  says  on  pages  296  and  297,  “I  think  we  have  got  to  get 
this  accounting  geared  in  such  a  way  as  to  encourage  or  force  management 


86 


BUDGETING  and  accounting 


decisions.  And  there  is  too  much  of  a  tendency  sometimes  to  develop  accounting 
for  accounting’s  sake  and  see  that  the  two  columns  balance.  *  *  *” 

1  am  not  conscious  that  any  of  those  who  have  reviewed  the  Defense  Depart¬ 
ment’s  accounting  situation,  whether  it  be  the  Hoover  task  force  or  the  Cooper 
commission,  have  shown  any  tendency  to  develop  accounting  for  accounting’s 
sake.  I  am  somewhat  confused  by  Mr.  McNeil’s  concept  ol  accounting.  On 
page  297  lie  says,  speaking  of  the  Comptroller  General,  that  the  emphasis  of 
the  Comptroller  General’s  Office  must  be  and  properly  should  be  on  accounting 
and  then  continues  to  say,  “But  I  think  the  emphasis  has  to  be  on  getting  figures 
that  help  senior  commanders,  secretaries,  and  whatnot,  to  be  better  able  to  run 
the  show.”  If  an  accounting  system,  which  is  nothing  more  than  a  system  under 
which  financial  figures  are  developed,  does  not  develop  figures  which  help  the 
responsible  individuals  to  operate,  it  is  inadequate.  I  cannot  understand  the 
difference  between  accounting  and  “getting  figures  that  help  senior  commanders, 
secretaries,  and  whatnot,  to  be  better  able  to  run  the  show.” 

At  present,  the  figures  upon  which  action  should  be  based  are  not  developed 
as  they  are  in  industry,  under  a  system  designed  to  develop  financial  facts  for 
management,  which  development  is  synonymous  with  accounting.  It  appears 
to  me  that  Mr.  McNeil  is  facing  two  ways.  He  emphasizes  the  necessity  of  ac¬ 
counting  for  obligations  and  then,  on  page  248,  says,  “Now,  under  that  system,  in 
the  past  I  think  the  Government  has  devoted  too  much  attention  to  the  obliga¬ 
tion  side  of  the  picture  and  not  enough  to  the  cost.  There  is  no  question  of  that. 
But  at  the  present  timp,  there  is  a  great  deal  of  sentiment  to  think  only  of  costs 
and  never  of  the  obligation  side.  And  I  think  that  would  also  be  dangerous  both 
for  the  Congress  and  for  the  department.”  The  Hoover  Commission  task  force 
was  not  among  those  who  contributed  to  the  unidentified  sentiment  of  thinking 
only  of  cost  and  never  of  the  obligation  side.  As  a  matter  of  fact,  the  Hoover 
Commission  Recommendation  No.  13,  which  recommended  the  simplification  of 
the  allotment  system,  carries  with  it  the  implication  that  an  allotment  system  to 
control  appropriations  is  required  and  should  be  continued.  However,  our 
criticism  is  not  directed  at  an  allotment  system,  but  at  the  present  allotment 
system  in  the  Department  of  Defense.  The  Acting  Comptroller  General,  in  a 
letter  dated  July  9,  1954,  stated  to  the  chairman  of  the  Committee  of  Appropria¬ 
tions,  House  of  Representatives,  as  follows : 

“It  should  be  mentioned  *  *  *  that  it  becomes  increasingly  more  obvious 
that  the  excessive  use  of  detailed  administrative  allotments  as  the  basis  for 
administering  programs  under  appropriated  funds  is  a  significant  factor 
in  the  confused  and  unsatisfactory  situation  with  respect  to  financial  control 
in  the  Department  of  Defense.  The  extent  of  the  problem  which  the  Depart¬ 
ment  generates  for  itself  is  illustrated  by  the  fact  that  on  a  recent  field 
inspection  of  one  installation  it  was  noted  that  over  10,000  individual  allot¬ 
ments  or  administrative  subdivisions  thereof  had  been  established.  Each 
individual  allotment  or  administrative  subdivision  acquires  legal  status 
insofar  as  violation  of  section  3679  of  the  Revised  Statutes  (the  Anti-Defi¬ 
ciency  Act)  is  concerned.” 

The  so-called  clarifying  amendment  which  Mr.  McNeil  offers  suggested  that  the 
last  sentence  under  section  21GA  be  changed  to  add  “considering  the  lead  time 
which  must  be  allowed  in  incurring  obligations  in  advance  of  incurring  costs.”' 
I  do  not  believe  this  addition  is  either  necessary  or  desirable.  1  believe  it  is 
undesirable  in  the  legislation  to  get  too  far  into  the  mechanics  implementation.  A 
cost-based  budget  in  terms  of  expenditures  must,  of  course,  take  into  account  the 
lead  time  which  must  be  allowed  in  incurring  obligations  in  advance  of  incurring 
costs.  I  am  fearful  that  even  the  reference  in  the  bill  to  obligations  will  further 
accent  and  encourage  emphasis  on  the  obligational  concept  which  should  be 
replaced  with  a  cost  concept.  Tim  control  of  obligations  should  be  secondary 
to  management  control  which  should  be  concerned  with  costs. 

Mr.  McNeil  says  on  page  295,'  “While  we  agree  that  the  use  of  the  accrual 
basis  of  accounting  is  desirable  to  the  extent  of  providing  the  same  basis  of 
accounting  as  required  for  budgeting  on  a  cost  basis,  we  believe  it  is  important 
that  there  be  no  indication  in  the  bill  of  either  implying  possible  elimination  of 
the  obligation  and  expenditure  basis  of  accounting  for  funds  or  any  possible 
requirement  to  duplicate  such  accounting  through  the  use  of  another  system, 
even  with  the  understanding  that  there  be  reconciliations  between  the  two  sys¬ 
tems.  The  accrual  basis  of  accounting  can  he  integrated  within  the  basis  of 
fund  accounting  without  the  use  of  any  separate  system  of  accounts,  nor  re¬ 
quirement  for  a  reconciliation  between  separate  cost  and  obligation  accounts.. 
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Such  integration  is  often  facilitated  by  the  use  of  revolving  funds,  as  in  the 
Department  of  Defense,  financing  inventories  of  consumable  material  and  pro¬ 
duction  of  goods  and  services  in  industrial  and  commercial  type  activities,  for 
sale  to  activities  financed  by  appropriated  funds.”  Mr.  McNeil  in  this  statement 
indicates  that  the  obligation  and  expenditure  basis  of  accounting  represents  an 
accounting  system  and  expresses  fears  of  possible  requirement  to  duplicate  such 
accounting  through  the  use  of  another  system.  Certainly  the  present  obligational 
system  is  not  such  an  accounting  system  as  should  be  used  for  management  pur¬ 
poses.  Mr.  McNeil’s  statement  would  appear  to  indicate  that  he  looks  upon  the 
obligational  accounting  of  the  Defense  Department  as  an  accounting  system.  It 
is  not  a  question  of  the  elimination  of  the  obligation  and  expenditure  basis  of 
accounting  for  funds.  The  real  question  is  simplification  of  that  system  with 
the  drastic  reduction  in  the  over  1  million  allotments  and  the  substitution 
therefor  of  an  accounting  system  from  which  understandable  financial  informa¬ 
tion  can  be  obtained  for  management. 

Mr.  McNeil  has  further  pointed  out  the  responsibility  for  accounting  principles 
and  standards  in  the  executive  branch  should  lie  in  the  Director  of  the  Budget 
rather  than  the  Comptroller  General.  The  task  force  considered  this  matter  very 
carefully  and  it  was  our  conclusion  that  although  in  theory  and  in  industry 
accounting  responsibility  would  lie  entirely  with  the  executive,  in  the  case 
of  the  Federal  Government  the  responsibility  for  operations  was  not  and  prob¬ 
ably  never  can  be,  clear  cut.  The  Congress  has  some  degree  of  responsibility 
even  though  the  prime  responsibility  for  operations  lie  with  the  executive.  It 
appeared  to  us  that  Comptroller  General,  as  an  arm  of  the  Congress,  had  used 
his  authority  for  setting  principles  and  standards  with  great  discretion.  These 
principles  and  standards  have  been  set  on  a  broad  and  flexible  basis  and  present 
no  obstacle  to  effective  operation  in  the  executive  department.  We  do  not  be¬ 
lieve  that  the  proposed  Assistant  Director  of  Accounting  in  the  Bureau  of  the 
Budget  would  be  in  any  way  hampered  by  a  conflict  in  concept  of  standards  and 
principles.  If  that  day  should  come,  the  Congress  would  then  be  compelled  to 
resolve  any  differences,  but  to  anticipate  them  now  will,  I  believe,  only  result  in 
debate  and  conflict  over  a  purely  theoretical  question.  There  is  nothing  in  the 
pronouncements  of  the  Comptroller  General  to  date  which  would  do  other  than 
strengthen  the  hands  of  those  in  the  executive  branch  who  have  a  desire  to  effect 
:  .tnagement  improvements.  I  do  not  agree  with  Mr.  McNeil  when  he  says,  on 
page  297,  “that  the  emphasis”  of  the  Comptroller  General,  “must  be  and  properly 
should  be,  on  accounting.”  Accounting  is  but  one  tool  used  in  performance  by 
the  agencies  and  the  Comptroller  General’s  attention  must  be  directed  to  agency 
performance,  including  an  appraisal  of  the  adequacy  of  its  accounting  mecha¬ 
nism  and  the  reliability  of  its  financial  representations. 

One  of  our  observations  in  connection  with  the  Defense  Department  was  that 
there  was  a  great  underestimation  of  the  necessity  for  and  uses  of  an  up-to-date 
accounting  organization.  Accounting  and  budgeting  are  so  closely  related  that 
it  is  impossible  to  deal  with  one  without  considering  the  other.  Sound  budgeting 
requires  a  knowledge  of  financial  facts  developed  through  an  accounting  system. 
In  our  task  force  report  we  said  : 

At  the  Department  of  Defense  level  the  necessity  for  accounting  strength 
in  the  comptrollersliip  organization  does  not  appear  to  have  been  appreciated 
fully  despite  heavy  accounting  responsibility  which  has  no  counterpart  in 
industry.  For  example,  the  accounting  function  is  staffed  with  but  one 
super  grade  civilian  employee,  a  GS-16  (base  pay  $12,000  per  annum)  where¬ 
as  the  Comptrollers’  budget  staff  includes  7  positions  in  the  super  grade  of 
which  1  is  a  GS-18  (base  pay  $14,800  per  annum) . 

I  think  it  will  be  generally  agreed  that  sound  budget  preparation  requires  as 
its  foundation  financial  facts,  particularly  costs,  developed  through  an  adequate 
accounting  system. 

On  pages  800  and  301  of  his  testimony,  Mr.  McNeil  suggests  a  restatement  of 
the  proposed  section  113C.  I  do  not  believe  a  restatement  along  the  lines  indi¬ 
cated  is  useful.  There  is  nothing  in  the  proposed  restatement  that  cannot  be 
accomplished  under  the  legislation  as  proposed.  I  think  the  portion  beginning 
with  the  last  sentence  on  page  300,  which  says,  “In  addition,  the  accounting  sys¬ 
tem  required  shall  include  adequate  monetary  property  accounting  records, 
integrated  with  the  appropriated  fund  accounts.  Wherever  desirable  to  facilitate 
this  integration,  the  use  of  revolving  funds  shall  be  encouraged  to  finance  pro¬ 
curement  and  inventories  of  consumable  materiel  and  production  of  goods  and 
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service  for  sale  on  a  reimbursable  basis  to  consuming  activities  financed  by 
appropriated  funds,”  is  particularly  undesirable  because  it  attempts  to  pre¬ 
scribe  tbe  method  of  keeping  the  records  and  even  goes  so  far  as  to  require 
that  property  accounting  records  shall  be  integrated  with  the  appropriated 
fund  accounts — whatever  that  may  mean.  The  concluding  sentence  which  says 
that  the  use  of  revolving  funds  should  be  encouraged  to  finance  procurement 
of  inventories,  etc.,  is  again  a  matter  of  detail  which  should  be  left  flexible. 
It  is  not  primarily  an  accounting  matter.  There  are  at  present  those  in  the 
Defense  Department  who  are  zealots  in  the  application  of  revolving  funds  and 
oppose  any  accountin  improvement  which  does  not  envision  the  use  of  revolv¬ 
ing  funds.  This  situation  was  recognized  by  the  Budget  and  Accounting  Task 
Force  which  took  the  position  that  revolving  funds  in  certain  instances  were 
very  useful,  but  should  not  be  looked  upon  as  a  panacea  for  curing  the  account¬ 
ing  ills  of  the  Department. 

In  stating  its  position  on  the  Commission's  report  on  Budgeting  and  Account¬ 
ing,  the  Defense  Department  with  respect  to  recommendation  No.  15  has  appar¬ 
ently  resented  an  implication  that  there  may  be  disadvantages  in  the  use  of 
revolving  funds.  It  was  the  considered  judgment  of  the  task  force  that  under 
certain  circumstances  the  use  of  revolting  funds  minimized  congressional  con¬ 
trol  of  agency  operations  and  that  their  widespread  use  could  result  in  too  many 
pockets  of  funds  which  become  cumbersome  from  the  standpoint  of  efficient 
administration.  The  Defense  Department  apparently  does  not  concur  in  this 
view.  It  has  taken  the  position  that  the  Commission’s  report  on  Business  Organ¬ 
ization  of  the  Department  of  Defense  differs  from  that  of  the  Budget  and  Ac¬ 
counting  Task  Force.  This  is  not  so.  I  was  Chairman  of  the  Budget  and 
Accounting  Task  Force  and  likewise  was  a  member  of  the  separate  task  force 
headed  by  Mr.  Charles  R.  Hook,  Sr.,  which  studied  the  business  organization  of 
the  Department  of  Defense  and  in  the  latter  capacity  it  was  my  particular 
responsibility  to  deal  with  financial  controls.  You  will  notice  that  the  report 
of  the  Business  Organization  of  the  Department  of  Defense  dealt,  on  page  78, 
with  the  matter  of  revolving  funds  and  recommended  their  continued  and  ex¬ 
tended  use  where  they  are  suitable.  The  latter  limitation  is  consistent  with  the 
Budget  and  Accounting  Task  Force  position  that  revolving  funds  should  be 
employed  only  in  situations  where  they  provide  greater  economy  and  efficiency 
than  do  direct  appropriations.  The  importance  of  the  matter  of  whether  or 
not  revolving  funds  are  utilized  in  the  Department  of  Defense  has,  in  my  opinion, 
been  overemphasized.  The  first  need  is  a  sound  accounting  system  and  the  mat¬ 
ter  of  funding  appropriations  is  a  collateral  matter.  The  Committee  on  Business 
Organization  of  the  Department  of  Defense  said  in  speaking  of  working  capital 
funds  on  page  78  of  its  report  “revolving  funds  buttressed  by  accounting  systems 
which  disclose  full  costs  of  operations,  contribute  to  improved  management 
control.”  Consequently,  in  recommendation  17  of  the  Commission,  the  use  of 
working  capital  funds  was  recommended  wherever  they  would  add  to  efficient 
management. 

I  have  dwelt  on  this  matter  of  working  capital  funds  at  some  length  because 
there  has  developed  an  ideological  struggle  for  and  against  them.  I  believe  this 
is  unfortunate,  I  do  not  believe  one  can  take  a  flat  position  for  them  under  all 
circumstances  or  against  their  use  under  any  circumstances  and  to  place  their  use 
as  a  prerequisite  to  accounting  improvement  will  impede  progress. 

The  position  that  the  Government  cannot  adopt  businesslike  practices  be¬ 
cause  its  problems  are  different  was  anticipated  at  the  time  of  our  report.  In 
my  opinion,  the  differences  are  attributable  largely  to  a  willingness  in  Govern¬ 
ment  to  go  along  without  change.  The  same  argument  is  used  in  business  when 
changes  are  suggested.  A  frequent  defense  is  that  the  particular  business  under 
consideration  is  unique  and,  consequently,  business  practices  of  demonstrated 
merit  are  of  questionable  utility. 

A  good  example  of  what  can  be  done  in  the  development  of  meaningful  financial 
reports  as  an  aid  to  management  is  found  in  the  Atomic  Energy  Commission  and 
I  believe  the  committee  wrould  be  interested  to  review  the  most  recent  financial 
report  of  the  operations  of  the  Commission. 

Very  truly  yours, 


J.  Harold  Stewart. 
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STATEMENT  OF  MAURICE  H.  LANMAN,  JR.,  ASSISTANT  GENERAL 

COUNSEL  (FISCAL  MATTERS);  ACCOMPANIED  BY  HOWARD  W. 

BORDNER,  DEPUTY  COMPTROLLER  FOR  ACCOUNTING  POLICY, 

DEPARTMENT  OF  DEFENSE 

Senator  Kennedy.  We  have  just  received  the  statement  of  the  De¬ 
partment  of  Defense  on  S.  3199.  It  has  just  been  handed  to  me. 
None  of  us  had  had  an  opportunity  to  read  it.  Would  you  give  me 
some  idea — — 

Mr.  Lanman.  Senator,  as  explained  yesterday,  the  breadth  and 
scope  of  the  bill  and  the  short  time  involved  prevented  us  from  giv¬ 
ing  you  the  type  of  analysis  that  you  asked  for  yesterday.  We  have 
done  our  best  today  to  prepare  a  statement  which,  in  the  main,  dis¬ 
cusses  the  major  issues  raised  in  this  bill. 

We  have  also  brought  with  us,  for  purposes  of  inserting  in  the  rec¬ 
ord,  our  detailed  comments  on  Mr.  Stewart’s  report,*  which  are  the 
official  positions  of  the  Department  of  Defense  with  respect  to  many 
of  the  items  covered  by  this  bill,  and  intend  to  put  that  in  the  record. 

(Comments  of  the  Department  of  Defense  on  the  task  force  report  re¬ 
ferred  to  were  not  entered  in  the  record  on  this  date.  See  p.  215. 

Mr.  Lanman.  We  must  say,  however,  that  we  have  had  no  advice 
from  the  Bureau  of  the  Budget  or  the  President,  with  respect  to  ap¬ 
proval  of  the  comments  which  we  have  made  on  Mr.  Stewart’s  report. 

Senator  Kennedy.  When  do  you  think  you  could  get  that? 

Mr.  Lanman.  I  don’t  know,  sir.  We  have  had  no  opportunity  ac¬ 
tually  to  submit  other  than  our  report  on  the  Hoover  Commission  and 
to  ask  for  approval. 

Senator  Kennedy.  I  am  not  taking  exception  to  you  personally  as 
1  understand  you  are  overloaded  with  work  anyway,  but  this  Hoover 
Commission  report  has  been  before  us  for  about  10  or  11  months.  I 
think  it  would  be  helpful  to  get  the  Bureau  of  the  Budget  and  the 
Department  of  Defense  and  all  other  interested  parties  coordinated 
on  a  viewpoint  which  you  could  give  us.  We  have  some  responsi¬ 
bilities.  We  do  not  want  to  act  without  making  sure  that  we  have 
everybody’s  viewpoint. 

Mr.  Lanman.  Mr.  Chairman,  our  comments  were  delivered  to  the 
Bureau  of  the  Budget  in  October  1955. 

Senator  Kennedy.  Have  you  heard  from  them  on  these  comments  ? 

Mr.  Lanman.  We  have  not  had  any  official  advices,  sir;  and  on  this 
particular  legislation,  we  have  not  submitted  anything  to  them,  since 
we  have  been  attempting  to  prepare  our  position  for  the  purpose 
of  submitting  it  to  them.  .  . 

Senator  Kennedy.  Is  that  customary — the  statement  you  sent  in  in 
October — to  have  not  received  any  answer  ? 

Mr.  Lanman.  Well,  sir,  as  you  pointed  out,  the  Hoover  Commis¬ 
sion  report  was  a  very  broad  study  and  covered  many  complex  sub¬ 
jects  and  our  comments  on  them  are  substantial  and  complex. 

Senator  Kennedy.  Did  you  ask  for  or  expect  an  answer  back,  or  did 
you  just  send  it  in  to  them  and  then  expect  that  they  would  get  in 

touch  with  us  ?  ..... 

Mr.  Lanman.  I  am  not  thoroughly  familiar  with  the  procedure 
under  which  the  Hoover  Commission’s  recommendations  are  being 
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handled  within  the  executive  branch.  I  do  know  that  we  were  asked 
for  our  comments  and  tiled  them  and  that  we  have  permission  to  dis¬ 
cuss  them  so  long  as  we  make  it  clear  that  they  have  not  been  approved 
by  the  executive  branch. 

"  Senator  Kennedy.  Well,  we  can  talk  this  over  when  we  get  the  rep¬ 
resentative  of  the  Bureau  of  the  Budget  back  up  again.  Will  you  go 
ahead,  please. 

Senator  Symington.  Mr.  Chairman,  may  I  make  a  request?  T  have 
to  be  at  the  opening  of  the  morning  session  if  I  can,  or  very  shortly 

thereafter,  and  this  statement  will  take  some  30  minutes  to  read - 

and  it  might  take  longer  than  that.  Would  it  be  in  order  if  I  asked  a 
couple  of  questions,  please,  on  Mr.  Stewart’s  report? 

Senator  Kennedy.  I  think  that  will  be  helpful.  After  looking  this 
over  very  completely,  we  might  meet  again  on  Monday  and  call  you 
back  to  go  over  it  in  detail.  We  only  have  a  very  few  minutes  left. 
Perhaps  the  best  procedure  would  be  for  you  to  go  ahead,  Senator 
Symington,  and  then  have  Senator  Payne  follow. 

Senator  Symington.  Senator,  would  you  yield  ? 

Senator  Payne..  Yes. 

Senator  Symington.  Would  you  give  me  your  name  again,  sir? 

Mr.  Bordner.  IT.  W.  Bordner. 

Senator  Symington.  How  do  you  spell  it  ? 

Mr.  Bordner.  B-o-r-d-n-e-r. 

Senator  Symington.  You  are  what? 

Mr.  Bordner.  Deputy  Comptroller  for  Accounting  Policy. 

Senator  Symington.  Accounting  Policy? 

Mr.  Bordner.  Yes. 

Senator  Symington.  And  you  work  for  Mr.  McNeil  ? 

Mr.  Bordner.  Yes,  sir. 

Senator  Symington.  Have  you  anybody  in  your  department  named 
Lehrer? 

Mr. Bordner.  Max  Lehrer? 

Senator  Symington.  How  do  you  spell  that? 

Mr.  Bordner.  L-e-h-r-e-r. 

Senator  Symington.  What  is  his  position? 

Mr.  Bordner.  He  is  not  in  my  division. 

Senator  Symington.  What  is  his  title? 

Mr.  Bordner.  I  am  not  certain — - — 

Senator  Symington.  Will  you  supply  it  for  the  record  ? 

Mr.  Bordner.  Yes,  we  can  supply  it.  (Title  of  Mr.  Max  Lehrer  as 
supplied  by  Mr.  Bordner:  Director,  Economic  and  International  Se¬ 
curity  Estimates  Division.) 

Senator  Symington.  Let  me  ask  this  question.  You  heard  Mr. 
Stewart’s  testimony  with  respect  to  accrued  expenditures? 

Mr.  Bordner.  I  heard  part.  We  came  in  during  his  testimony. 

Senator  Symington.  Well,  as  I  understood  it,  the  idea  is  that  you 
only  appropriate  the  money  that  you  need  to  pay  for  what  you  get 
for  the  year  in  question  and  that  you  do  not  ask  for  the  money  for 
additional  years.  What  do  vou  think  of  that  concept  of  a  budget? 

Mr.  Bordner.  You  are  talking  about  a  new  concept  of  a  basis  of 
appropriations,  an  obligational  authority  which  is  not  embodied  in 
this  bill. 
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Senator  Symington.  I  am  talking  about  his  idea  that  the  Depart¬ 
ment  only  ask  for  the  money  that  it  would  pay  out  in  the  year  in  ques¬ 
tion  for  what  it  receives  or  what  is  in  process  of  shipment. 

Mr.  Bordner.  We  think  that  the  idea  has  merit,  if  you  accompany 
the  idea  of  appropriations  for  accrued  expenditures  with  the  idea  of 
obligational  authority  in  terms  of  contract  authority. 

Senator  Symington.  What  do  you  mean  by  what  you  just  said  ? 

Mr.  Bordner.  Well,  in  other  words,  that  we  buy  so  much  material 
and  we  construct  public  works  with  a  long  lead  time  that  we  need 
financial  authority  from  Congress  as  a  basis  to  obligate.  We  couldn’t 
very  well  control  our  operations  administratively,  looking  in  advance 
to  the  future,  without  it.  Neither  could  the  Congress  control  it.  So, 
you  would  have  to  have  some  supplemental  advice,  such  as  contract 
authority,  to  cover  the  financial - 

Senator  Symington.  Mr.  Stewart  said  he  would  agree  to  contractual 
authority  as  part  of  his  plan. 

Mr.  Bordner.  Yes. 

Senator  Symington.  But,  that  he  would  only  recommend  that 
money  actually  be  appropriated  to  take  care  of  expenditures  of  the 
fiscal  year  in  question. 

Mr.  Bordner.  Yes. 

Senator  Symington.  Now,  that  is  one  and  two.  Do  you  have  the 
contractual  authority  ? 

Mr.  Bordner.  That  is  right. 

Senator  Symington.  But  you  only  ask  for  and  receive  the  money 
that  you  feel  you  would  pay  out  for  merchandise  received  in  the  year 
in  question.  What  do  you  think  of  that  plan  ?  Would  you  be  for  it? 

Mr.  Bordner.  The  idea  has  merit. 

Senator  Symington.  Would  you  be  for  it  ? 

Mr.  Bordner.  Yes,  if  it  is  carried  out  right. 

Senator  Symington.  How  do  you  mean  if  it  is  carried  out  right  ? 

Mr.  Bordner.  If  it  is  carried  out  with  adequate  planning  and  prep¬ 
aration  for  it,  so  that  we  do  not  have  a  period  of  chaos  in  getting 
started. 

Senator  Symington.  How  are  you  going  to  have  any  chaos  if  you 
have  a  good  plan? 

Mr.  Bordner.  No  plan  is  any  good  unless  it  is  carried  out  right. 
The  administrative  problems  of  carrying  it  out  internally  are  so  great 
that  you  need  a  certain  period  of  preparation  in  order  to  shift  over. 
That  is  all  I  meant. 

Senator  Symington.  Mr.  Bordner,  I  am  only  asking  for  informa¬ 
tion  and  I  want  to  get  your  opinion  and  I  respect  your  opinion.  You 
say  that  the  idea  has  merit.  Then  I  asked  if  you  are  for  it  and  you 
say,  “Yes,  provided  it  is  handled  properly.”  Do  you  think  it  could 
be  handled  properly  ? 

Mr.  Bordner.  Yes. 

Senator  Symington.  Would  you  recommend  it  as  a  procedure  in 
the  Department  of  Defense — would  you  recommend  it  to  the  Appro¬ 
priation  Committees  ? 

Mr.  Bordner.  We  are  willing  to  recommend  it  and  have  so  indi¬ 
cated  in  this  statement  of  the  Department  of  Defense’s  views,  over 
Mr.  Wilson’s  signature  addressed  to  the  President. 
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Senator  Symington.  Would  you  like  to  recommend  it  ? 

Mi-.Bordner.  We  don’t  think  it  is  necessary. 

Senator  Symington.  Why  would  you  recommend  it  at  all  if  you 

do  not  think  it  is  necessary  ?  . 

Mr.  Bordnek.  We  think  it  has  certain  merit,  not  as  much  as  has. 
been  represented.  We  believe  that  it  would  have  merit  from  the  stand¬ 
point  of  making  clearer  to  the  public,  to  everybody  concerned,  the 
nature  of  the  carryover  of  funds. 

Senator  Symington.  Do  you  think  it  is  abetter  system  . 

Mr.  Bordner.  It  would  cut  down  the  carryover  of  funds,  and  the 
appropriations  would  be  more  in  line  with  the  expenditures  from  year 
to  year,  which  are  actually  of  primary  attention  in  the  balancing  of 
the  budget,  year  by  year,  anyhow. 

Senator  Symington.  Do  you  think  it  would  be  a  better  system  than 
the  system  you  have  or  the  system  you  have  is  a  better  system  than 
the  system  recommended  by  Mr.  Stewart  ? 

Mr.  Bordner.  We  can  do  the  same  thing  within  the  system  that,  we 
have  now,  as  far  as  cost  control  and  control  over  accrued  expenditures. 

Senator  Symington.  Then,  what  you  are  saying - 

Mr.  Bordner.  We  do  not  believe  that  as  far  as  a  margin  of  superi¬ 
ority  is  concerned,  it  is  as  great  as  has  been  represented,  but  there  is 
some  superiority  to  it.  In  fact,  I  would  like  to  make  the  statement 
that  Mr.  McNeil  prepared  a  memorandum  on  this  subject  for  Senator 
Byrd,  as  far  back  as  January  1953,  and  made  the  first  proposal. 
Senator  Kennedy.  Do  you  have  a  copy  of  that  memorandum? 

Mr.  Bordner.  We  will  put  it  in  the  record. 

(The  memorandum  to  Senator  Byrd  follows:) 

Increasing  Congressional  Control  Over  Expenditures  by  Adoption  of  an 
Expenditure  Basis  for  Appropriations 

Many  have  expressed  concern  in  recent  years  over  possible  weakness  of  con¬ 
gressional  control  over  expenditures  under  the  appropriation  process.  Iu  one- 
effort  to  strengthen  its  control  over  expenditures,  Congress  in  section  638  of 
the  Legislative  Reorganization  Act  of  1946,  set  the  annual  task  for  itself  of  balanc¬ 
ing  the  budget  of  receipts  and  expenditures,  or  of  authorizing  in  advance  a 
specific  increase  in  the  Federal  debt  to  finance  the  indicated  deficit.  This  is  not 
now  being  done,  although  the  importance  of  the  objective  is  generally  recognized 
Because  appropriations  are  made  simultaneously  in  terms  of  both  obligational 
and  expenditure  authority  and  because  obligations  (especially  for  construction 
and  major  defense  procurement  and  production)  are  authorized  by  appropria- 
tions  for  as  much  as  2  or  more  years  in  advance  of  expenditures,  there  is  often 
little  relation  between  the  amounts  appropriated  for  any  given  year  and  the  ex¬ 
penditures  estimated  for  that  year.  To  most  people,  this  confuses  the  problem  of 
balancing  the  budget  of  receipts  and  expenditures. 

Many  legislators,  as  well  as  businessmen  and  other  interested  groups,  have 
been  concerned  in  the  last  2  years  over  the  effect  on  current  expenditures  of  prior 
years’  appropriations.  For  example,  for  the  fiscal  year  1954,  estimated  defense 
expenditures  are  somewhat  greater  than  appropriations  requested  for  new  obliga¬ 
tional  authority,  and  there  is  a  large  carryover  of  unexpended  appropriations  for 
which  obligations  have  been  incurred  requiring  future  expenditures.  There  is  a 
natural  desire  in  Congress  to  review  the  current  status  of  these  unexpended 
balances,  including  unliquidated  obligations,  to  see  if  it  is  possible  to  rescind  any 
part  thereof  without  impairing  the  effectiveness  of  planned  programs.  It  is  ex¬ 
tremely  difficult  for  the  Congress  to  grapple  with  this  problem  in  the  absence 
of  voluminous  current  data.  These  difficulties  are  inherent  because  of  the  fluid 
state  of  procurement  actions  from  month  to  month,  the  relatively  long  periods 
of  production  and  deliveries  after  contracts  are  placed,  and  the  relatively  long 
period  required  by  the  entire  budget  review  process.  Data  on  this  subject  would 
not  only  be  expensive  and  difficult  to  prepare;  it  would  become  out  of  date  almost 
as  soon  as  prepared. 


BUDGETING  AND  ACCOUNTING 


93 


There  is  not  a  universal  awareness  that  the  budgeting  and  appropriation  proc- 
ess  is  a  continuing  one,  and  that  it  is  impossible  to  review  programs  from  a  finan¬ 
cial  standpoint  on  the  basis  of  one  fiscal  year  at  a  time.  In  this  respect  the  prob- 
lem  is  most  acute  in  the  area  of  construction,  procurement,  and  production  where 
the  lead  time  required  between  order  and  delivery  is  2  or  3  years.  A  given  annual 
budget  should  always  require  consideration  of  the  impact  on  future  years’  expendi¬ 
tures  ;  it  generally  should  involve  consideration  of  current  production  and  receipts 
of  goods  procured  under  prior  appropriations  with  relation  to  current  and  future 
program  requirements.  Current  budgets,  which  are  presented  with  emphasis  on 
future  obligational  authority,  do  not  now  clearly  exhibit  expenditure  forecasts 
A  more  extended  discussion  of  this  subject  is  presented  in  appendix  B. 

Neither  is  it  always  appreciated  that  some  lead  time  in  program  planning  is 
required  in  order  to  efficiently  change  the  levels  or  volume  of  complex  programs 
especially  with  respect  to  procurement,  production,  and  construction 

In  connection  with  appropriation  acts  for  the  fiscal  year  1953,  certain  expendi- 
t  ure  limitations  were  established ;  others  were  proposed  but  not  established, 
iliese  limitations  might  better  have  been  in  the  form  of  appropriations  from  the 
standpoint  of  administrative  economy  and  simplicity,  although  this  would  have 
required  development  of  a  new  concept  of  the  basis  of  budgeting  for  the  Federal 
Government. 


There  is  set  forth  herein  a  proposal  for  consideration  of  an  expenditure  basis; 
for  appropriations  with  separate  obligational  authorizations  for  long  lead-time 
expenditures  for  procurement,  production,  and  construction.  Some  of  the  prob¬ 
lems  are  set  forth — there  may  be  others.  This  is  a  complex  subject  in  terms  of 
congressional  control,  budget  preparation  and  justification,  financial  administra¬ 
tion,  and  actual  operations.  Details  have  been  omitted  from  this  discussion  in 
order  not  to  obscure  major  features  of  such  a  plan.  In  considering  anv  plan 
relative  to  congressional  control  over  expenditures,  it  must  be  recognized'  there 
is  no  completely  satisfactory  answer  to  the  question  of  tight  congressional  control 
on  the  one  hand,  and  on  the  other  hand,  necessary  agency  operating  latitude  to 
meet  changing  conditions  during  the  ensuing  budget  period. 

Theie  aie  those  v\  ho  will  say  that  the  addition  of  the  concept  of  expenditure 
appropriations  will  not  provide  any  additional  congressional  control  over  spend- 
that  Congress  may  and  should  carefully  consider  expenditures  in  advance 
when  undertaking  through  appropriations  to  authorize  both  obligations  and  ex¬ 
penditures.  There  is  considerable  truth  in  that  view.  Yet  the  fact  remains, 
under  present  methods,  the  translation  and  consideration  of  budgets  in  terms  of 
estimated  obligations,  into  expenditure  estimates  are  not  fully  understood,  except 
by  a  limited  number  of  people  :  and  in  the  confusion,  inadequate  attention  appears 
to  be  given  to  expenditure  effects  by  fiscal  years.  If  there  is  any  merit  in  the 
proposed  change  in  the  appropriation  basis  from  the  standpoint  of  substantially 
clarifying  and  improving  budget  estimates  (including  expenditures)  and  the  proc¬ 
ess  of  their  review  and  evaluation,  the  change  should  be  considered. 

Appropriations  in  terms  of  expenditures,  rather  than  obligations,  are  not  new 
T  he  British  have  long  employed  that  basis,  and  in  the  process  have  not  exercised 
formal  legislative  control  over  obligations.  Long  experience  in  the  United  States 
however,  is  generally  convincing  as  to  the  need  here  for  formal  control  over  all 
obligations  having  a  major  impact  on  future  years’  expenditures. 

It  would  lie  a  disservice  to  the  Congress  if  greater  emphasis  on  expenditure' 
budgets,  and  the  making  of  appropriations  in  terms  of  expenditure,  were  to* 
result  in  inadequate  attention  to  and  concern  for  obligational  control  of  con¬ 
struction,  procurement,  and  production.  Past  experience  with  the  use  of  separate 
contract  authorizations,  without  simultaneous  provision  for  funding  the  expendi¬ 
tures  thereunder  to  be  incurred  in  future  years,  indicates  the  danger  of  the  Con¬ 
gress  adopting  a  lax  attitude  in  considering  long-term  obligational  authority  alone 
and  putting  aside  concern  over  the  future  expenditures. 


OUTLINE  OF  CONCEPT 

1.  Good  budgeting  and  planning  starts  with  the  determination  of  clear  objec¬ 
tives  as  to  the  programs  to  be  pursued,  including  rough  evaluation  of  their  cost  as 
well  as  need.  These  determinations  should  be  projected  as  far  in  advance  as 
feasible,  covering  more  than  the  next  fiscal  year.  Changes  should  be  made  from 
time  to  time  as  basic  conditions  change.  For  example,  in  the  military  depart¬ 
ments  these  basic  determinations  involve  strength  and  composition  of  forces 
together  with  possible  deployment  and  utilization,  degree  of  modernization  of 
equipment,  levels  of  mobilization  reserves  of  materiel,  etc. 
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2  Based  upon  these  determinations,  more  detailed  determinations  of  certain 
basic  long-term  needs  to  carry  out  the  program  are  required.  For  example,  in 
the  Military  Establishment,  these  include  construction  of  public  works,  ship  con- 

struction,  aircraft  procurement,  etc.  ,  ,  ^  t  , _  ,  ,  .  . 

3.  Upon  the  basis  of  these  plans,  annual  budgets  should  be  prepared  in  two 

basic  parts  namely  *  • 

(a)  Estimates  of  obligational  authorizations  required  for  all  construction 
and  procurement  or  production  of  major  items  to  be  undertaken  beginning  during 
the  year  whether  or  not  completed  during  the  year  or  having  a  lead  time  of  more 
than  1  year  Possibly  such  estimates  should  also  include  research  and  develop¬ 
ment  work,  because  most  of  it  is  also  of  a  long-term  character.  This  part  of  the 
budget  should  also  embody  data  on  obligational  authority  previously  granted  to 
the  extent  expenditures  have  not  been  made.  ( See  exhibits  1  and  2,  appendix  A. ) 

(b)  Estimates  of  expenditures,  separately  divided  between  (1)  those  related 

to  the  obligational  authority  for  construction  and  procurement  or  production  of 
major  items  (see  exhibit  3)  ;  and  (2)  those  concerned  with  administration,  opera¬ 
tion,  and  maintenance,  which  are  essentially  of  a  short-term  character  and 
controllable  on  an  annual  basis.  (See  exhibit  4.)  ,  ■  ■,  .. 

That  uart  of  the  budget  concerning  construction,  procurement,  and  production 
is  analogous  to  a  budget  for  capital  expenditures,  as  the  term  is  employed  in 

bUMoreSinformation  with  respect  to  the  possible  form  of  presentation  of  these 
estimates  is  furnished  in  appendix  A. 

4  Obligational  authorization  for  construction,  procurement,  and  production  of 
major  items  (and  possibly  research  and  development)  should  be  separately  pro¬ 
vide  for  the  required  lead-time.  This  budget  would  be  separately  justified, 
administrativey  controlled,  and  accounted  for  based  upon  present  concepts  of 
control  and  accounting  for  obligational  authority.  The  estimated  and  actual  ex¬ 
penditures  related  to  such  authorizations,  both  with  respect  to  past  and  future, 

would  receive  particular  specific  attention.  • 

5  That  portion  of  the  expenditure  budget  relating  to  construction,  piocure- 
ment  and  production  (and  possibly  research  and  development),  subject  to  sep¬ 
arate  obligational  control  as  set  forth  in  paragraph  4,  would  be  estimated,  justi¬ 
fied  authorized,  controlled,  and  accounted  for  in  conjunction  with  the  related 
obligational  authority.  Necessarily,  such  expenditures  would  be  based  upon 
amounts  payable  to  contractors  for  materiel  or  work  as  delivered  or  completed, 
or  upon  advance  and  progress  payments  when  required  by  contracts.  1  induc¬ 
tion  in  Government-operated  plants  would  be  financed  under  revolving  funds 
pursuant  to  production  orders  in  a  manner  similar  to  contracts  with  private  man¬ 
ufacturers,  in  order  to  aid  in  achieving  advantages  of  the  most  business-like 


methods  of  operation. 

6  That  portion  of  the  expenditure  budget  relating  to  administration,  opera¬ 
tion  and  maintenance  would  be  estimated,  appropriated,  controlled,  and  ac¬ 
counted  for  generally  in  terms  of  accrued  (applied)  costs  of  services  rendered  and 
supplies  consumed  plus  costs  of  increases  in  inventories  of  supplies  (or  minus 
costs  of  decreases  in  inventories).  This  basis  would  be  equivalent  on  the  whole 
to  accrued  or  true  expenditure ;  it  would  differ  from  the  present  basis  of  obliga¬ 
tions  incurred  in  the  operating  area  only  by  the  elimination  of  increases  or  (le- 
creases  in  supplies  and  services  on  order  (see  par.  7).  However,  in  (livid- 
ing  such  expenditure  budgeting  and  accounting  between  applied  costs  and 
changes  in  inventory  or  stock  levels,  a  new  control  point  is  added  with  respect 
to  inventories,  and  it  is  made  possible  to  more  accurately  estimate  and  to  closely 
scrutinize  budget  estimates  and  actual  performance  in  the  administrative  or 
operating  area.  Revolving  stock  funds  would  be  used  to  finance  common  items 
of  supplies  chargeable  when  consumed  to  more  than  one  appropriation. 

7.  It  would  be  necessary  for  the  Congress  to  provide  each  department  or  agency 
with  authority  to  incur  obligations  for  administration,  operation,  and  main¬ 
tenance  as  required  to  carry  out  the  programs  authorized  for  the  ensuing  budget 
year  While  in  the  main,  these  required  obligations  would  be  the  same  as  the 
budget  estimates  of  expenditures,  certain  lead-time  is  required  in  placement  of 
procurement  contracts  for  operating  and  maintenance  supplies  and  contracts  for 
maintenance  work  for  delivery  or  performance  during  a  relatively  short  period 
after  the  end  of  the  ensuing  budget  year.  The  budgets  for  expenditures  for  ad¬ 
ministration,  operation,  and  maintenance,  should  be  supplemented  by  estimates 
of  requirements  for  such  additional  obligational  authority  which  will  result  in 
expenditures  in  the  fiscal  year  following  the  ensuing  budget  year. 
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8.  The  reporting  of  Government  fiscal  operations  would  be  extended  and 
made  comprehensive  to  embrace  all  the  operations  of  the  departments  and 
agencies  of  the  Government.  It  would  include  the  Treasury  fiscal  operations,  but 
would  not  be  confined  thereto.  In  the  process,  expenditures  would  include  not 
merely  checks  issued  or  paid,  as  the  meaning  of  the  term  is  now  limited  in  the 
Treasury  Daily  Statement,  but  also  liabilities  for  goods  received  and  services 
rendered  but  not  yet  paid  for,  as  reported  by  the  departments  and  agencies.  In 
addition,  appropriation  reimbursements  would  include  not  merely  cash  receipts, 
but  amounts  due  and  not  yet  collected,  as  reported  by  the  departments  and 
agencies.  Moreover,  the  consolidated  and  agency  financial  statements  would 
show  the  costs  of  inventories  of  stocks  on  hand  of  materials,  supplies,  and  other 
goods  acquired  from  appropriated  funds  for  consumption  or  sale.  These  addi¬ 
tional  data  are  required  in  financial  accounting  in  the  departments  and  agen¬ 
cies  for  purposes  of  control ;  much  of  it  is  already  available  but  is  unused  in 
overall  Government  reports.  Indeed,  it  is  important  to  recognize  the  impracti¬ 
cability  of  the  agencies  controlling  their  expenditures  in  terms  of  checks  drawn 
on  the  Treasury,  or  checks  paid  by  the  Treasury.  Moreover,  it  would  be  un¬ 
desirable  for  the  Congress  to  attempt  to  control  expenditures  in  such  terms 
rather  than  true  expenditures ;  to  do  so  would  invite  manipulation  by  the  agen¬ 
cies  to  increase  or  decrease  their  apparent  expenditures  in  any  year  merely  by 
deferring  payments  of  their  bills  from  1  year  to  another. 

9.  In  order  that  Congress,  especially  through  its  committees  may  give  more 
attention  to  long-term  fiscal  planning,  Government  budgets  should  include  con¬ 
tinuous,  revised  budget  estimates  for  2  years  beyond  the  fiscal  years  for  which 
appropriations  are  requested. 

10.  It  would  be  desirable  that  all  obligational  authorizations  and  appropri¬ 
ations  be  of  a  continuing  nature  in  order  to  simplify  administration  and  ac¬ 
counting.  In  order  to  provide  satisfactory  congressional  control  such  authoriza¬ 
tions  and  appropriations  would  be  accounted  for  as  follows : 

(a)  Unexpended  balances  of  appropriations  for  administration,  operation, 
and  maintenance  would  be  determined  by  each  agency  at  the  end  of  each  fiscal 
year,  with  inclusion  of  uncollected  accounts  receivable  for  reimbursements  and 
deduction  of  accounts  payable  and  other  current  liabilities  for  goods  received 
and  services  rendered.  Ninety  days  to  six  months  might  be  allowed  for  this 
procedure.  The  amount  of  such  unexpended  balances  would  lapse,  but  the  bal¬ 
ances  of  the  Treasury  “cash”  accounts,  accounts  receivable,  and  current  liabili¬ 
ties  for  each  appropriation  account  would  be  carried  forward  into  the  next  year 
and  combined  with  that  year’s  related  appropriation  accounts.  Each  agency 
would  make  corrections  in  accounts  receivable  and  current  liabilities  as  they  are 
settled,  and  determine  thereby  adjustments  of  the  unexpended  balances  of  the 
“lapsed”  appropriations.  Any  accounts  or  claims  not  settled  within  a  period 
of  2  years  after  the  fiscal  year  of  an  appropriation  would  be  canceled  and  made 
subject  to  settlement  under  the  usual  claims  procedures.  These  procedures 
would  avoid  any  carryover  of  funds  for  actual  expenditure  in  a  subsequent 
year— the  same  result  as  with  annual  appropriations. 

(b)  Unobligated  balances  of  obligational  authorizations  and  unliquidated 
obligations  for  goods  on  order  would  be  carried  in  continuing  accounts  without 
lapsing,  provided,  however,  that  the  annual  additions  to  such  obligational 
authorizations  would  be  made  only  after  an  annual  justification  and  evaluation 
by  the  Appropriations  Committees  of  the  then-current  status  of  such  authoriza¬ 
tions.  This  review  would  be  made  simultaneously  with,  and  as  a  part  of,  the 
review  of  the  entire  programs,  including  those  proposed  for  the  ensuing  fiscal 
year  for  which  new  authorizations  are  requested  and  the  balance  of  the  current 
fiscal  year.  In  this  way,  any  indicated  excesses  would  be  rescinded,  in  effect,  by 
deduction  from  the  gross  obligational  authority  requested,  leaving  the  authorized 
additions  for  the  ensuing  fiscal  year  stated  in  a  “net”  amount. 

(c)  Similarly,  unexpended  balances  and  accounts  payable  under  appropria¬ 
tions  for  expenditures  for  construction,  procurement,  and  production,  would  be 
carried  forward  at  the  end  of  each  fiscal  year  into  the  next  year’s  account.  More¬ 
over,  the  annual  review  of  the  budgets  for  these  expenditures  would  also  include 
a  review  and  evaluation  of  the  unexpended  balances  of  the  current  fiscal  year  in 
conjunction  with  the  evaluation  of  projected  estimates  for  the  ensuing  fiscal  year 
in  the  light  of  actual  and  scheduled  deliveries  of  major  items  or  construction 
performance,  with  the  end  of  making  “net”  appropriations  for  the  ensuing  fiscal 
year  after  deduction  of  any  excessive  balances  of  unexpended  appropriations  for 
the  current  year.  In  addition,  each  agency  would  be  allowed  only  2  years  after 
completion  (acceptance  of  delivery)  of  any  contract  to  effect  final  settlement: 
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any  unpaid  balance  on  such  contracts  carried  in  the  accounts  of  the  agency  would 
lapse  at  the  end  of  each  fiscal  year,  and  the  claims  thereafter  would  be  subject 
to  settlement  under  the  usual  procedures. 

( d )  All  unobligated,  unexpended  balances  of  appropriations  “lapsed,”  as  pro¬ 
vided  in  (a)  above,  would  merely  be  cancelled  (figuratively  described  in  the  past 
as  returned  to  the  surplus  fund  of  the  Treasury).  Any  unpaid  balances  of 
accounts  payable  or  similar  claims,  determined  pursuant  to  (a)  and  (c)  above 
would  be  transferred  to  the  Treasury  account  for  the  settlement  of  certified 
claims. 

11.  Revolving  funds,  including  funds  of  Government  corporations,  present 
a  special  problem  in  control.  They  would  be  much  simpler  to  understand  and 
control  if  their  financial  transactions  were  not  consolidated  with  those  under 
appropriated  funds.  Congress  should  expect  to  control  these  operations  through 
expenditure  appropriations  for  increases  in  required  capital  and  reimbursements 
for  losses,  if  and  where  authorized,  recognizing  that  obligational  authorizations 
and  expenditure  appropriations  of  the  various  “customer”  agencies  provide  a 
control  over  the  costs  of  goods  or  services  provided  through  the  operations  of  such 
funds.  Gains,  if  any,  should  be  required  to  be  transferred  to  the  Treasury  as 
receipts.  Consideration  should  be  given  to  eliminating  loans  to  Government 
corporations  from  the  Treasury  and  providing  the  required  capital  only  by 
appropriation.  Excess  capital  as  it  is  determined  should  be  returned  as  Treasury  | 
receipts.  An  additional  type  of  control  (analogous  to  contract  authorizations) 

in  the  form  of  limitations  of  loans  committed  and  outstanding,  or  inventories  on 
hand  and  on  order,  might  be  desirable,  to  the  extent  it  can  be  established  without 
destroying  necessary  administrative  flexibility.  However,  on  this  basis,  ex¬ 
penditure  appropriations  still  would  not  cover  the  turnover  in  revolving  funds 
of  accounts  receivable,  loans,  and  inventories  acquired  for  resale  (rather  than 
use)  ;  but  there  is  no  good  reason  why  they  should  be;  and  to  establish  such 
control  would  be  incompatible  with  the  reason  for  the  existence  of  revolving 
funds. 

12.  The  question  of  classifications  of  accounts  for  appropriations  and  budget 
activities  is  very  much  at  issue  in  consideration  of  any  plan  for  improved  con¬ 
gressional  control.  Furthermore,  considerable  improvements  in  classification 
are  necessary  to  facilitate  more  intelligible  presentation  of  budget  estimates  and 
financial  reports  in  terms  of  the  programs,  functions,  and  activities  of  the  several 
agencies.  It  is  believed  that  a  better  classification  of  programs,  functions,  and 
activities,  and  the  special  emphasis  proposed  for  construction,  procurement,  and 
production,  would  permit  the  reduction  of  the  number  of  appropriations  and  the 
utilization  of  informal  and  flexible  controls  of  expenditures  between  subclassi¬ 
fications  by  the  Appropriations  Committees  and  the  Bureau  of  the  Budget  in  the 
manner  presently  followed. 

13.  This  plan  recognizes  that  responsibility  for  exercising  financial  controls 
over  obligations  and  expenditures,  pursuant  to  congressional  authority,  rests 
in  the  respective  departments  and  agencies,  subject  to  the  overriding  supervision 

of  the  President  of  the  United  States  with  the  assistance  of  the  Director  of  the  | 

Bureau  of  the  Budget.  In  this  respect,  it  is  already  generally  recognized  that  the 
Treasury  is  unable  to,  and  does  not  in  fact,  control  expenditures  through  its 
position  as  the  banker  for  the  departments  and  agencies. 

14.  From  the  standpoint  of  congressional  control,  the  plan  would  not  be  com¬ 
plete  without  recognition  of  the  requirement  for  audits  by  the  General  Account¬ 
ing  Office  of  the  operations,  accounts,  reports,  and  methods  of  financial  control 
of  the  departments  and  agencies.  This  type  of  auditing  must  be  performed 
in  the  offices  of  the  departments  and  agencies — old-fashioned  methods  of  audit¬ 
ing  accounts  of  disbursing  officers  are  inadequate.  The  General  Accounting 
Office  has  already  adopted  substantially  such  a  view,  and  terms  the  new  ap¬ 
proach  to  auditing,  “comprehensive  audits.”  Neither  would  the  plan  be  com¬ 
plete  without  providing  for  greater  congressional  attention,  through  its  com¬ 
mittees,  to  what  is  currently  happening  in  the  departments  and  agencies, 
especially  as  disclosed  by  their  reports  and  the  General  Accounting  Office.  In 
this  connection  vastly  improved  reporting  is  a  prerequisite. 

CONGRESSIONAL  ACTIONS 

Congressional  actions  which  would  provide  the  basis  of  financial  control  would 
include  the  following : 

1.  The  Appropriations  Committees  of  the  House  and  Senate  would  continue 
to  review  the  budget  estimates,  submitted  with  all  appropriation  bills,  in  terms 
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of  obligations  as  well  as  expenditures  upon  the  basis  above  outlined.  This  is 
a  basic  feature  of  financial  control  of  expenditures  by  the  Congress.  It  is 
hoped,  however,  that  improved  budgets  and  reports,  together  with  improved 
financial  administration  in  the  departments  and  agencies,  might  facilitate  and 
shorten  the  review  process. 

2.  Each  annual,  supplemental,  or  deficiency  appropriation  act  would  be  divided 
into  2  parts,  corresponding  to  the  2  parts  of  the  budget  previously  described,  as 
follows : 

(а)  Part  I  would  consist  of  obligational  authorizations  in  addition  to  those 
previously  granted,  for  contruction,  major  procurement,  and  production  (and 
possibly  research  and  development).  It  would  authorize  the  incurring  of  all 
obligations  of  this  character,  both  long  term  and  short  term,  to  carry  out  the 
programs  approved  for  the  specific  department  or  agency.  This  part  would 
not  cover  provision  for  financing  the  contracts.  This  part  of  the  act  might  also 
be  used  to  provide  authority  to  incur  obligations  under  the  programs  for  ad¬ 
ministration,  operation,  and  maintenance  during  the  budget  year  (see  par.  7, 
p.  4). 

(б)  Part  II  would  provide  appropriations  in  terms  of  expenditures,  on  the 
basis  hereinbefore  outlined,  in  two  subdivisions,  as  follows:  (1)  Expenditures 
for  the  fiscal  year  under  all  long  term  contracts  placed  in  previous  years  and 

,  all  contracts  placed  during  the  same  fiscal  year,  pursuant  to  obligational  au- 
>  thorizations  for  construction,  procurement  and  production  (and  possibly  research 
and  development)  (see  pt.  I)  ;  and  (2)  expenditures  for  the  fiscal  year  for 
administration,  operation,  and  maintenance. 

3.  The  Congress  would  continue  to  exercise  additional  expenditure  control 
through  such  specific,  continuing,  basic  laws  as  the  Antideficiency  Act. 

4.  The  congressional  Committees  on  Appropriations  and  Expenditures  (Gov¬ 
ernment  operations)  would  continue  to  review  the  operations  of  the  departments 
and  agencies  (see  par  14.) 

PROBLEMS 

As  will  doubtless  be  appreciated,  there  are  many  complicated  problems  re¬ 
quiring  investigation  and  resolution  before  deciding  to  embark  on  some  such 
plan  as  outlined.  This  probably  cannot  be  done  in  less  time  than  a  year,  and 
it  would  take  longer  if  there  is  not  great  pressure.  Implementation  of  such 
a  plan  would  take  a  longer  period. 

Some  of  the  major  problems  involved  in  this  plan  are  set  forth  below  : 

1.  Difficulty  of  estimating  expenditures  for  construction,  procurement,  and 
production.  This  has  heretofore  been  considered  the  major  stumbling  block  in 
establishing  expenditure  limitations  or  controls.  It  has  been  extremely  difficult 
to  estimate  in  advance  with  any  degree  of  accuracy  and  in  specific  terms  what 
contracts  will  be  placed  in  any  year.  It  is  much  more  difficult  to  forecast  ex¬ 
penditures  by  each  budget  activity — present  estimates  of  total  expenditures  for 
any  individual  budget  activity  tend  to  be  misstated.  It  is  extremely  difficult  to 
predict  specific  delivery  schedules  of  items  which  are  subject  to  the  performance 

|  of  a  myriad  of  contractors  and  to  the  consequences  of  contingencies  such  as  the 
recent  steel  strike  and  to  satisfactory  chain  performance  by  subcontractors,  such 
as  machine  tool  manufacturers.  Not  the  least  of  the  problems  in  long-term  fore¬ 
casting  of  deliveries  are  those  resulting  from  the  necessity  of  planning  for  pro¬ 
curement  of  items  not  yet  developed  or  designed,  and  the  production  delays  which 
follow  the  general  policy  of  not  freezing  specifications  long  enough  to  get  pro¬ 
duction  volume.  Moreover,  many  major  producers  require  advance  and  progress 
payments  related  to  their  financial  outlays  under  their  contracts,  rather  than 
to  deliveries — the  relative  extent  of  such  payments  is  difficult  to  forecast.  How¬ 
ever,  in  this  respect  the  Department  of  Defense  has  made  great  progress  in 
improving  projected  detailed  delivery  schedules  by  major  items  as  a  basis  for 
estimates  of  contract  requirements.  It  would  require  study  of  the  feasibility 
of  the  problem  of  adapting  these  data  to  forecasting  expenditures  by  fiscal  year 
before  being  sure  of  the  absolute  feasibility  of  the  plan.  It  is,  of  course,  imprac¬ 
ticable  to  make  these  estimates  for  all  items  of  material ;  only  the  major  items 
can  be  considered  individually — all  others  must  be  lumped,  at  least  by  categories. 

2.  The  technical  format  of  budget  estimates  and  accounting  reports,  for  pres¬ 
entation  to  the  Congress  for  the  purposes  of  justifying  requests  for  obligational 
authority  and  expenditure  appropriations,  would  require  development.  This  also 
is  required  in  order  to  permit  intelligent  appropriation  action. 

3.  There  would  be  a  considerable  change  in  administrative  practices  in 
budgetary  control  and  accounting,  as  well  as  in  preparing  budget  estimates. 
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Some  of  these  changes  would  require  time  to  consumate.  It  would  be  necessary 
to  make  these  changes  on  a  continuing  and  progressive  basis.  These  matters 
involve  Treasury  accounting  and  reporting,  as  well  as  agency  practices,  such 
as  appropriation  and  allotment  accounting  and  reporting,  financial  accounting 
for  inventories  of  materiel,  and  accounting  for  accounts  payable  for  expendi¬ 
tures  and  accounts  receivable  for  reimbursements.  However,  these  improve¬ 
ments  are  all  long  overdue.  In  this  connection,  the  greatest  administrative 
problem  would  concern  the  control  of  spending  under  long-term  contracts  for 
construction,  procurement,  and  production.  Ill-timed  or  unduly  complex  changes 
in  methods  of  financial  control  over  procurement  might  disrupt  procurement 
progress  or  result  in  higher  prices  to  the  Government. 

4.  A  program  of  education  would  be  required  both  in  the  executive  and 
legislative  branches  of  the  Government  if  the  system  were  to  be  intelligently  used. 

5.  The  precise  language  to  be  recommended  for  use  in  appropriation  bills 
would  require  study,  especially  with  reference  to  obligational  authorizations 
and  the  appropriation  classifications. 

6.  Extensive  changes  (or  a  blanket  change)  in  a  myriad  of  related  general 
statutes  would  be  required. 

PROCEDURE 

If  such  a  proposal  is  considered  worthy  of  further  exploration,  the  Comptroller 
General  and  the  Director  of  the  Bureau  of  the  Budget  might  be  asked  to  explore 
it  in  collaboration  with  such  congressional  committees  and  major  executive 
agencies,  as  may  be  deemed  desirable,  for  the  purpose  of  determining  its  feasi¬ 
bility  and  desirability,  and  recommending  a  further  course  of  action.  If  found 
to  be  feasible  and  desirable,  solution  of  the  problems  involved  therein  might 
be  worked  out  by  the  same  group. 


Appendix  A 

There  are  attached  hereto  4  exhibits  which  roughly  illustrate  1  possible  form 
of  summarizing  the  presentation  of  budget  data  under  the  proposed  plan  for 
making  appropriations  on  the  basis  of  expenditures  and  separating  obligational 
authorizations  for  construction,  procurement,  and  production. 

Exhibit  1  sets  forth  data  with  respect  to  the  status  of  obligational  authoriza¬ 
tions  for  construction,  procurement,  and  production  carried  over  from  the  last 
complete  fiscal  year  and  authorized  in  the  current  fiscal  year  not  yet  expired, 
with  estimates  for  additional  authorizations  required  for  the  ensuing  fiscal  year 
and  estimates  of  contracts  and  orders  to  be  placed  in  the  current  and  ensuing 
fiscal  year.  It  is  assumed  that  no  authorizations  will  be  requested  for  contracts 
or  orders  to  be  placed  beyond  the  end  of  the  ensuing  fiscal  year ;  such  requests 
would  be  made  in  connection  with  the  next  year’s  budget.  Further  information 
relative  to  the  basis  of  obligational  authorizations  and  accounting  therefor  is 
contained  in  pages  3  to  6  of  the  outline  of  the  proposed  plan.  In  particular,  see 
paragraphs  3  ( a ) ,  4,  5,  and  10  ( b ) . 

Exhibit  2  sets  forth  related  actual  and  estimated  data  on  contract  authoriza¬ 
tions  with  respect  to  the  status  of  unfilled  contracts  and  orders  placed  for 
construction,  procurement,  and  production.  Exhibit  2  (and  also  exhibit  3)  should 
be  reviewed  in  conjunction  with  exhibit  1.  Together  they  provide  a  complete 
budget  for  what  might  be  termed  “capital  expenditures”  in  business  enterprise. 

Exhibit  3  sets  forth  related  actual  and  estimated  data  for  expenditures  for 
construction,  procurement,  and  production  in  relation  to  appropriations  carried 
over  from  the  next  to  the  last  complete  fiscal  year,  appropriations  in  the  current 
fiscal  year  not  yet  expired,  and  appropriations  requested  for  the  ensuing  fiscal 
year. 

Exhibit  4  sets  forth  actual  and  estimated  data  on  appropriations  and  expendi¬ 
tures  for  administration,  operation,  and  maintenance  for  the  last  complete  fiscal 
year,  the  current  fiscal  year  not  yet  expired,  and  the  ensuing  fiscal  year.  Further 
information  is  contained  in  pages  3  to  6  of  the  outline  of  the  proposed  plan.  In 
particular,  see  paragraphs  6  and  7,  page  4. 

Exhibit  5  is  a  sample  worksheet  which  might  be  used  to  provide  supporting 
data  for  exhibits  1  to  3  inclusive,  with  reference  to  each  of  the  major  items  to 
be  procured  involving  a  significant  amount.  A  similar  worksheet  for  construction 
projects  could  be  readily  devised. 

Exhibit  6  shows  the  format  of  balance  sheets  setting  forth  the  assets  and 
liabilities  of  each  appropriation  account  at  the  end  of  a  fiscal  year.  Interim 
balance  sheets  during  a  fiscal  year  would  be  slightly  more  complex  as  required 
in  order  to  provide  certain  necessary  budget  controls. 


Construction,  procurement,  and  production 
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Exhibit  6 

DEPARTMENT  OR  AGENCY 

Balance  Sheets  of  Appropriated  Funds 
Fiscal  Year  End 
description 

Appropriations 
(Use  as  many  columns  as 
necessary,  1  for  each) 

Assets  (excluding  inventories)  : 

Undistributed  balance  in  Treasury - 


Accounts  receivable  for  reimbursements : 

Intradepartmental _ 

Interdepartmental - 

Other _ 


Total  accounts  receivable. 


Total  assets _ 

Liabilities : 

Accounts  payable  and  accrued  expenditures : 

Intradepartmental _ 

Interdepartmental _ 

Other _ 


Total 


Unexpended  balance  carried  forward  to  next  year  (ap¬ 
plicable  only  for  construction,  procurement,  and  produc¬ 
tion  _ 


Unbilled  balances  of  contracts  and  orders  placed  (including 
those  unfunded ) _ 


Note. — Inventories  of  materials  and  supplies  financed  un¬ 
der  respective  appropriations _ _ 

Appendix  B 

Importance  of  Production  Lead  Time  in  Budget  Considerations 

Present  budgets  fail  to  indicate  clearly  the  scope  and  financial  activity  of 
the  budget  programs  carried  on  in  a  given  fiscal  year ;  moreover  in  their  present 
form,  they  tend  to  obscure  the  true  annual  costs  of  program  performance  and 
the  financial  impact  of  budget  programs  upon  the  Federal  budget.  This  is  so 
largely  because  of  the  current  practice  of  presenting  budget  programs  on  the 
basis  of  obligations,  with  the  result  that  very  little  attention  is  given  to  pro¬ 
gram  expenditures. 

It  needs  to  be  recognized  that  annual  budget  programs — especially  those 
of  a  long-term  character  such  as  major  procurement  production,  and  construc¬ 
tion — cannot  be  appraised  properly  from  a  financial  standpoint  solely  in  terms 
of  obligations.  A  good  appraisal  of  these  programs  can  be  made  only  in  terms 
of  their  expenditures,  and  adequate  consideration  of  expenditures  requires  that 
these  programs  be  viewed  on  the  basis  of  2  and  3  years  at  one  time.  This  is 
necessary  because  appropriations  generally  are  not  expended  until  deliveries 
are  received  (except  as  contractors  require  progress  and  advance  payments  to 
finance  production),  and  it  takes  as  long  as  3  years  for  many  items  to  be  delivered 
after  they  are  ordered. 

The. long  lead  time  inherent  in  the  production  of  most  types  of  military  equip¬ 
ment  is  largely  responsible  for  this  situation.  Lead  time  influences  delivery 
schedules  perhaps  more  than  any  other  factor.  It  plays  a  dominant  role  in 
the  programing  of  all  military  procurement  determined  to  be  required ;  and  it  is 
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the  greatest  single  factor  responsible  for  delaying  the  expenditure  of  appropria¬ 
tions. 

Lead  time,  after  contracts  are  placed,  in  the  production  of  such  complex  items 
as  planes,  tanks,  ships,  and  guns  includes  the  time  a  contractor  must  devote 
to  redesigning  components  for  production,  making  drawings,  designing  tools, 
laying  out  production  lines,  setting  up  sources  of  supply,  ordering  and  obtain¬ 
ing  delivery  of  materials,  components,  and  manufacturing  tools  and  equipment, 
and  even  to  hiring  personnel.  Sometimes  it  may  include  time  required  in 
original  design  of  some  components.  It  is  a  common  practice  to  give  only  per¬ 
formance  specifications  of  components  and  require  the  manufacturer  to  de¬ 
velop  the  item.  Moreover,  frequent  changes  in  specifications  of  components 
during  production  are  common.  Lead  time  also  includes  the  time  required 
by  the  mills  to  roll,  shape,  or  fabricate  the  metal  ordered  by  the  contractor 
and  the  time  of  subcontractors  in  producing  and  furnishing  components  or  sub- 
assemblies.  All  of  these  steps  are  time  consuming.  A  few  can  and  are  per¬ 
formed  concurrently,  but  most  of  them  occur  in  sequence. 

Changes  or  disruptions  in  any  link  of  this  complicated  chain  of  operations 
can  result  in  interminable  confusion  and  delayed  deliveries.  For  continuing 
production  there  must  be  kept  filled  a  pipeline  of  components,  parts,  and  materials 
adequate  to  sustain  the  scheduled  production  of  end  products.  For  this  reason, 
deliveries  of  long  lead-time  items  must  be  carefully  planned  many  months  in 
advance.  Contractors  and  subcontractors  must  make  similar  plans.  The  devel¬ 
opment  of  delivery  schedules  requires  consideration  of  priorities,  military  pro¬ 
duction  capacity  of  industry,  estimates  of  contractors’  engineering  and  produc¬ 
tion  lead-time,  as  well  as  estimates  of  available  materials,  tools,  plants,  and  man¬ 
power  over  a  2-  or  3-year  period.  Despite  the  most  carefully  laid  plans,  such 
unforeseen  things  as  labor  strikes,  work  stoppages,  shortages  of  critical  mate¬ 
rials,  changes  in  production  specifications,  and  even  changes  in  military  priorities 
cause  frequent  revisions  in  delivery  schedules. 

The  lead-time  required  for  most  military  items  is  longer  today  than  ever 
before  in  the  history  of  military  procurement.  The  complexity  of  military 
equipment  and  the  heavy  procurement  demands  placed  on  a  partially  mobilized 
industrial  base  are  largely  responsible  for  this  situation. 

Today’s  equipment  is  far  more  complex  than  any  heretofore  and  requires  con¬ 
siderably  longer  engineering  and  production  periods — for  example,  some  modern 
fighter  aircraft  require  20  times  more  engineering  time  than  their  World  War  II 
counterparts.  Moreover,  this  equipment  is  becoming  increasingly  more  eom: 
plex  each  day  through  the  introduction  of  the  latest  technological  improvements 
into  production  designs.  The  imposition  of  heavy  military  requirements  on  a 
partially  mobilized  industrial  base — one  continuing  to  produce  large  quantities 
of  civilian  goods— also  has  added  heavily  to  the  lead-time  required.  Again, 
under  the  policy  of  expanding  the  industrial  base,  with  procurement  being  placed 
with  several  and  more  contractors,  it  is  not  always  possible  to  obtain  the  short 
lead-time  benefits  characteristic  of  mass  production. 

Because  this  lead-time  usually  extends  over  a  considerable  period,  most  of  the 
major  items  of  military  equipment  must  be  ordered  2  or  3  fiscal  years  before 
they  are  scheduled  for  delivery.  The  prime  contractors  and  their  subcontractors 
must  have  firm  contracts  as  a  basis  for  making  their  commitments  and  under¬ 
taking  production.  Such  firm  contracts  cannot  be  placed  except  as  authorized 
by  the  Congress  under  the  appropriation  process.  This  lag  time  between  orders 
and  deliveries  causes  a  similar  lag  in  expenditures  after  obligations  are  incurred. 
Except  as  advance  and  progress  payments  are  made  to  contractors  to  aid  in 
their  financing,  it  can  be  said  that  obligations  represent  contracts  placed  and 
expenditures  represent  deliveries  received. 

It  is  important  to  recognize  that  the  lead-time  involved  in  major  procure¬ 
ment,  production,  and  construction  programs  has  the  effect  of  deferring  a  con¬ 
siderable  part  of  the  expenditure  impact  of  these  programs  to  2  and  3  sub¬ 
sequent  years.  It  is  important  also  to  recognize  that  this  deferment  results  in 
lengthening  the  budget  cycle  for  these  programs  so  that  as  many  as  3  fiscal  years 
overlap.  Hence,  the  expenditure  impact  in  a  given  year  is  not  just  the  expendi¬ 
tures  to  be  made  under  current  budget  programs,  but  rather  the  cumulative  sum 
of  all  expenditures  to  be  made  in  that  year  under  the  active  budget  programs  of 
at  least  3  fiscal  years — those  of  the  2  preceding  fiscal  years  and  those  of  the 
current  fiscal  yar. 

From  the  standpoint  of  the  Government’s  financial  program  (the  balancing 
of  the  budget  of  receipts  and  expenditures)  and  congressional  control  of  expendi- 
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tures,  it  is  important  for  this  3-year  period  to  be  viewed  as  a  single  time  span  in 
considering  annual  budget  programs.  This  is  especially  important  because  con¬ 
trol  of  expenditures  is  exercised  best  through  control  of  obligational  authority 
(appropriations  or  contract  authorizations). 

Appraisal  of  these  programs,  once  they  are  established,  requires  answers  to 
such  questions  as : 

(1)  How  much  of  the  unexpended  balances  (unfilled  contracts  represented  by 
equipment  in  various  stages  of  engineering  and  production)  of  prior  years’ 
appropriations  will  be  expended  in  the  current  year?  How  much  in  each  sub¬ 
sequent  year? 

(2)  How  much  will  be  expended  in  the  current  year  under  new  obligational 
authority  requested  in  the  current  budget?  How  much  in  each  subsequent  year? 

(3)  How  much  will  be  expended  under  future  budget  programs  in  the  same 
future  years  as  overlap  those  affectd  by  (1)  and  (2)  above? 

The  answers  to  these  questions  would  rqeuire  : 

(1)  Analysis  of  the  status  of  all  items  on  order  to  determine  the  quantity 
and  unit  cost  of  items  to  be  delivered  in  the  current  year  and  each  subsequent 
year. 

(2)  Determination  of  the  impact  of  expenditures  for  these  deliveries  by  fiscal 
years,  considering  advance  and  progress  payments,  where  anticipated. 

(3)  Appraisal  of  available  production  capacity  in  light  of  (1),  above,  and 
other  possible  sources  of  supply,  for  the  orders  to  be  placed  in  the  current  year ; 
and  determination  of  the  quantity  and  unit  cost  of  the  items  to  be  delivered 
and  year  of  delivery.  (Expenditures  for  these  dliveries  to  be  made  from  appro¬ 
priations  requested  in  the  current  budget.) 

(4)  Estimates  of  additional  future  program  requirements,  after  consideration 
of  available  production  capacity  and  contractors’  abilities  to  deliver  the  items 
required;  and  determination  of  the  quantity  and  unit  cost  of  the  items  to  be 
delivered,  including  year  of  delivery.  (Expenditures  for  these  deliveries  to  be 
made  from  appropriations  to  be  requested  in  future  budgets.) 

(5)  Estimates  of  upward  or  downward  adjustments  in  prices  of  contracts 
(both  contracts  already  placed  and  those  to  be  placed)  by  fiscal  year  of  expendi¬ 
ture — these  estimates  should  cover  the  same  number  of  fiscal  years  as  other 
estimates. 

The  sum  of  the  expenditures  estimated  for  each  fiscal  year,  as  developed  from 
the  above  analyses  represents  the  total  estimated  expenditure  impact  for  each 
of  those  years.  This  appears  to  be  more  mathematical  than  actually  is  the  case. 
These  estimates  are  the  results  of  a  continuous  cycle  of  planning,  programing, 
scheduling,  adjusting  and  balancing  of  mutually  supporting  requirements  with 
the  production  capabilities  of  industry.  Each  program  supports  the  others  and 
a  balance  is  maintained  in  the  proportionate  effort  that  each  bears  to  the  whole, 

The  effect  of  lead-time  upon  appropriation  expenditures  is  illustrated  in  the 
attached  chart. 

Although  the  aircraft  procurement  program  illustrated  in  the  attached  chart 
is  a  hypothetical  one,  it  is  fairly  typical  of  the  financial  activity  of  long-term 
military  procurement,  production,  and  construction  programs  for  which  the  bulk 
of  military  dollars  are  spent.  The  expenditure  activity  of  this  program  exem¬ 
plifies  the  impracticability  of  viewing  annual  programs,  from  a  financial  stand¬ 
point,  on  the  basis  of  obligations  and  on  the  basis  of  1  fiscal  year  at  a  time. 


Appropriations  Fiscal  year  in  which  appropriations  are  expended 
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Senator  Symington.  Let  me  ask  this  question.  I  want  to  be  sure 
I  understand.  You  are  willing  to  put  this  in  but  you  think  the  pres¬ 
ent  system  you  have  does  the  job? 

Mr.  Bordner.  Yes. 

Senator  Symington.  Is  that  true? 

Mr.  Bordner.  Yes.  .  .  . 

Senator  Symington.  If  you  put  this  system  in  it  would  require  a 
great  deal  of  work,  would  it  not,  in  changing  the  policies  of  the  De¬ 
partment,  and  a  great  deal  of  man-hours? 

Mr.  Bordner.  Yes,  but  there  are  other  changes  that  are  being  made 
now  in  the  same  direction. 

Senator  Symington.  Let  me  ask  the  question  and  you  answer  it, 
because  we  do  not  have  too  much  time. 

Mr.  Bordner.  Yes. 

Senator  Symington.  Then  if  the  present  system  works  as  well  as 
the  system  proposed  and  the  system  proposed  would  require  a  great 
deal  of  money  and  time  to  put  in,  what  you  are  really  saying  is  that 
you  would  rather  stay  with  the  system  you  have  now,  would  you  not? 

Mr.  Bordner.  Well,  if  you  would  qualify  the  present  system  with 
improvements,  such  as  we  propose  in  this  bill 

Senator  Symington.  You  would  like  some  improvements? 

Mr.  Bordner.  We  need  improvements  within  the  present  system. 

Senator  Symington.  Now,  let  me  go  back  to  this  question  of  con¬ 
tractual  authority  as  against  expenditures.  We  talk  a  lot  about  ap¬ 
propriations  and  about  the  ability  to  shorten  lead  time.  Would  one 
of  the  disadvantages  of  the  system  recommended  by  Mr.  Stewart  be 
that  you  could  not  reduce  your  appropriations  on  the  basis  of  theoreti¬ 
cal  reductions  in  lead  time?  . 

Mr.  Bordner.  I  do  not  know  what  effect  it  would  have  on  lead  time. 

I  do  not  think  it  has  anything  to  do  with  it. 

Senator  Symington.  If  you  have  appropriations  only  for  the  money 
you  are  going  to  spend  and  you  cut  your  budget  in  1956  or  any  particu¬ 
lar  year  by  shortening  the  lead  time,  you  could  not  do  that  as  a  method 
of  balancing  the  budget,  for  example,  if  you  did  not  have  any  lead 
time  to  shorten.  Is  that  a  fair  statement? 

Mr.  Bordner.  No,  I  do  not  think  it  is. 

Senator  Symington.  I  want  to  know — I  am  asking  for  information. 

Mr  Bordner.  I  think  it  should  be  recognized  we  already  budget 
on  the  basis  of  expenditures,  although  Congress  does  not  control  on 
the  basis  of  expenditures  and,  as  you  know,  the  balancing  of  the  x)ea- 
eral  budget,  or  the  determinations  of  the  annual  surplus  or  deficit,  are 
made  on  the  basis  of  expenditures. 

Senator  Symington.  That  is  right. 

Mr.  Bordner.  And  there  is  a  great  deal  of  informal  internal  con¬ 
trol  over  the  rate  of  expenditures  which  affects  the  scheduling  of  work 
under  contracts  and  all  that  sort  of  thing,  so  that  once  the  executive 
branch  of  the  Government  and  the  Secretary  of  Defense  have  made 
commitments  as  to  what  the  level  of  expenditures  is  going  to  be  tor 
defense  for  a  year  in  advance,  everything  has  to  be  done  that  is  neces¬ 
sary  administratively  to  hold  these  expenditures  within  that  line. 

Senator  Symington.  Let  me  ask  the  question  m  a  different  way  and 
then  one  more  question  and  I  am  through.  I  am  grateful  for  your 
kindness  and  consideration.  In  1953,  the  budget  was  heavily  cut  in 
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the  Department  of  Defense,  some  $7  billion,  including  5  billion  out 
of  the  Air  Force,  as  I  remember,  in  about  April  or  May  of  1933,  going 
into  the  1954  fiscal  setup. 

Now,  at  that  time,  much  of  that  cut  was  justified  on  the  basis  that  we 
were  reducing  lead  time,  inasmuch  as  obligational  authority  beyond 
the  year  in  question  was  considered  part  of  your  obligation.  Now,  that 
is  again  being  done  this  year,  as  we  understand  it.  You  are  reducing 
the  lead  time  again  and  1  thought  both  times  we  have  used  the  expres¬ 
sion,  “one-shot  lead  time  reduction.” 

My  point  is  that  you  would  eliminate  that  automatically  would  you 
not,  if  you  followed  Mr.  Stewart’s  concept  and  said  that  you  were  going 
to  have  contractual  authority  but  you  would  only  actually  ask  the  Con¬ 
gress  for  the  money  that  you  expected  to  spend  in  the  year  in  question 
and  at  the  last  part  you  had  to  come  in  for  supplemental,  that  would 
be  an  addendum  to  the  plan.  Does  that  make  sense  ? 

Mr.  Bordner.  Well,  I  do  not  think  that  I  should  attempt  to  answer 
the  question  for  the  Assistant  Secretary  of  Defense  Comptroller  be¬ 
cause  the  budget  end  of  the  business  is  not  my  side  of  it,  and  I  am 
not  familiar  with  the  budget  action  in  1953. 

Senator  Symington.  Do  you  think  he  is  in  position  to  answer  ? 

Mr.  Bordner.  As  far  as  tlie  1953  actions  are  concerned,  I  am  not  ac- 
qainted  with  that. 

Senator  Symington.  Do  you  think  that  he  would  answer  it  for  us  ? 

Mr.  Bordner.  I  assume  so. 

Senator  Symington.  Is  it  a  matter  of  policy  ? 

Mr.  Bordner.  I  do  not  know. 

Senator  Syminton.  Would  you  ask  him  to  read  the  record  and 
furnish  the  chairman  and  the  subcommittee  an  answer  to  the  question  ? 

Mr.  Bordner.  Yes. 

(The  information  requested  follows:) 

Adjustments  to  Department  of  Defense  Budget  Requests  for  Fiscal  Years 

1954  and  1957 

The  initial  fiscal  year  1954  budget  request  for  the  Department  of  Defense  sub¬ 
mitted  to  the  Congress  in  January  1953  called  for  total  new  obligational  authority 
of  $41.3  billion— $12.1  billion  for  the  Army,  $11.4  billion  for  the  Navy,  $16.8  billion 
for  the  Air  Force  and  $1  billion  for  interservice  activities.  In  early  May  1953, 
after  3  months  of  intensive  review  of  these  budget  requests,  revised  estimates  for 
fiscal  year  1954  were  submitted  to  the  Congress.  These  called  for  total  new  ob¬ 
ligational  authority  of  $36  billion— $13.7  billion  for  the  Army,  $9.7  billion  for  the 
Navy,  $11.7  billion  for  the  Air  Force,  and  $1  billion  for  interservice  activities. 
The  Congress  provided  $34.5  billion— $13  billion  for  the  Army,  $9.4  billion  for 
the  Navy,  $11.4  billion  for  the  Air  Force,  and  $.8  billion  for  interservice  activities. 

Reduction  in  procurement  lead  time  was  only  one  of  the  factors,  although  a 
very  important  factor,  in  revision  of  the  fiscal  year  1954  budget  request.  The 
basis  of  the  revisions  was  outlined  in  Secretary  Wilson’s  testimony  in  May  1953 
before  the  House  Appropriations  Committee  as  follows  : 

“Our  intensive  study  of  the  requirements  of  the  Department  of  Defense,  taking 
into  account  appropriations  that  had  already  been  made,  led  us  to  the  conclusion 
that  significant  reductions  could  be  made  in  the  fiscal  year  1954  Defense  budget 
by  institution  of  more  realistic  requirements,  better  planning,  and  more  efficient 
utilization  of  manpower  and  other  resources.  Our  review  quickly  indicated  that 
the  provision  of  equipment,  the  construction  of  bases,  and  the  training  of  per¬ 
sonnel  were  out  of  phase  in  some  respects.  By  careful  balancing  of  equipment, 
facilities,  and  manpower,  improved  military  strength  could  be  achieved  on  a 
common  front  without  spending  quite  so  much  money.  Our  review  also  made  it 
perfectly  clear  that  the  military  forces  and  stocks  of  mobilization  reserves  which 
previously  had  been  held  out  as  a  goal  could  not  be  attained  within  the  time 
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contemplated  and  within  the  concept  of  a  reasonable  balance  between  Federal 
expenditures  and  revenues.” 

Somewhat  more  detail  on  the  budget  adjustments  were  contained  in  the  state¬ 
ment  of  the  Assistant  Secretary  of  Defense  (Comptroller)  before  the  same  com¬ 
mittee,  as  follows : 

“In  comparing  the  present  request  of  $36  billion  with  the  $41.3  billion  request 
submitted  in  January  two  important  differences  must  be  noted: 

“(1)  The  current  request  provides  for  equipping  and  maintaining  an  increased 
number  of  ROK  divisions  in  fiscal  year  1954. 

“(2)  The  current  request  provides  financing  for  continuation  of  combat  con¬ 
sumption  in  Korea  throughout  all  of  fiscal  year  1954.  As  a  consequence,  advance 
financing  is  provided  for  the  estimated  combat  consumption  of  supplies  and  equip¬ 
ment  during  fiscal  year  1954,  with  ammunition  financed  for  an  additional  9 
months  of  lead  time  into  fiscal  year  1955 — 6  months  at  combat  consumption  rates 
and  3  months  additional  lead  time  phased  down  to  sustaining  rates.  Funds  are 
also  provided  in  advance  for  combat-duty  pay  and  other  additional  personnel 
and  operating  costs  arising  from  combat  operations. 

“In  contrast,  the  budget  request  submitted  in  January  1953  did  not  make  full 
advance  provision  in  all  areas  for  additional  operating  costs  that  might  result 
from  continuation  of  combat  operations  in  Korea  during  fiscal  year  1954.  In  the 
specific  case  of  ammunition,  the  January  budget  request  covered  combat  con¬ 
sumption  rates  through  December  31,  1953,  and  it  was  stated  in  the  budget  docu¬ 
ment  : 

“  ‘Additional  funds  may  be  required  for  fiscal  year  1954  to  cover  the 
combat  consumption  and  attrition  of  ammunition  and  military  equipment, 
particularly  if  it  apears  that  combat  in  Korea  will  continue  beyond  December 
31, 1953.’ 

“As  was  stated  in  earlier  discussions  with  this  committee,  the  inclusion  of  am¬ 
munition  requirements  at  authorized  combat  rates  to  December  31,  1953,  was 
predicated  on  the  assumption  that  a  restudy  would  be  made  in  March  of  1953. 
The  current  action  of  extending  the  financing  period  at  authorized  rates  was  the 
result  of  this  restudy. 

"If  provision  had  been  made  in  the  January  request  for  equipping  and  maintain¬ 
ing  additional  ROK  divisions  and  for  full  advance  financing  of  combat  operations 
through  fiscal  year  1954,  the  January  request  would  have  had  to  be  increased  by 
approximately  $2  billion  to  a  total  in  excess  of  $43  billion.  Consequently,  on  a 
comparable  basis,  there  is  a  difference  of  approximately  $7  billion  between  the 
initial  and  revised  budget  requests. 

“This  reduction  results  from  a  number  of  factors.  Certain  adjustments  have 
been  made  to  reflect  several  months  additional  experience  with  reference  to 
actual  production  rates  and  rates  of  obligation  and  expenditure.  Other  adjust¬ 
ments  stem  directly  from  the  decision  to  reduce  the  numbers  of  military  and 
civilian  personnel  in  the  Department  of  Defense.  Other  adjustments  are  the 
result  of  changes  in  interim  force  and  readiness  goals  based  upon  elimination  of 
the  assumption  for  a  specific  date  for  D-Day  readiness.  The  continuing  examina¬ 
tion  of  end  item  requirements,  together  with  further  evaluation  of  stock  leyels 
and  quantities  of  materiel  on  order  but  not  delivered  resulted  in  numerous 
changes. 

“Next,  other  adjustments  were  possible  because  of  the  size  and  character  of 
the  unexpended  carryover  funds  amounting  on  June  30,  1953,  to  approximately 
$63  billion,  of  which  something  in  excess  of  $6  billion  wTill  be  available  for  obliga¬ 
tion  in  the  next  fiscal  year,  part  of  which  has  already  been  placed  in  reserve  for 
that  purpose.  Still  further  adjustments  were  made  by  the  Secretary  of  Defense 
in  anticipation  of  savings  that  we  expected  to  be  achieved  during  the  coming 
fiscal  year  by  the  progressive  elimination  of  waste,  inefficiency,  and  imbalance 
and  by  reducing  procurement  of  soft  goods  and  miscellaneous  supplies  and  equip¬ 
ment  to  the  minimum  essential  levels.” 

With  respect  to  the  fiscal  year  1957  budget,  the  reductions  in  the  initial  requests 
of  the  military  departments  resulting  from  careful  consideration  of  a  number  of 
factors,  including  the  further  reduction  of  procurement  lead  times.  These  adjust¬ 
ments  affected  both  the  total  new  obligational  authority  required  for  fiscal  year 
1957  and  the  estimated  expenditures  during  1957.  If  we  budgeted  on  an  expendi¬ 
ture  basis,  it  would  be  necessary  to  revise  the  amounts  requested  of  the  Congress 
to  the  extent  that  the  program  adjustments  made  during  the  review  of  the 
budget  affected  anticipated  expenditures  in  the  immediate  budget  year. 
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Senator  Symington.  Incidentally,  I  would  like  to  ask  one  more 
question  along  these  lines.  Yesterday  when  we  had  a  witness  in  here, 
and  I  think  Mr.  Lanman  was  here  at  that  time,  we  talked  about  cer¬ 
tain  items  where  once  you  had  agreement  that  the  item  was  to  be  built, 
you  did  not  have  to  come  back  for  any  further  justification.  Do  you 
know  about  that  in  your  position  ? 

Mr.  Bokdner.  \es,  under  the  present  method  of  making  appropri¬ 
ations  in  terms  of  obligational  authority. 

Senator  Symington.  What  items  are  involved  ? 

Mr.  Bokdner.  \ou  do  not  have  to  come  back  and  rejustify  for  the 
purpose  of  expenditure. 

Senator  Symington.  What  items  are  involved  where  money  carries 
over  a  12-month  period  ? 

Mr.  Bokdner.  Well,  the  procurement  and  production  of  all  types 
of  major  items  of  materiel. 

Senator  Symington.  Like  what? 

Mr.  Bordner.  Ships,  aircraft,  guns,  tanks,  and  things  of  a  military 
nature,  machine  tools,  production  equipment,  and  so  forth,  construc¬ 
tion  of  public  works,  research  and  development  programs. 

Senator  Symington.  All  of  that  you  can  program  out  beyond  the 
12-month  period  ? 

Mr.  Bordner.  Yes. 

Senator  Symington.  What  do  you  do  if  the  cost  increases?  Are 
there  any  items  where  you  do  not  have  to  come  back  for  a  request  for 
increased  amounts  of  money  to  take  care  of  increased  costs  or  are  all 
items  in  the  military  budget,  items  where  you  have  to  come  back  and 
request  additional  money  in  case  you  made  a  mistake  in  the  original 
estimate  of  the  cost  of  the  items  in  questions  ? 

Mr.  Bordner.  Well,  of  course,  our  programs  are  very  broad  under 
our  appropriations,  and  we  do  not  have  to  work  on  the  basis  of  item 
by  item. 

Senator  Symington.  Let’s  take  a  typical  illustration. 

Mr.  Bordner.  You  work  on  a  basis  of  a  broad  program  and  you 
must  have  a  continuing  re  justification  year  after  year,  and  if  you  need 
more  money  on  account  of  mistakes  in  cost  estimates,  that  gets  picked 
up  in  your  following  year’s  appropriations. 

Senator  Symington.  So  long  as  we  understand  each  other,  but  sup¬ 
pose  you  ordered  100  bombers  for  $8  million  apiece,  and  then  after  the 
order  is  in  process,  we  find  that  those  bombers  are  going  to  cost  $10 
million  apiece,  do  you  have  to  come  back  to  the  Congress  and  ask  the 
Congress  to  give  you  another  $200  million  or  can  you  go  ahead  with 
completion  of  the  order  and  simply  bill  the  Treasury  for  the  additional 
money  ? 

Mr.  Bordner.  You  cannot  place  a  contract  for  a  sum  beyond  the 
amount  of  the  obligational  authority  that  you  have.  You  may  re¬ 
adjust  your  program  so  that  if  you  want  to  place  the  contract  in  full 
at  the  higher  cost - 

Senator  Symington.  I  am  not  talking  about  that.  I  am  talking 
about  the  fact  if  you  make  a  mistake  in  estimated  cost  on  the  down  side 
and  you  need  more  money  to  complete,  say,  100  bombers,  do  you  have 
to  come  back  and  request  that  money  from  the  Congress  or  do  you 
simply  proceed  without  further  request  ? 

Mr.  Bordner.  Mr.  Lanman,  do  you  want  to  say  anything  ? 
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Mr.  Lanman.  I  was  just  saying,  Senator,  to  the  extent  that  you  did 
not  have  the  difference  in  your  no-year  appropriation,  you  would  have 
to  come  back  to  the  Congress  and  request  additional  money  to  cover 
that  contract. 

Senator  Symington.  Let  me  get  this  straight.  If  you  have  $800 
million  appropriated  for  100  bombers  and  you  find  out  it  is  going 
to  cost  a  billion,  you  cannot  spend  the  additional  200  million  without 
further  approval  authorization  and  appropriation  approval  of  the 
Congress ;  is  that  correct  ? 

Mr.  Lanman.  The  800  million,  Senator,  would  have  been  included 
in  your  total  aircraft  appropriation. 

Senator  Symington.  When  you  justified  before  the  Congress,  you 
did  not  pool  it  in  one  sum,  but  you  said,  “We  want  $800  million  for  these 
planes.”  I  am  not  talking  about  an  adjustment  of  the  5  percent  or 
whatever  the  figure  is.  What  do  you  do  if  you  need  200  million  more 
on  those  bombers  because  you  made  a  mistake  or  because  you  had  an 
engineering  design  changed  or  for  any  reason  ?  Do  you  come  back  and 
get  additional  authorization  from  the  committees  in  question  of  the 
Congress? 

Mr.  Lanman.  For  the  obligational  authority  necessary  to  change 
that  contract  upward,  again  providing  that  you  are  not  doing  any  re¬ 
programing  in  your  no-year  appropriation  account.  Now,  the  Ap¬ 
propriations  Committee  has  concerned  itself  with  reprograming  ac¬ 
tivities  within  our  accounts  and  has  instituted  a  reporting  system 
whereby — I  do  not  recall  the  exact  figures — but  when  we  repro¬ 
gram - - 

Senator  Symington.  What  does  reprograming  have  to  do  with  $200 
million  more  that  you  want  to  build  those  100  bombers  which  you  told 
the  Congress  would  cost  800  million  ? 

Mr.  Lanman.  Only  this,  when  we  told  them  “800  million  for  those 
bombers,”  we  also  told  them,  perhaps,  500  million  for  another  aircraft 
and  that  may  have  turned  out  to  be  a  lower  cost  and  in  order  to 
make  it - 

Senator  Symington.  Or  you  may  not  want  those,  but  what  you  are 
saying  now  is  that  you  do  not  have  to  come  back  to  Congress  unless 
you  do  not  have  the  money  to  pay  the  increase  ? 

Mr.  Lanman.  That  is  right. 

Senator  Symington.  And  if  you  need  the  money  to  pay  the  increase 
because  all  the  other  programs  were  accurately  done,  you  would  have 
to  come  back  ? 

Mr.  Lanman.  Have  to  come  back  and  ask  for  an  increase  in  the 
amount  of  the  appropriation. 

Senator  Symington.  That  is  with  respect  to  the  Air  F orce  ? 

Mr.  Lanman.  With  respect  to  all  of  the  services. 

Senator  Symington.  Is  that  true  if  you  are  buying  destroyers  for 
the  Navy  and  lay  the  hulls  ? 

Mr.  Lanman.  Yes,  sir. 

Senator  Symington.  And  then  you  have  to  come  back  if  the  cost  is 
more  than  you  thought  it  was  ? 

Mr.  Lanman.  Only  providing  that  within  the  appropriations,  you 
do  not  have  the  money,  or  if  you  could  not  do  the  reprograming  from 
some  other  reduced  program. 
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Senator  Symington.  When  you  make  the  reprogram,  do  you  submit 
all  the  details  of  that  to  the  committees  in  question  ? 

Mr.  Lanman.  When  it  is  above  a  certain  amount,  sir,  we  report  it 
and  discuss  it  thoroughly. 

Senator  Symington.  Do  you  reprogram  before  you  make  the  change 
or  do  you  ask  the  Congress  permission  to  make  the  change  ? 

Mr.  Lanman.  I  believe  that  the  requirement,  at  the  moment,  sir,  is 
a  reporting  requirement.  I  would  be  glad  to  supply  for  the  record, 
the  existing  instructions  which  are  in  detail  on  this  matter.  (Depart¬ 
ment  of  Defense  instruction  follows :) 

Department  of  Defense  Instruction 
Subject :  Report  on  Reprograming  of  Appropriated  Funds 

I.  PURPOSE 

A.  House  Report  493,  on  the  Department  of  Defense  Appropriation  Act  of 
1956,  expressed  concern  over  the  numerous  reprogramings  of  funds  within 
Department  of  Defense  appropriations.  The  Committee  on  Appropriations  rec¬ 
ognized  that  some  of  these  reprogramings  are  relatively  minor  but  others  are 
substantial  and  far  reaching  in  scope  and  effect.  The  committee  report,  while 
noting  that  some  variations  are  inevitable,  stated  that  it  has  never  been  nor  is  it 
the  intention  of  the  committee  to  permit  the  military  departments  to  have  un¬ 
restricted  freedom  in  reprograming  or  shifting  funds  from  one  category  or 
purpose  to  another  without  prior  notification  or  clearance  of  the  committee.  The 
report  states  that  the  current  practice  of  the  services  in  advising  the  committee 
of  major  reprograming  .both  by  way  of  specific  requests  for  clearance  and 
notification  for  information  purposes,  depending  on  the  nature  of  the  change, 
must  be  continued.  In  addition,  the  committee  requested  that  by  January  15  of 
each  year  the  Department  submit  to  the  committee  a  detailed  tabulation  of  all 
reprograming  of  funds  effected  between  July  1  and  December  31,  and  that  a 
similar  tabulation  be  submitted  by  July  31  for  the  remainder  of  the  fiscal  year. 

B.  It  is  the  purpose  of  this  instruction  to  provide  for  a  uniform  interpreta¬ 
tion  of  the  types  of  reprogramings  which  are  of  interest  to  the  Congress  and  to 
prescribe  a  uniform  procedure  for  reporting  the  data  required  in  compliance 
with  the  intention  of  the  committee  as  expressed  in  House  Report  493. 

II.  SCOPE  AND  APPLICABILITY 

A.  The  provisions  of  this  instruction  are  applicable  to  all  unexpired  general 
(direct)  appropriation  accounts,  except  the  following :  (1)  military  construction 
appropriations,  including  “Military  construction,  foreign  countries,”  and  the 
military,  construction  for  Reserve  forces  accounts;  (2)  research  and  develop¬ 
ment  appropriations,  including  the  emergency  fund,  DOD;  (3)  the  Department 
of  Defense  appropriations  for  family  housing,  access  roads,  loran  stations, 
contingencies,  and  construction  of  ships,  MSTS. 

B.  The  level  of  classification  below  the  appropriation  level  to  be  reported 
under  the  provisions  of  this  instruction  shall  be  the  same  as  that  in  the  printed 
budget  document,  which  is  generally  at  the  budget  activity  or  budget  program 
level;  provided,  however,  that  items  or  projects  of  special  interest  to  the  com¬ 
mittee  should  be  reported  below  the  level  provided  in  the  budget  document. 

III.  DEFINITION  OF  MAJOR  REPROGRAMING 

Major  reprogramings,  as  used  herein  and  as  believed  to  be  responsive  to  the 
intention  of  the  committee,  are  defined  as  any  individual  action  or  actions  which 
fall  within  one  or  more  of  the  following  criteria : 

(1)  -Individual  actions  or  a  total  of  actions  during  the  fiscal  year  which  repre¬ 
sent  increases  or  decreases  of  5  percent  or  more  of  a  budget  activity  or  program 
whose  total  annual  program  is  less  than  $200  million ; 

(2)  Individual  actions  or  a  total  of  actions  during  the  fiscal  year  which  repre¬ 
sent  increases  or  decreases  of  $10  million  or  more  of  a  budget  activity  or  program 
whose  total  annual  program  is  $200  million  or  more ; 
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(3)  Individual  actions  which  involve  items  in  which  the  committee  has  shown 
a  specific  interest,  without  regard  to  the  amount  of  funds  involved,  or  for  which 
the  military  departments  consider  it  desirable  to  advise  the  committee. 

IV.  PROCEDURE  FOR  CLEARANCE  OF  MAJOR  REPROGRAMING 

A.  Individual  actions  which  result  in  major  reprograming  (as  defined  above) 
will  be  cleared  with  the  Assistant  Secretary  of  Defense  (Comptroller)  for  con¬ 
formance  with  current  policies  of  the  Secretary  of  Defense  prior  to  effecting 
such  major  reprograming.  In  the  interest  of  uniformity  of  presentation,  these 
major  reprograming  actions  should  be  submitted  to  the  Office  of  the  Assistant 
Secretary  of  Defense  (Comptroller)  in  letter  form,  entitled  “Request  for  Clear¬ 
ance  of  a  Major  Reprograming  Action,”  with  appropriate  dollar  amounts  shown 
in  summary  columnar  form  at  the  beginning  of  the  letter  as  indicated  below. 

B.  Where  specific  advance  clearance  of  the  committee  is  necessary  or  desir¬ 
able  prior  to  effecting  reprograming,  the  military  services  will  obtain  such  ad¬ 
vance  clearance  in  the  same  manner  as  at  present,  after  first  having  cleared  th* 
proposed  action  with  the  Assistant  Secretary  of  Defense  (Comptroller) . 

C.  Format  for  “Request  for  clearance  of  a  major  reprograming  action” : 


Budget  activity  or  program 

0) 

Initially 

programed 

amount 

(2) 

Amount  of 
program  as 
proposed 

(3) 

A  mount  of 
major  re¬ 
programing 

(4) 

Column  1 :  Budget  activity  or  program. — Two  line  entries  will  be  made  in  this 
column:  (a)  the  title  and  number  of  the  budget  activity  or  program  from  which 
funds  are  being  moved  under  the  proposed  reprograming  action,  and  (b)  the  title 
and  number  of  the  budget  activity  or  program  to  which  funds  are  being  moved 
under  the  proposed  reprograming  action. 

Column  2:  Initially  programed  amount. — Enter  opposite  each  of  the  entries  in 
column  1  the  amount  of  the  budget  activity  or  program  based  on  legislative  his¬ 
tory  and  appropriation  amounts  enacted. 

Column  3  :  Amount  of  program  as  proposed. — Enter  opposite  each  of  the  entries 
in  column  1  the  amount  of  the  budget  activity  or  program  as  proposed  in  this 
reprograming  action. 

Column  ’f :  Amount  of  major  reprograming. — Enter  opposite  each  of  the  entries 
in  column  1  the  difference  (plus  or  minus  as  appropriate)  between  the  amount  of 
the  entry  in  column  2  and  that  in  column  3. 

The  dollar  summary  data  presented  in  accordance  with  the  above  should  be 
accompanied  by  a  narrative  statement  which  will  provide  an  adequate  explana¬ 
tion  of  the  circumstances  and  reasons  in  justification  of  the  proposed  reprogram¬ 
ing,  together  with  supporting  exhibits  or  material  as  considered  necessary  for 
review  by  the  Assistant  Secretary  of  Defense  (Comptroller)  and  for  presentation 
to  the  Congress.  In  the  case  of  major  reprograming  actions,  as  defined  above, 
involving  procurement  and  production  programs,  a  list  of  the  major  end  items 
constituting  at  least  75  percent  of  the  total  dollar  amount  involved  should  be  pre¬ 
sented  as  an  attachment  to  the  letter. 

V.  REPORTS  REQUIRED 

A.  Distribution  of  appropriated  funds  by  budget  activity  or  program 
( format  ,4) 

1.  An  initial  report  will  be  prepared  in  accordance  with  format  A  of  enclosure 
1  and  the  instructions  thereto  and  will  be  submitted  within  15  days  after  Presi¬ 
dential  approval  of  the  annual  appropriation  act  to  show  the  distribution  of  the 
appropriated  funds  as  enacted  by  Congress.  (Note. — The  report  showing  the  dis¬ 
tribution  of  fiscal  year  1956  appropriated  funds  will  be  due  20  days  after  the  date 
of  this  instruction  and  will  reflect  the  status  of  programs  as  of  December  31, 
1955.) 

2.  A  completely  revised  report  will  be  prepared  in  accordance  with  format  A  of 
enclosure  1  and  will  be  submitted  within  15  days  after  Presidential  approval  of 
each  supplemental  appropriation  act,  if  any,  during  the  fiscal  year. 
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3.  A  final  report  for  the  fiscal  year  reported  on  under  the  provisions  of  para¬ 
graph  (1)  above  will  be  prepared  in  accordance  with  format  A  of  enclosure  1  as 
of  June  30  and  will  be  submitted  within  5  days  after  the  submission  of  the  year- 
end  fiscal  reports  (standard  form  133  and  DD  form  600). 

B.  Semiannual  report  of  reprograming  of  appropriated  funds  (format  B) 

A  semiannual  report  showing  reprograming  of  appropriated  funds  will  he  pre¬ 
pared  in  accordance  with  format  B  of  enclosure  1  and  the  instructions  thereto. 
A  report  covering  the  period  July  1-December  31  will  be  submitted  by  January  30, 
and  a  report  covering  the  period  January  1-June  30  will  he  submitted  within  5 
days  after  the  submission  of  the  year-end  fiscal  reports  (standard  form  133  and 
DD  form  690).  (Note. — Usually  such  year-end  fiscal  reports  are  submitted  on  a 
delayed  schedule  to  permit  final  closing  of  the  official  accounts.) 

Since  the  initial  report  for  fiscal  year  1956  will  reflect  status  as  of  December 
31,  1955,  no  reprograming  report,  need  be  submitted  for  the  period  July  1-Decem¬ 
ber  31,  1955.  However,  if,  in  the  opinion  of  the  military  department  concerned, 
any  of  the  currently  programed  amounts  involve  reprograming  actions  taken  dur¬ 
ing  the  past  6  months  which  should  be  brought  to  the  attention  of  the  Congress, 
these  programs  should  be  the  subject  of  a  separate  memorandum  accompanying 
the  report  prepared  in  accordance  with  format  A  of  enclosure  1. 

C.  All  reports  are  to  be  submitted  in  25  copies  to  the  Assistant  Secretary  of 
Defense  (Comptroller). 


VI.  REPORT  CONTROL  SYMBOLS 

A.  Report  control  symbol  DD  Comp  (A)  240  is  assigned  to  the  reporting  re¬ 
quirements  of  paragraph  V-A,  above. 

B.  Report  control  symbol  DD  Comp  (SA)  241  is  assigned  to  the  reporting  re¬ 
quirements  of  paragraph  V-B,  above. 

W.  J.  McNeil, 

Assistant  Secretary  of  Defense  (Comptroller) . 
Format  A  * 

Distribution  of  appropriated  funds  by  budget  activity  program 


Department: 

Appropriation: 

Date: 

Initial  report 

Page  — of  —  pages 

Revised  report 
Final  report 

Budget  activity/program 

Unobli¬ 

gated 

Transfers — 

Adjusted  net  pro¬ 
gram 

No. 

Title 

balance 

brought 

forward. 

1  July 

Appropri¬ 

ations 

To  be 
made 

Actual 

Reflecting 
transfers 
to  be. 
made 

Actual 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

Reserved  for  future  require¬ 
ments _  _ _ 

Planned  unprogramed  amounts . 
Applied  to  prior  year  program .. 
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Format  B 


Semiannual  report  of  reprograming  of  appropriated  funds 


Department: 

Appropriation: 

]  Period:  From  1  July 
through  (date) 

Page  —  of  — 
pages 

Budget  activity/program 

Reim- 

Net  pro¬ 
gram 

Total  re¬ 
program¬ 
ing  dur¬ 
ing 

period 
(col.  (5) 
-|-  or — f6)) 

Major  re- 

Net  re¬ 
program¬ 
ing  (col. 
(7)  — (8)) 

No. 

Title 

Total 
annual 
program 
to  date 

burse- 
men  ts 
from 
other 
accounts 

from 

appro¬ 

priated 

funds 

(col. 

(3) -(4)) 

Adjusted 
net  pro¬ 
gram 

program¬ 
ing  re¬ 
ported  to 
Congress 
to  date 

(1) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

Reserved  for  future  re¬ 
quirements. 

Planned  unprogramed 
amounts. 

Applied  to  prior  year 
programs. 

Total _ 

Instructions  for  the  Preparation  of  Reports  on  Distribution  of  Appropri¬ 
ated  Funds  by  Budget  Activity/Pkogram  and  Semiannual  Report  of 

Reprograming  of  Appropriated  Funds 

a.  general 

1.  Format  A. — distrbiution  of  appropriated  funds  by  budget  activity /program. — 
Format  A  should  be  followed  in  reporting  the  distribution  of  appropriated  funds 
following  presidential  approval  of  the  appropriation  act.  It  is  recommended  that 
the  initial  and  each  revised  (if  any)  report  be  prepared  as  a  master  copy  suitable 
for  reproduction  in  the  quantities  required,  and  that  such  master  copy  be  re¬ 
tained  so  that  it  may  be  used  in  preparation  of  the  final  report,  thereby  eliminat¬ 
ing  the  necessity  of  retyping  previously  reported  data  and  restricting  entries 
only  to  those  required  in  columns  (6)  and  (8). 

2.  Format  B. — semiannual  report  of  reprograming  of  appropriated  funds. — 
Format  B  should  be  followed  in  reporting  the  reprograming  actions  effected 
during  each  of  the  semiannual  periods. 

3.  Modification  of  formats. — Formats  A  and  B  may  be  varied  as  to  paper  size, 
margins,  columnar  widths,  etc.,  to  meet  limitations  of  reproduction  equipment, 
but  the  arrangement  and  sequence  of  the  information  reported  must  be  exactly 
in  accord  with  those  formats. 

4.  Number  of  copies. — Twenty-five  copies  of  the  report  should  be  submitted  to 
the  Assistant  Secretary  of  Defense  (Comptroller)  who  will  provide,  out  of  that 
number,  the  necessary  copies  for  the  Committee  on  Appropriations.  Bach  report 
should  be  arranged  in  complete  sets  covering  all  of  the  appropriations  being 
reported. 

B.  FORMAT  A - DISTRIBUTION  OF  APPROPRIATED  FUNDS  BY  BUDGET  ACTIVITY/PROGBAM 

1.  Heading. — The  name  of  the  department  preparing  the  report,  the  title  of 
the  appropriation  as  listed  by  the  Treasury  Department,  the  date  on  which  the 
report  is  prepared,  the  nature  of  the  report,  and  the  page  number  of  each  sheet 
should  be  entered  in  the  appropriate  blocks  at  the  head  of  the  sheet. 

2.  Budget  activity /program  ( columns  1  and  2). — List  under  these  columns  the 
number  and  title  of  each  budget  activity/program,  or  other  item  of  special  interest 
to  the  committee.  The  nomenclature  and  sequence  should  be  the  same  as  that 
normally  employed  by  the  military  departments  in  the  budget  justification  books 
before  the  Congress.  In  those  instances  where  the  budget  justification  books 
group  together  two  or  more  budget  activities/programs,  as  contained  in  the  fiscal 
codes,  subtotals  may  be  used  so  as  to  permit  ready  comparison  with  the  budget 
as  presented  to  the  congressional  committees.  A  one-line  entry,  entitled  “re- 
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served  for  future  requirements, ”  should  be  used  in  those  no-year  appropriations 
in  which  certain  funds  may  be  programed  for  use  in  subsequent  fiscal  years — 
e.  g.,  first  destination  transportation  or  engineering  changes.  A  one-line  entry, 
entitled  “planned  unprogramed  amounts”  should  be  used  in  those  cases  where 
some  of  the  funds  within  an  appropriation  will  not  be  required  to  finance  cur¬ 
rently  approved  programs  (e.  g.,  savings  in  annual  accounts) ,  or  where  part  of  the 
funds  are  planned  for  reprograming  against  the  succeeding  years’  programs  (i.  e., 
changes  among  program-years  in  no-year  appropriations).  A  one-line  entry, 
entitled  “applied  to  prior  year  programs,”  should  be  used  to  show  the  amounts, 
if  any,  of  current  year  appropriations  (column  4)  applied  to  prior  year  pro¬ 
grams  in  order  to  complete  those  prior  year  programs.  Where  programs  are 
known  to  have  changed  by  the  time  the  final  appropriation  act  has  been  approved, 
resulting  in  savings  or  credits  against  succeeding  years’  programs,  the  use  of 
this  line  entry  will  permit  recognition  of  these  changes  without  involving  subse¬ 
quent  reporting  of  the  changes  as  a  reprograming  action. 

3.  Unobligated  balance  brought  forward  1  July  ( column  3).— This  column 
will  be  used  to  enter  opposite  the  entries  in  columns  1  and  2  the  amount  of  the 
unobligated  balance  brought  forward  in  no-year  (or  multiple-year)  appropria¬ 
tions  as  is  applicable  to  each  budget  activity/program  or  item  of  the  program- 
year  being  reported.  The  total  of  this  column  will  agree  with  the  amount  report¬ 
ed  on  line  1,  standard  form  133,  and  will  represent  the  actual  (rather  than  the 
estimated)  amount  of  the  unobligated  balance  Where  only  a  part  of  the  un¬ 
obligated  balance  is  applicable  to  the  current  fiscal  year  program,  only  this  por¬ 
tion  will  be  distributed  by  budget  activity/program,  and  the  entries,  “applicable 
to  prior  year  programs,”  or  “planned  unprogramed  amounts,”  as  the  case  may 
be,  will  be  used  to  cover  the  balance  of  the  unobligated  funds  brought  forward. 

4.  Appropriations  ( column  4). — This  column  will  be  used  to  enter  opposite 
the  entries  in  columns  1  and  2  the  amount  of  the  appropriations,  as  contained  in 
the  appropriation  act.  Any  adjustments  made  by  the  Congress  from  the  amounts 
shown  in  the  President’s  budget  will  be  accurately  reflected  in  accordance  with 
congressional  intent ;  the  amount  and  identification  of  the  congressional  actions 
will  be  based  upon  the  reports  of  the  committees  on  appropriations,  the  debate  on 
the  appropriation  bill,  and  related  legislative  history.  Where  such  legislative 
intent  cannot  be  i  dentified  from  available  sources  of  information  by  specific  items, 
the  adjustments  should  be  made  in  such  a  manner  as  to  result  in  balanced  pro¬ 
grams  for  the  appropriation  as  a  whole,  giving  due  consideration  to  the  inter¬ 
relationships  among  the  programs  under  the  adjusted  amount  appropriated.  The 
total  of  this  column  will  agree  with  line  2  (plus  line  3,  if  any)  of  standard 
form  133. 

5.  Transfers — to  be  made  (col.  3). — This  column  will  be  used  only  on  the 
initial  and  revised  reports  during  a  given  fiscal  year — i.  e.,  those  prepared  after 
Presidential  approval  of  the  annual  and/or  supplemental  appropriation  acts 
(see  pars.  V-A-l  and  V-A-2).  Enter  in  this  column  opposite  the  entries  in  col¬ 
umns  1  and  2  the  amount  of  any  anticipated  transfers,  including  rescissions, 
which  have  been  authorized  by  specific  action  of  the  Congress ;  such  transfer 
amounts  should  be  included  within  the  total  programed  funds.  In  the  case 
of  general  transfer  authorization  language  in  which  the  exact  source  of  the 
transfer  is  not  yet  known,  the  amount  of  the  unknown  source  of  the  transfers 
will  be  footnoted  in  the  report.  In  the  case  of  general  transfer  authorizations 
from  any  available  balances,  the  transfers  will  be  shown  against  the  line, 
“Planned  unprogramed  amounts,”  rather  than  distributed  by  budget  activity 
program  or  item.  The  total  of  this  column  will  agree  with  lines  5  (a)  and  5(b) 
of  standard  form  133. 

6.  Transfers — actual  (col.  6). — This  column  will  be  used  only  on  the  final 
report  for  a  given  fiscal  year — i.  e.,  the  report  prepared  after  the  close  of  the  fis¬ 
cal  year  (see  par.  V-A-3.  above)  to  report  actual  transfers  in  accordance  with 
instructions  in  paragraph  5  immediately  above. 

7.  Adjusted  net  program — reflecting  transfers  to  be  made  (col.  7). — This 
column  will  be  used  only  on  the  initial  and  revised  reports  during  a  given  fiscal 
year — i.  e.,  those  prepared  after  Presidential  approval  of  the  annual  and/or 
supplemental  appropriation  acts.  Enter  in  this  column  opposite  the  entry  in 
columns  1  and  2  the  sum  of  the  entries  in  columns  3,  4.  and  5.  It  should  be 
noted  that  the  total  of  this  column  will  not  agree  with  line  (5  of  standard  form 
133  by  the  amount  of  the  reimbursements,  if  any;  these  reimbursements  are 
omitted  from  the  report  on  reprograming  on  the  assumption  that  the  direct  or 
appropriated  funds  are  of  primary  interest  to- the  congressional  committees  and 
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that  reimbursable  transactions  to  one  account  are  generally  included  as  part 
of  the  appropriated  funds  in  other  accounts. 

8.  Adjusted  net  program — actual  (col.  8). — This  column  will  be  used  only 
on  the  Anal  report — i.  e.,  the  report  prepared  after  the  close  of  the  fiscal  year. 
Enter  in  this  column  opposite  the  entries  in  columns  1  and  2  the  sum  of  the 
entries  in  columns  3,  4,  and  6. 

C.  FORMAT  B — SEMIANNUAL  REPORT  OF  REPROGRAMING  OF  APPROPRIATE  FUNDS 

1.  Heading.—' The  name  of  the  department,  the  title  of  the  appropriation,  the 
period  covered  by  the  report  (i.  e.,  December  31  or  June  30),  and  the  page  num¬ 
ber  of  each  sheet  should  be  entered  in  the  appropriate  blocks  at  the  head  of 
the  sheet. 

2.  Budget'  activity /program  (cols.  1  and  2).  List  under  these  columns  the 
same  numbers  and  titles  as  used  in  format  A. 

3.  Total  annual  program  to  date  (col.  3.). — Enter  in  this  column  the  dis¬ 
tribution  by  budget  activity/program  or  item  of  the  total  annual  program  (bud¬ 
get  authorization  but  not  necessarily  the  funded  amount  thereof)  as  approved 
on  the  date  of  the  report  (i.  e.,  December  31  or  June  30).  The  total  annual 
program  will  include  reimbursable  operations,  and  the  distribution  in  this  col¬ 
umn  should  be  consistent  with  that  shown  in  column  2  of  the  December  31  and 
June  30  reports  on  DD  Form  690.  The  annual  program  will  include  all  funds 
for  all  planned  and  approved  programs,  whether  or  not  such  funds  have  been 
apportioned  or  are  included  in  administrative  contingency  reserves  and  whether 
or  not  such  programs  are  planned  for  obligation  or  commitment  within  the 
current  fiscal  year.  On  the  other  hand,  where,  as  a  result  of  actions  taken  in 
connection  with  the  apportionments  or  other  administrative  operations,  the 
annual  programs  have  been  changed  as  a  matter  of  planned  reprograming,  prop¬ 
erly  approved  by  management,  only  the  amount  of  the  approved  annual  pro¬ 
grams  will  be  entered  in  this  column  (as  is  the  case  for  amounts  entered  in 
column  (2)  of  DD  Form  690).  In  the  event  that  the  approved  annual  programs 
are  less  than  the  total  funds  available  for  programs,  the  line  entry  "Planned 
unprogramed  amounts”  will  be  used  to  indicate  the  savings  ifianned  in  the 
annual  accounts  or  to  indicate  the  changes  among  program-years  in  the  no¬ 
year  appropriations.  Actual  reprogramings  which  result  solely  from  the  non¬ 
apportionment  of  funds  will  be  reported  in  the  same  manner  as  other  reprogram¬ 
ings,  with  the  explanation  being  given  as  ‘‘Nonapportionment  of  funds.” 

4.  Reimbursements  from  other  accounts  (col.  Jt ) . — Enter  in  this  column 
the  actual  amounts  of  reimbursements  to  the  date  of  the  report  which  have  been 
included  in  the  amounts  entered  in  column  (3)  as  attributable  to  reimbursable 
operations.  This  method  of  reflecting  reimbursable  operations  is  designed  to 
minimize  the  amount  of  "apparent”  reprograming  merely  as  a  result  of  changes 
in  reimbursable  work  which  may  not  affect  the  planned  programs  utilizing  ap¬ 
propriated  funds.  Further,  by  subtracting  the  amount  of  reimbursements  from 
the  total  annual  program,  the  resultant  net  annual  program  for  appropriated 
funds  will  be  more  nearly  comparable  with  the  net  program  as  initially  approved. 

5.  Net  program  from  appropriated  funds  (col.  5). — Enter  in  this  column 
the  difference  between  the  amount  in  column  (3)  and  the  amount  in  column  (4) 
by  budget  activity/program  or  item.  This  difference  will  be  assumed  to  repre¬ 
sent,  as  closely  as  practicable,  the  net  annual  program  from  appropriated  funds, 
in  a  manner  similar  to  that  used  in  the  budget  justification  books  for  “direct” 
obligations. 

6.  Adjusted  net  program  (col.  6).— Enter  in  this  column  the  same  amounts 
as  reported  in  column  ( 7 )  of  format  A. 

7.  Total  reprograming  during  period  (col.  7). — Enter  in  this  column  the 
difference  between  the  amount  in  column  (5)  and  the  amount  in  column  (6)  by 
budget  activity /program  or  item.  These  differences  will  be  both  plus  and  minus. 
The  amounts  in  this  column  will  represent  the  total  reprograming,  both  major 
and  minor,  through  the  reporting  period. 

8.  Major  reprograming  reported  to  Congress  to  date  (col,  8). — Enter  in 
this  column  the  amounts  of  the  major  reprogramings  which  have  been  cleared 
with  the  Assistant  Secretary  of  Defense  (Comptroller)  and  reported  to  the 
Congress  through  the  reporting  period.  These  clearances  in  letter  form  should 
be  so  maintained  by  some  serial  numbering  system  as  to  permit  a  rapid  and 
accurate  summary  to  be  made  for  inclusion  in  this  column  of  the  report. 
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9.  Net  reprograming  (col.  9). — Enter  in  this  column  the  difference  in  the 
amount  in  column  (7)  and  the  amount  in  column  (8)  by  budget  activity/pro¬ 
gram  or  item.  These  differences  will  represent  all  minor  reprograming,  which 
did  not  require  prior  clearance,  and  any  major  reprograming  actions  which 
have  been  cleared  with  the  Assistant  Secretary  of  Defense  (Comptroller)  but 
not  yet  reported  to  the  Congress.  Additional  comments  or  remarks  in  explana¬ 
tion  of  the  reprograming  report  should  be  shown  on  the  reverse  of  the  sheets  or 
by  attaching  a  separate  sheet  to  each  applicable  appropriation  report. 

Senator  Symington.  Reporting— does  that  mean  you  ask  the  Con¬ 
gress  for,  say  1,600  million  on  the  basis  of  various  airplanes  and  then 
you  can  change  that  at  your  will  without  coming  back  to  the  Con¬ 
gress  and  asking  for  permission  to  change  it? 

Mr.  Lanman.  It  is  my  understanding,  sir,  that  no  major  change  is 
made  without  consultation. 

Senator  Kennedy.  I  want  to  ask  one  last  question.  How  broadly 
can  you  reach  into  other  sources  of  funds  if  you  do  not  have  sufficient 
funds  to  pay  for  a  specific  program  ? 

Mr.  Lanman.  Only  within  the  confines  of  the  same  appropriation ; 
that  is,  the  aircraft  appropriation. 

Senator  Kennedy.  For  instance,  can  you  take  the  money  for 
fighters  ? 

Mr.  Lanman.  Because  of  the  way  money  is  appropriated,  yes,  sir. 

Senator  Kennedy.  Does  it  just  have  to  be  for  planes  or  can  it  be  for 
Air  Force  bases? 

Mr.  Lanman.  The  Air  Force  lias  six  major  subdivisions. 

Senator  Kennedy.  Does  every  explanation  have  to  be  in  one  of  those 
subdivisions  ? 

Mr.  Lanman.  Yes. 

Senator  Symington.  Mr.  Chairman,  may  I  ask  one  more  question? 

Senator  Kennedy.  Yes,  and  after  that,  we  will  adjourn.  I  also 
want  these  letters,  referring  to  Senator  Payne’s  bill,  S.  3199,  to  be  in¬ 
serted  in  the  record. 


United  States  Senate, 

Committee  on  Interstate  and  Foreign  Commerce, 

March  19,  1956. 


Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  an  Reorganization 

of  the  Committee  on  Government  Operations 
United  States  Senate,  Washington  25,  D.  C. 


Dear  Senator:  I  am  very  sorry  that  I  will  not  be  able  to  be  present  at  your 
hearings  on  S.  3199.  This  bill  is  designed  to  improve  governmental  budget  and 
accounting  procedures. 

I  would  appreciate  it  if  you  would  insert  this  letter  in  the  record.  As  you 
know,  I  am  a  cosponsor  of  S.  3199  and  think  highly  of  its  purposes  and  objec¬ 
tives.  Accordingly,  I  urge  that  it  receive  the  favorable  action  of  your  subcom¬ 
mittee. 

With  best  wishes,  I  am, 

Sincerely  yours. 


John  Marshall  Butler. 
United  States  Senator  from  Maryland. 
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United  States  Senate, 
Committee  on  Public  Works, 

March  20,  1910. 

In  re  S.  3199. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization 

of  the  Committee  on  Government  Operations, 

United  States  Senate. 


Dear  Senator  Kennedy:  I  have  the  honor  to  cosponsor  S.  3199,  a  bill  to  im¬ 
prove  governmental  budgeting  and  accounting  methods  and  procedures,  and  for 
other  purposes.  This  Hill,  pending  before  your  subcommittee,  was  introduced 
by  our  colleague,  Senator  Frederick  Payne,  whom  I  consider  outstandingly 
qualified  in  this  field  by  reason  of  his  career  in  accounting  and  fiscal  practices, 
both  in  business  and  Government. 

Since  Senator  Payne  will  testify  before  your  subcommittee,  I  will  not  make 
a  detailed  analysis  of  this  measure.  I  am  sure  Senator  Payne  will  present  a 
strong  case  of  its  most  serious  consideration  by  your  subcommittee. 

This  bill  would  implement  the  majority  of  recommendations  of  the  second 
Hoover  Commission  Report  on  Budget  and  Accounting.  A  lion’s  share  of  the 
savings  envisioned  by  the  Commission  to  result  from  adoption  of  its  recom¬ 
mendations,  would  result  from  implementation  of  its  proposals  in  this  area. 

The  potentialities  of  sound  fiscal  management  have  never  been  realized  by 
the  Federal  Government.  Budgeting  is  more  than  estimating  expenditures  and 
revenue.  Budgeting  should  provide  tools  to  control  expenditure  and  to  insist 
on  efficient  management  of  the  agencies. 

Accounting  is  more  than  mere  tabulation  of  income  and  outgo.  Accounting 
should  provide  financial  facts  to  make  a  realistic  review  of  past  and  proposed 
performance. 

The  foundation  for  our  present  Federal  budget  and  accounting  system  was 
laid  in  the  Budget  and  Accounting  Act  of  1921.  Since  then,  the  size  of  our 
Federal  Government,  as  measured  by  its  annual  spending,  has  mushroomed  to 
more  than  15  times  its  1921  size. 

The  single  stark  fact  that  the  United  States  Government  now  spends  $65 
billion  a  year  should  impress  on  the  Congress  the  need  for  having  the  most 
modern  and  efficient  budgeting  and  accounting  systems  devised  by  man. 

In  a  recent  speech  in  which  he  urged  adoption  of  these  recommendations, 
Mr.  Hoover  simply  but  eloquently  stated  the  case  for  these  proposals.  He  said, 
“Competence  and  leadership  in  the  housekeeping  of  our  Government  are  a  con¬ 
tribution  to  freedom  in  every  American  home.” 

Letters  to  me  from  hundreds  of  Nebraskans  indicate  that  there  is  a  very 
wide  base  of  support  for  the  recommendations  of  the  second  Hoover  Commission 
in  my  State. 

Again,  I  urge  your  subcommittee  to  give  implementation  of  the  budgeting 
and  accounting  report  of  the  Hoover  Commission,  as  provided  in  S.  3199,  its  more 
serious  consideration  and  favorable  action,  at  a  very  early  date. 

Sincerely  yours, 


Roman  L.  Hruska, 
United  States  Senator  from  Nebraska. 


United  States  Senate, 

Committee  on  Armed  Services, 

March  21, 

Hon.  John  F.  Kennedy, 

Chairman.  Subcommittee  on  Reorganization 

of  the  Committee  on  Government  Operations, 

Senate  Office  Building,  Washington,  71.  C. 

My  Dear  Mr.  Chairman  :  Senator  Payne  has  advised  me  that  you  are  to 
commence  hearings  shortly  on  the  bill  introduced  by  himself  and  others,  includ¬ 
ing  myself,  “To  Improve  Governmental  Budgeting  and  Accounting  Methods  and 
Procedures,  and  for  Other  Purposes.”  He  also  states  that  this  bill  combines  the- 
recommendations  of  the  Hoover  Commission  on  budgetary  and  accounting 
practices. 
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Whether  or  not  this  bill  is  in  final  satisfactory  form  to  accomplish  the  results 
is  for  your  Committee  to  say.  I  believe  that  the  Federal  system  of  budgeting 
and  accounting  methods  can  be  improved.  May  I  cite  four  instances  : 

1.  Many  of  our  municipalities  and  State  governments  have  an  accrual  system. 
So  far  as  I  know,  the  Federal  Government  lias  none. 

2.  It  is  my  understanding  that  there  is  no  present  method  for  accounting  for 
outstanding  checks.  In  other  words,  the  cash  balance  of  the  Treasury  Depart¬ 
ment  is  made  up  on  day-to-day  basis  after  the  day's  business  is  completed. 

3.  The  inventory  systems  of  the  Government  are  far  from  complete.  The 
armed  services  are  building  one  up  but  it  is  progressing  very  slowly.  Until 
very  recently  there  was  no  inventory  of  real  estate  owned  by  the  Government. 

4.  Under  present  budgetary  practices,  original  estimates  are  built  up  almost 
a  year  in  advance  of  the  start  of  the  fiscal  year,  in  some  instances  they  are 
outdated  by  the  time  they  are  put  into  effect. 

While  there  are  other  instances  that  I  could  call  to  your  attention,  these  are 
four  examples  which  induced  me  to  join  in  the  filing  of  this  bill.  I  appreciate 
the  opportunity  to  join  and  to  bring  these  facts  to  your  attention. 

With  best  regards,  I  am, 

Sincerely, 


Leverett  Saltonstat.l, 
United  States  Senator  from  Massachusetts. 


Congress  of  tiie  United  States, 

House  of  Representatives, 
Washington,  D.  C.,  March  21, 1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Reorganization  Subcommittee,  Senate  Committee  on  Government 
Operations,  Washington,  D.  C. 

Dear  Mr.  Chairman  :  I  understand  that  the  Reorganization  Subcommittee  is 
currently  holding  hearings  on  Senator  Payne’s  bill,  S.  3199,  which  would  imple¬ 
ment  and  carry  out  certain  recommendations  of  the  Hoover  Commission’s  Budget 
and  Accounting  Report. 

I  yipuld  like  to  have  been  able  to  appear  before  your  subcommittee  to  speak  on 
behalf  of  Senator  Payne’s  bill  because  I  have  a  deep  interest  in  the  subject  and 
have  introduced  in  the  House  a  bill,  H.  R.  9402,  which  is  an  exact  companion 
measure  to  Senator  Payne’s  bill.  Unfortunately,  because  of  prior  commitments, 
I  probably  shall  be  unable  to  appear  before  your  subcommittee  today. 

I  would  appreciate  it  very  much  if  the  subcommittee  would  accept,  for  insertion 
within  the  transcript  of  its  hearings,  my  enclosed  statement  on  behalf  of  Senator 


Payne’s  bill. 

Sincerely  yours, 


Geenard  P.  Lipscomb, 

Member  of  Congress. 


Statement  of  IIon.  Geenard  P.  Lipscomb,  a  Representative  in  Congress  From 

the  State  of  California 

Mr.  Chairman,  I  appreciate  the  subcommittee’s  permitting  me  to  submit  for  the 
record  of  these  hearings  this  statement  endorsing  Senator  Payne’s  bill,  S.  3199, 
introduced  by  the  Senator  on  February  14,  1956,  which  would  implement  and 
carry  out  certain  recommendations  of  the  Hoover  Commission  contained  in  the 
Hoover  Commission’s  Budget  and  Accounting  Report  transmitted  to  the  Congress 
in  June  1955. 

On  February  20,  1956,  I  introduced  in  the  House  a  bill,  II.  R.  9402,  which  is 
an  exact  companion  measure  to  Senator  Payne’s  bill. 

I  would  like  to  commend  the  Senate  Government  Operations  Committee  upon 
its  timely  and  serious  consideration  of  Senator  Payne’s  bill  and  related  budget 
and  accounting  reform  proposals.  I  have  long  believed  that  one  of  the  most 
important  and  pressing  areas  for  legislative  action  is  the  field  of  budgeting  and 
accounting.  Significant  improvements  in  financial  management  at  almost  all 
levels  of  Government  are  possible,  and  the  Congress  should  make  every  effort  to 
improve  and  modernize  our  governmental  budgeting  and  accounting  systems  to 
make  possible  the  most  effective  congressional  control  over  Government  ex¬ 
penditures. 
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I  strongly  urge  the  enactment  of  S.  3199  because  I  believe  it  will  make  possible 
more  effective  congressional  control  over  Government  expenditures.  It  does  this 
by  providing  for  cost-based  accounting:  and  cost-based  budgeting  throughout  the 
Government.  With  cost-based  budgeting  the  Congress  will  be  in  a  position  to 
make  appropriations  for  each  year  in  terms  of  the  estimated  annual  accrued 
expenditures  during  that  year — that  is,  Congress  can  make  available  to  the 
executive  agencies  for  any  fiscal  year  funds  only  sufficient  to  cover  the  cost  of 
goods  and  services  estimated  to  be  received  in  that  year.  The  establishment  of 
appropriations  on  an  accrued  expenditure  basis  is  a  fundamental  step  that  must 
be  taken  if  Congress  is  to  regain  effective  control  over  the  purse  strings.  This 
requires  cost-based  budgets  which  can  be  developed  only  if  Government  agencies 
maintain  their  accounts  on  an  accrual  basis. 

Section  2  (b)  of  this  bill  provides  that  the  accounts  of  each  agency  shall  be 
kept  on  an  accrual  basis  to  show  the  actual  cost  of  operation.  This  would 
facilitate  the  preparation  of  cost-based  budgets. 

Section  1  (b)  provides  that  cost-based  budgets  should  be  used  by  all  depart¬ 
ments  and  agencies.  It  goes  on  to  provide  that  all  departments  and  agencies 
shall  submit  performance  reports  to  the  Bureau  of  the  Budget.  These  reports 
will  be  important  documents  in  making  significant  the  cost-based  performance 
budgets  developed  by  the  agencies. 

To  facilitate  the  development  of  cost-based  accrual  accounts  and  of  cost-based 
performance  budgets,  section  2  (c)  provides  for  the  creation  in  the  Bureau  of 
the  Budget  of  a  Staff  Office  of  Accounting.  This  agency,  with  the  cooperation 
of  the  Department  of  the  Treasury  and  the  General  Accounting  Office,  would 
assist  the  operating  departments  and  agencies  in  the  development  of  adequate 
accounting  systems  to  meet  the  objectives  of  this  bill. 

The  Congress,  by  enactment  of  the  Budget  and  Accounting  Procedures  Act  of 
1950,  took  a  significant  step  forward  in  providing  for  the  use  of  program  or 
performance  budgets  by  the  executive  agencies  of  the  Government.  The  ob¬ 
jective  of  this  law  was  to  have  the  Government  departments  show  how  they 
intended  to  spend  their  money  on  the  basis  of  the  major  programs  that  the  agenr 
cies  carry  out.  To  make  such  a  budget  thoroughly  effective  and  meaningful, 
Government  accounts  must  be  kept  on  a  cost  or  an  accrual  basis  and  not  merely 
on  an  appropriations  basis.  The  agencies  must  be  able  to  tell  what  a  given  pro¬ 
gram  has  cost  and  is  likely  to  cost  in  a  given  fiscal  year,  and  not  merely  how  much 
appropriated  funds  have  been  spent  in  a  given  fiscal  year.  Only  with  adequate 
accrual  cost-based  accounts  can  a  budget  be  developed  that  will  show  how 
much  a  given  program  is  likely  to  cost  in  a  given  fiscal  year.  Thus  the  enact¬ 
ment  of  this  bill,  in  my  opinion,  is  a  necessary  step  to  make  thoroughly  effective 
the  Budget  and  Accounting  Procedures  Act  of  1950. 

The  most  important  reason  for  the  enactment  of  this  bill  is  that  only  through 
the  use  of  accrual  accounting  and  cost-based  budgets  can  the  Congress  regain 
more  effective  control  of  the  purse,  because  then  it  will  be  in  a  position  to  make 
annual  appropriations  on  the  basis  of  the  estimated  accrued  expenditures  that 
are  to  be  made  during  the  forthcoming  fiscal  year.  This  would  put  an  end  to 
the  practice  in  the  executive  agencies  of  building  up  unexpended  balances  of 
appropriated  funds.  At  the  beginning  of  the  fiscal  year  1956,  there  was  avail¬ 
able  to  Government  agencies  out  of  funds  appropriated  for  previous  fiscal  years 
$53,900  million  of  unexpended  funds. 

The  availability  of  such  large  unexpended  balances  of  appropriated  funds 
impairs  congressional  control  over  the  purse  for  several  reasons : 

First,  it  creates  an  incentive  upon  the  part  of  the  spending  agencies  to  obligate 
funds  to  prevent  appropriations  from  lapsing. 

Second,  Congress  is  not  able  to  control  the  cost  incurred  in  carrying  out  spe¬ 
cifically  approved  programs. 

Third,  Congress  cannot  control  the  level  of  expenditures  in  any  given  year. 
The  amount  of  money  appropriated  for  any  fiscal  year  under  present  cir¬ 
cumstances  has  little  relationship  to  the  amount  of  money  spent  in  that  fiscal 
year. 

Fourth,  there  is  no  direct  and  effective  control  over  the  budget  surplus  or 
deficit  in  any  fiscal  year. 

If  the  Congress,  made  up  of  the  chosen  representatives  of  the  American  people, 
is  to  exercise  any  constitutional  degree  degree  of  effective  control  over  the 
executive  branch,  it  must  be  in  a  position  to  control  the  amount  of  money 
to  be  expended  by  it.  Effective  control  over  the  purse  is  one  of  the  most  im¬ 
portant  devices  available  to  Congress  for  protecting  the  American  j>eople  from 
the  potentiality  of  irresponsible  expenditures. 
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The  enactment  of  S.  3199  will  make  it  possible  for  us  to  attain  this  objective, 
and  it  will  enable  the  executive  branch  to  develop  adequate  accounting  that  is 
a  necessary  tool  for  efficient  management. 


Chamber  of  Commerce  of  the  United  States, 

Washington  6,  D.  C.,  March  20, 1956. 

Hon.  John  F.  Kennedy, 

Senate  Committee  on  Government  Operations, 

Senate  Office  Building,  Washington,  D.  C. 

Dear  Senator  Kennedy  :  A  statement  in  support  of  the  underlying  objectives 
of  S.  3199,  upon  which  bill  your  subcommittee  is  holding  hearings,  is  being  pre¬ 
pared  for  submission  on  behalf  of  the  Chamber  of  Commerce  of  the  United  States 
by  Mr.  M.  C.  Conick,  resident  partner,  Main  &  Co.,  First  National  Bank  Building, 
Pittsburgh,  Pa. 

We  would  very  much  appreciate  permission  to  submit  it  later  for  the  record 
of  your  hearings. 

Cordially  yours, 


Clarence  R.  Miles, 
Manager,  Legislative  Department. 


Senator  Kennedy.  The  hearing  will  be  resumed  on  Monday  and 
the  Department  of  Defense  will  have  a  chance  to  discuss  this  subject. 

Mr.  Lanman.  Mr.  McNeil  asked  me  to  apologize  for  his  absence. 
He  is  unavoidably  out  of  the  city. 

Senator  Kennedy.  Can  he  be  with  us  on  Monday  ? 

Mr.  Lanman.  I  hope  so,  sir.  I  will  discuss  it  with  him. 

Senator  Kennedy.  At  the  suggestion  of  Senator  Symington  we 
will  have  the  hearing  on  Tuesday,  as  far  as  the  Department  of  De¬ 
fense  is  concerned,  and  some  of  the  other  agencies,  which  were  noti¬ 
fied  this  afternoon,  can  be  heard  on  Monday. 

Senator  Symington.  I  would  like  to  ask  one  more  question. 

Senator  Kennedy.  Yes. 

Senator  Symington.  Are  there  any  differences  with  respect  to  long¬ 
term  purchase  contractual  obligations  between  the  various  services? 
As  I  understand  it.  you  say  there  are  not  ? 

Mr.  Lanman.  With  respect  to  the  most  major  items,  sir,  there  is 
no  difference,  but  there  are  some. 

Senator  Symington.  Most  major - 

Mr.  Lanman.  Ships,  aircraft,  and  so  forth. 

Senator  Symington.  All  on  the  same  basis? 

Mr.  Lanman.  Yes,  sir,  except  that,  in  the  Navy  and  in  1  or  2  aspects 
of  the  maintenance  and  operations  appropriations,  there  are  some 
lomr-lead-time  items  which  are  financed  by  annual  appropriations 
which  we  discussed  here  yesterday.  This  is  not,  however,  compara¬ 
tively  speaking,  a  large  segment  of  our  procurement. 

Senator  Symington.  I  understand.  In  other  words,  the  major 
things  run  across  the  board  for  all  services ;  is  that  right? 

Mr.  Lanman.  Major  items. 

Senator  Symington.  Thank  you,  Mr.  Lanman. 

Senator  Payne,  would  you  care  to  ask  any  questions  ? 

Senator  Payne.  No,  thank  you  very  much.  I  know  you  are  anxious 
to  get  up  on  the  floor.  This  is  an  interesting  subject. 

Senator  Symington.  I  would  be  very  glad  to  yield  to  somebody  who 
knows  as  much  as  you  do. 
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Senator  Payne.  Thank  you  very  much.  The  point  that  we  have- 
been  discussing  is  the  one  I  did  leave  out  of  the  bill.  I  did  say  in  the 
statement,  which  was  read  prior  to  your  being  able  to  come  to  this 
committee,  my  strong  support,  however,  of  this  provision  and  urging 
the  committee  to  give  real  consideration  to  adding  it  to  the  bill  because 

it  was  needed.  .  . 

Let  me  iust  say,  finally,  that  my  interest  m  this  goes  back  a  long, 
long  way  because  my  start  in  life  in  this  field  came  through  the  dis¬ 
tinguished  father  of  the  chairman  of  this  subcommittee,  Joseph  P. 
Kennedy,  who  is  a  very  distinguished  gentleman.  I  worked  with  him, 
for  many  years  in  theater  operations. 

Senator  Symington.  Thank  you.  Senator. 

The  subcommittee  will  recess  until  10  o’clock  on  Monday. 
(Whereupon,  at  12 :  05  p.  m.,  the  subcommittee  adjourned.) 
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MONDAY,  MARCH  26,  1956 

( 

United  States  Senate, 

Subcommittee  on  Reorganization  of 
the  Committee  on  Government  Operations, 

W ashing  ton,  I).  C. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.  m.,  in  room  412, 
Senate  Office  Building,  Washington,  D.  C.,  Senator  Strom  Thurmond, 
presiding. 

Present:  Senators  Strom  Thurmond,  Democrat,  South  Carolina; 
Norris  Cotton,  Republican,  New  Hampshire,  and  Thomas  E.  Martin, 
Republican,  Iowa. 

Also  present:  Miles  Scull,  Jr.,  professional  staff  member;  Glenn  K. 
Shriver,  professional  staff  member;  Mrs.  Kathryn  M.  Keeney,  clerical 
assistant. 

Senator  Thurmond.  We  will  resume  hearings  today  upon  recom¬ 
mendations  made  by  the  Hoover  Commission  relating  to  improvements 
in  the  Government  ’s  budgeting  and  accounting  systems. 

The  subcommittee  will  receive  testimony  this  morning  from  repre¬ 
sentatives  of  the  Bureau  of  the  Budget,  the  General  Accounting  Office, 
and  the  Treasury  Department  on  S.  3199,  which  would  implement 
the  Hoover  Commission’s  recommendations  in  these  important  areas. 

The  chairman,  Senator  Kennedy,  who  is  out  of  the  city  today,  has 
asked  me  to  express  his  appreciation  and  that  of  the  subcommittee  to 
the  witnesses  who  were  not  heard  on  Wednesday  last,  and  who  have 
returned  today  to  present  their  testimony. 

Now,  just  before  we  hear  the  first  witness,  Mr.  William  F.  Finan, 
Assistant  Director  for  Management  and  Organization,  the  Bureau 
of  the  Budget,  we  are  going  to  give  the  Senator  from  New  Hampshire, 
Senator  Cotton,  an  opportunity  to  present  a  statement. 

STATEMENT  OF  HON.  NORRIS  COTTON,  UNITED  STATES  SENATOR 
FROM  THE  STATE  OF  NEW  HAMPSHIRE 

Senator  Cotton.  Mr.  Chairman,  I  wish  to  make  a  brief  statement, 
as  a  member  of  the  subcommittee  and  as  a  cosponsor  of  S.  3362,  be¬ 
fore  we  hear  the  first  witness,  in  order  to  bring  out  an  important  and 
heretofore  unmentioned  aspect  of  the  bill. 

If  enacted  in  substantially  its  present  form,  as  I  hope  it  will  be, 
S.  3362  will  reduce  the  amount  of  carryover  funds  available  for  ex¬ 
penditure  after  the  end  of  the  current  fiscal  year  by  an  estimated  $5 
billion. 

It  will  increase  congressional  control  of  the  purse  strings  to  the 
extent  of  $5  billion  by  requiring  new  appropriations  from  Congress 
before  that  amount  can  be  spent. 
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Furthermore,  the  bill  will  reduce  the  balance  of  unused  appro¬ 
priations  available  after  the  end  of  the  next  fiscal  year  by  an  addi¬ 
tional  $2.5  billion,  based  on  current  estimates. 

These  tremendous  carryover  balances  have  made  it  difficult  both  for 
Congress  to  gain  control  of  the  purse  and  for  the  executive  branch  to 
get  control  of  Government  spending. 

The  President’s  budget  estimates  that  the  amount  of  these  funds 
which  will  be  available  at  the  beginning  of  the  fiscal  year  starting 
July  1,  1956,  is  $47.6  billion.  Passage  of  this  bill  would  reduce 
that  amount  to  an  estimated  $42.6  billion. 

The  bill  will  further  reduce  the  funds  to  be  carried  forward  at  the 
end  of  the  1957  fiscal  year  to  an  estimated  $39.3  billion,  just  about  half 
as  much  as  they  were  when  the  Eisenhower  administration  took  office. 

These  reductions  are  accomplished  in  the  bill  by  requiring  all  agen¬ 
cies  to  write  off  their  books  and  return  to  the  Treasury  within  90  days 
after  the  end  of  the  fiscal  year  all  unobligated  annual  appropriations 
for  that  year.  Under  the  present  law,  these  amounts  are  available 
for  expenditure  by  the  departments  and  agencies  for  an  additional  2 
years. 

While  these  reductions  will  not  actually  affect  the  balancing  of  the 
budget,  the  fact  that  amounts  of  this  magnitude  will  be  written  off  the 
books  of  the  various  departments  should  aid  in  producing  sufficient 
economies  and  savings. 

It  also  seems  worth  noting  that  the  bill  would  result  in  additional 
direct  savings  which  in  the  General  Accounting  Office  alone  will 
amount  to  about  $600,000  a  year. 

Mr.  Chairman,  I  wanted  to  make  that  statement  because  I  have  been 
intensely  interested  in  this  bill  and  was  one  of  its  sponsors,  and  it 
seemed  an  amazing  thing  to  me  that  it  had  such  a  far-reaching  signifi¬ 
cance,  not  in  savings,  but  in  the  bookkeeping  of  the  Government.  And 
I  want  to  get  that  before  the  subcommittee. 

Senator  Thurmond.  We  are  indeed  grateful  to  the  able  and  dis¬ 
tinguished  Senator  from  New  Hampshire. 

Senator  Cotton.  Thank  you,  Mr.  Chairman. 

Senator  Thurmond.  Mr.  William  F.  Finan,  assistant  director  for 
management  and  organization  of  the  Bureau  of  the  Budget,  is  our 
first  witness  this  morning  on  S.  3199. 

We  are  glad  to  have  him  with  us  and  ask  him  to  proceed. 

Mr.  Finan.  Thank  you,  Mr.  Chairman.  1  am  very  happy  to  be 
here  this  morning. 

Senator  Thurmond.  If  you  would  like  to  introduce  your  associate, 
we  would  be  glad  to  have  you  do  so. 

Mr.  Finan.  I  am  accompanied  by  Mr.  William  J.  Armstrong,  who 
is  the  Chief  of  the  Accounting  Group  of  the  Bureau  of  the  Budget. 
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STATEMENT  OF  WILLIAM  F.  FINAN,  ASSISTANT  DIRECTOR  FOR 
MANAGEMENT  AND  ORGANIZATION,  BUREAU  OF  THE  BUDGET; 
ACCOMPANIED  BY  WILLIAM  J.  ARMSTRONG,  CHIEF,  ACCOUNTING 
GROUP,  BUREAU  OF  THE  BUDGET 


Senator  Tiiurmond.  Mr.  Finan,  would  you  care  to  summarize  your 
statement  ?  We  will  place  your  entire  statement  in  the  record.  If 
y°ycare  just  to  summarize  it  for  the  purposes  here,  it  might  save  time. 
( I  he  prepared  statement  of  Mr.  Finan  is  as  follows :) 


Executive  Office  of  the  President, 

Bureau  of  the  Budget, 

..  „  ^  Washington  25,  D.  C.,  March  20,  1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Committee  on  Government  Operations, 

United  States  Senate,  Washington  25,  D.  G. 

,  J^:Y  •DE^  Mr‘  Chairman  :  Tbis  will  acknowledge  your  letter  of  February  21, 
19ob,  inviting  the  Bureau  of  the  Budget  to  comment  on  S.  3199,  a  bill  “To 
improve  governmental  budgeting  and  accounting  methods  and  procedures,  and 
for  other  purposes.” 


This  bill  is  based  upon  the  budget  and  accounting  report  of  the  Commission 
on  Organization  of  the  Executive  Branch  of  the  Government.  The  Bureau  of 
^Budget  has  the  following  comments  to  offer  on  the  various  provisions  of 

uiyj. 


AMENDMENTS  to  the  budget  AND  ACCOUNTING  ACT,  1921 

Section  1  (a)  :  This  subsection  adds  additional  language  to  section  213  of  the 
Budget  and  Accounting  Act  of  1921.  It  is  designed  to  implement  recommendation 
No.  22  of  the  Hoover  Commission  Budget  and  Accounting  Report.  In  making 
this  recommendation,  the  Hoover  Commission  suggested  amending  the  Budget 
and  Accounting  Procedures  Act  of  1950,  to  make  the  Bureau  of  the  Budget 
responsible  for  developing  comprehensive  reports  of  the  financial  results  of  activi- 
ties  for  the  Government  as  a  wdiole  and  for  each  of  its  major  component  activities. 
Since  this  subsection  amends  the  Budget  and  Accounting  Act  of  1921  and  specifies 
the  preparation  of  comprehensive  reports  showing  financial  results  for  activities 
of  the  departments  and  establishments,  it  is  more  limited  in  coverage  than  the 
Hoover  Commission  recommendation.  Under  the  definitions  of  the  1921  act,  the 
terms  “departments  and  establishments”  exclude  the  legislative  branch  and  the 
Supreme  Court. 

It  should  be  noted  that  this  recommendation  is  also  the  subject  of  separate 
pending  legislation .  H.  R.  8236  and  S.  3323,  bills  “To  provide  for  comprehensive 
reports  by  the  Bureau  of  the  Budget  with  respect  to  all  branches  of  the  Govern¬ 
ment  and  the  executive  agencies  thereof.”  Both  of  these  latter  bills  amend  the 
Budget  and  Accounting  Procedures  Act  of  1950  and,  as  indicated  by  their  titles, 
their  coverage  is  broader. 

The  existing  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950 
require  that  the  Secretary  of  the  Treasury  prepare  reports  that  will  “present 
the  results  of  the  financial  operations  of  the  Government”  and  this  bill  does  not 
amend  that  requirement.  This  provision  would,  therefore,  hold  a  potential  for 
duplication  of  effort  in  the  central  agencies  as  well  as  undesirable  effects  in  the 
operating  agencies  required  to  produce  the  necessary  information. 

The  development  of  an  integrated  system  of  financial  reporting  by  the  Federal 
Government  that  would  avoid  duplication  of  effort  in  the  operating  and  central 
agencies  is  one  of  the  major  objectives  of  the  joint  accounting  program.  Progress 
has  been  and  is  being  made  in  that  direction,  based  on  the  cooperative  efforts  of 
the  General  Accounting  Oflice,  the  Bureau  of  the  Budget,  the  Treasury  Depart¬ 
ment,  and  the  operating  agencies.  Illustrative  are  recent  improvements  in  the 
central  reports  issued  by  the  Treasury  Department.  Work  is  currently  underway 
on  the  development  by  the  operating  agencies  of  the  kinds  of  financial  informa¬ 
tion  which  will  be  needed  to  provide  the  basis  of  improved  central  reports  of  the 
types  recommended  by  the  Hoover  Commission.  The  Bureau  of  the  Budget  fully 
supports  the  objectives  of  the  Commission  in  this  respect.  As  the  Commission 
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task  force  noted,  however,  this  objective  cannot  be  completely  attained  until  the 
accounting  systems  throughout  the  executive  branch  have  been  developed  suffi¬ 
ciently  to  produce  the  necessary  data.  ...  ,. 

In  view  of  these  facts  we  believe  that  legislation  on  this  subject  at  this  time 
would  be  premature.  We  recommend  therefore  that  section  1  (a)  be  deleted 

Section  1  (b)  :  This  subsection  would  amend  section  216  of  the  Budget  and 
Accounting  Act  of  1921  and  would  have  the  effect  of  writing  into  law  four  of  the 
Hoover  Commission  recommendations.  As  amended,  subsection  (a)  of  section 
216  would  require  the  use  of  cost  based  operating  budgets  by  all  departments  and 
establishments  as  proposed  in  recommendation  No.  3  of  the  Hoover  Commission. 
Subsection  (b)  would  require  internal  quarterly  performance  reports  to  the  heads 
of  departments  and  establishments ;  annual  agency  reports  on  the  conduct  of 
operations  to  the  Bureau  of  the  Budget ;  and  an  annual  report  from  the  Bureau 
of  the  Budget  to  the  President  on  the  performance  of  all  departments  and  estab¬ 
lishments.  This  would  enact  recommendation  No.  2  and  the  remainder  of  recom¬ 
mendation  No.  3  of  the  Hoover  Commission.  Subsection  (c)  would  direct  the 
preparation  of  appropriation  requests  on  a  cost  basis,  consistent  with  the  sugges¬ 
tions  contained  in  Hoover  Commission  recommendation  No.  6.  Subsection  (d> 
would  require  the  submission  of  data  on  program  costs  and  accomplishments 
and  provide  for  review  of  organizational  performance,  thus  covering  that  portion 
of  the  Commission’s  recommendation  No.  4  that  is  not  already  specified  in  the 

Budget  and  Accounting  Act,  as  amended.  ....  f 

The  Bureau  of  the  Budget  is  in  agreement  with  the  objectives  of  each  of  the 
Hoover  Commission  recommendations  involved  in  section  1  (b)  of  S.  31.U.  uacn 
of  these  proposals  can,  however,  be  implemented  without  specific  legislation  o 

WBh  regard  to  the  proposed  section  216  (b),  for  example,  the  entire  re¬ 
porting  process  has  been  given  continuous  attention  by  the  Bureau  of  the 
Budget  as  part  of  its  management  functions  and  responsibilities.  The  Bureau 
has  encouraged  agency  action  in  the  development  and  internal  use  °f  smtab  e 
performance  information  for  management  and  budgetary  purposes.  The  coi 
nlexitv  of  agency  operations  and  the  variety  of  purposes  to  be  served  makes  it 
undesirable,  however,  to  fix  the  timing  of  internal  reports  in  the  manner  pro¬ 
posed  in  this  legislation.  With  respect  to  external  reporting,  the  agencies  regu¬ 
larly  submit  reports  on  the  conduct  of  operations  to  the  Bureau  of  the  Budget 
as  part  of  the  budget  process ;  and  the  Bureau  submits  pertinent  information 
of  this  type  to  the  President  informally  throughout  the  year  and  more  formally 

during  the  period  of  annual  budget  formulation. 

The  matter  of  improving  performance  reports  is  not  so  much  one  of  prescrib¬ 
ing  requirements  as  it  is  one  of  applying  sufficient  staff  to  the  work  to  bring 
about  more  rapid  accomplishment  of  the  desired  improvements.  W  ork  needs 
to  be  concentrated  on  determining  the  requirements  to  be  met  m  relation  to  tne 
information  available  at  each  level  of  operation,  and  on  developing  the  neces- 
sary  data  in  a  form  calculated  to  be  most  helpful  to  those  who  will  use  it. 
The  President  and  other  officials  of  the  executive  branch  all  now  have  adequate 
authority  to  obtain  the  reports  and  information  which  they  require.  In  order 
to  permit  the  development  of  reporting  practices  most  suitable  to  the  purposes 
to  be  served  at  each  management  level,  the  Bureau  of  the  Budget  would  there- 
fore  recommend  against  enactment  of  the  proposed  section  216  ( b ) . 

The  other  proposed  subsections — 216  (a),  (c),  and  (d)  specify  the  use  of 
costs  for  management  and  budgetary  purposes.  Costs  are  recognized  as  an  im¬ 
portant  element  in  management  and  budgeting  in  the  executive  branch  and  this 
Bureau  in  recent  years  has  been  encouraging  the  introduction  of  such  data  into 
the  budget  process.  We  understand  by  these  subsections  that  reference  is  made 
to  the  type  of  cost-based  budgets  we  have  been  introducing— showing  costs  re¬ 
conciled  to  obligations.  The  use  of  cost  information  as  proposed,  however,  is 
dependent  upon  the  ability  of  agency  accounting  systems  to  produce  such  data. 
While  the  joint  accounting  program  has  made  considerable  progress  in  ad¬ 
vancing  the  cost  concept  throughout  the  Government,  the  installation  in  the 
agencies  of  accounting  systems  that  develop  such  data  will  take  a  long  time. 
This  is  recognized  in  section  2  (b)  of  this  bill  which  requires  such  installations 
“as  soon  as  practicable.”  We  believe  that  a  similar  provision  should  be  in¬ 
cluded  in  subsections  216  (a),  (c)  and  (d).  In  addition,  we  suggest  the  deletion 
of  the  last  part  of  subsection  (d)  which  requires  a  review  of  performance  by 
organizational  units  whenever  such  units  do  not  coincide  with  performance 
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budget  classifications.  This  provision  would  add  much  detail  inappropriate 
for  inclusion  in  the  budget  document  itself.  Such  material  can  be  furnished 
the  Congress  as  part  of  the  budget  justifications.  With  these  changes  the 
Bureau  of  the  Budget  has  no  objection  to  the  enactment  of  subsections  216 

(a) ,  (c)  and  (d). 

Section  1  (c)  :  This  subsection  of  S.  3109  adds  a  new  section  to  title  TI  of 
the  Budget  and  Accounting  Act  of  1921.  The  language  is  directed  toward  partial 
implementation  of  the  first  recommendation  in  the  Hoover  Commission  Budget 
and  Accounting  Report — more  particularly  that  part  concerned  with  staff  assign¬ 
ments  in  the  Bureau  of  the  Budget.  It  directs  the  placement  of  Bureau  em¬ 
ployees  in  the  principal  departments  and  establishments  on  a  rotating  basis, 
specifies  that  not  more  than  two  persons  shall  be  placed  in  each  principal  sub¬ 
division  of  such  units,  and  indicates  that  such  persons  shall  possess  the  com¬ 
bined  skills  of  a  statistician,  cost  accountant,  administrative  expert,  and  pro¬ 
gram  analyst. 

This  subsection  of  the  bill  involves  the  all-important  area  of  Bureau-agency 
relationships.  For  best  results,  the  Bureau  has  found  that  relationships  with 
the  agencies  must  be  based  on  cooperation  and  mutual  understanding  of  the 
basic  factors  underlying  the  submission  and  presentation  of  agency  budgets. 
Limited  attempts  toward  the  type  of  arrangement  proposed  have  met  with  little 
success  in  the  past.  The  enactment  of  legislation  on  this  point  would,  we 
believe,  have  an  undesirable  effect  on  the  cooperative  effort  required  between 
this  Bureau  and  the  agencies  in  developing  the  executive  budget.  In  addition, 
it  would  be  difficult  for  the  Bureau  to  meet  the  specifics  of  this  section  in  terms 
of  staffing  and  rotation  of  assignments  and  it  would  be  virtually  impossible  to 
find  persons  with  the  stated  qualifications.  The  Bureau  therefore  recommends 
against  enactment  of  section  1  (c).  It  is  proposed  to  adopt  a  substantial  part 
of  recommendation  No.  1  by  administrative  action. 

AMENDMENTS  TO  TITE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  1950 

Section  2  (a)  :  This  subsection  covers  Hoover  Commission  Recommenda¬ 
tion  No.  5,  which  suggests  further  synchronization  of  agency  organization,  budget, 
and  accounting  classifications.  This  is  a  desirable  objective,  one  that  meets 
with  full  agreement  throughout  the  executive  branch  when  the  principle  is  ap¬ 
plied  on  a  practical  basis.  Since  adoption  of  the  performance  budget  concept, 
the  Bureau  of  the  Budget  and  joint  accounting  program  staff  have  continuously 
•emphasized  this  need.  Considerable  progress  has  been  made  and  the  agencies 
are  directing  efforts  toward  the  resolution  of  existing  problems  in  this  area 
under  instructions  issued  by  the  Bureau  of  the  Budget. 

Experience  has  shown  that  this  principle  must  be  applied  on  an  individual 
agency  basis — striving  for  consistency  to  the  extent  feasible  while  recognizing 
the  need  for  adequate  budget  presentation  of  the  programs  conducted  by  the 
agency.  In  view  of  the  progress  made  to  date,  the  governmentwide  accept¬ 
ance  of  this  objective,  and  the  continuous  attention  being  given  this  subject  in 
the  budget  process,  the  legislation  proposed  would  be  unnecessary.  Accord¬ 
ingly,  the  Bureau  of  the  Budget  recommends  that  section  2  (a)  not  be  enacted. 

Section  2(b):  This  provision  has  the  effect  of  requiring  each  agency  to  main¬ 
tain  an  accrural  accounting  system,  including  appropriate  monetary  property 
accounts.  The  purpose  of  this  requirement  is  to  provide  cost  information  to 
serve  the  management  and  budgetary  needs  of  the  agency  and  the  Government. 
The  section  is  based  upon  two  of  the  Hoover  Commission  recommendations  in 
the  accounting  area — Nos.  14  and  16. 

The  maintenance  of  accounts  on  the  accrual  basis  is  generally  recognized  as 
the  most  suitable  method  of  obtaining  information  that  provides  for  full  dis¬ 
closure  of  agency  operations  and  financing.  The  installation  of  such  systems 
has  been  one  of  the  major  objectives  of  the  joint  accounting  program.  By  rea¬ 
son  of  the  nature  of  the  work  involved,  however,  this  is  a  long-range  job — which 
is  recognized  in  the  language  of  this  subsection.  In  view  of  the  relationship  of 
this  proposal  to  the  legislation  for  cost-based  budgeting  contained  in  section  1 

(b)  of  this  bill,  the  Bureau  of  the  Budget  similarly  has  no  objection  to  the  en- 
sections  to  the  Budget  and  Accounting  Procedures  Act  of  1950.  These  two  new 
actment  of  section  2  (b). 

Section  2  (e)  :  This  portion  of  the  proposed  bill  would  add  two  additional 
sections  would  establish  a  Staff  Office  of  Accounting  in  the  Bureau  of  the  Budget, 
headed  by  an  Assistant  Director  for  Accounting,  who  would  be  appointed  by  the 
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President  and  assigned  specific  duties ;  and  would  authorize  and  direct  the  head 
of  each  executive  agency  to  provide  for  the  appointment  of  a  comptroller  who 
would  similarly  be  assigned  specific  duties.  This  reflects  Hoover  Commission 
Recommendation  Nos.  10  and  11,  which  are  also  the  subject  of  separate  pending 
legislation :  H.  R.  7209,  H.  R.  7338,  S.  2369,  and  S.  2480,  bills  “To  provide  for 
improving  accounting  in  the  executive  branch  of  the  Government,  and  for  other 
purposes.” 

The  substance  of  recommendation  Nos.  10  and  11  is  very  fundamental  to  the 
general  purpose  of  the  report  on  budget  and  accounting.  Assistant  Director 
Rappaport  has  recently  been  designated  as  responsible  for  expanding  the  Account¬ 
ing  Group  of  the  Bureau  of  the  Budget  and  implementing  these  recommendations. 

It  is  our  understanding  that  the  purpose  of  the  Hoover  Commission  recom¬ 
mendations  on  this  subject  was  to  propose  these  organizational  arrangements  for 
consideration  of  the  heads  of  the  affected  agencies,  rather  than  to  suggest  the 
passage  of  legislation  on  the  matter.  This  subsection,  however,  would  prescribe 
by  law  the  internal  organization  and  functions  for  financial  management  in  the 
executive  agencies.  This  runs  counter  to  the  principle  of  organizational  flexibility 
reflected  in  the  recommendations  of  the  first  Hoover  Commission,  which  were 
strongly  endorsed  by  the  Congress  in  subsequent  legislative  enactments.  In 
order  to  provide  for  the  most  practicable  and  efficient  operation  in  each  agency, 
the  responsible  head  of  the  organization  should  be  permitted  flexibility  in  the 
assignment  of  functions  and  duties,  rather  than  to  have  a  rigid  organization  pat¬ 
tern  imposed  by  law  on  his  fiscal  organization. 

Moreover,  the  provision  for  presidential  appointment  of  an  Assistant  Director 
for  Accounting  in  the  Bureau  of  the  Budget,  as  prescribed  in  this  legislation,  is 
inconsistent  with  the  present  method  of  appointing  assistant  directors.  Appoint¬ 
ments  are  now  made  by  the  Director  of  the  Bureau  of  the  Budget  and  we  con¬ 
sider  that  to  be  the  appropriate  method. 

The  Bureau  of  the  Budget  feels  that  this  legislation  is  undesirable  and  there¬ 
fore  proposes  deletion  of  section  2  (c)  of  S.  3199. 

Additional  Provisions 

The  remaining  three  sections  of  this  bill  establish  new  basic  legislation  in  the 
area  of  budgeting  and  accounting  in  the  Federal  Government. 

Section  3 :  This  section  establishes  the  intent  of  Congress  that  the  Govern¬ 
ment’s  allotment  system  should  be  simplified,  with  the  objective  of  establishing  a 
single  allotment  for  each  operating  unit  in  an  agency.  This  would  directly  imple¬ 
ment  Hoover  Commission  Recommendation  No.  13,  which  has  met  with  complete 
agreement  in  the  executive  branch. 

A  single  allotment  for  each  operating  unit  is  desirable  from  the  management 
standpoint  and  is  urged  where  practicable  to  provide  maximum  flexibility  in  the 
conduct,  of  operations.  Effective  progress  has  been  made,  particularly  in  the  in¬ 
stallation  of  accrual  accounting  systems.  In  such  installations,  allotments  are 
generally  established  for  fund  control  at  the  highest  practical  level,  with  sub¬ 
ordinate  cost  accounts  utilized  for  operational  control  purposes. 

AVhile  this  work  has  proceeded  and  could  continue  on  the  basis  of  administra¬ 
tive  direction,  the  Bureau  of  the  Budget  would  have  no  objection  to  enactment  of 
this  section  of  the  bill  in  view  of  its  relationship  to  the  provision  for  adoption  of 
accrual  accounting. 

Section  4 :  This  part  of  this  proposed  legislation  prescribes  the  use  of  a  single 
account  for  liquidation  of  valid  obligations  under  each  appropriation  or  fund  in 
the  respective  executive  agencies.  This  represents  a  direct  legislative  statement 
of  Hoover  Commission  Recommendation  No.  17,  which  is  directed  toward  sim¬ 
plification  of  existing  accounting  requirements. 

Legislation  is  necessary  to  enable  implementation  of  this  Hoover  Commission 
proposal,  and  a  bill  suitable  for  this  purpose  has  been  developed  under  the  joint 
accounting  program.  This  proposal  has  been  introduced  as  separate  legislation, 
designated  as  H.  R.  9593  and  S.  3362.  This  separate  legislation  not  only  would 
provide  for  a  desirable  simplification  in  the  maintenance  of  appropriation  ac¬ 
counts,  but  would  also  carry  out  Hoover  Commission  Recommendation  No. 
18 — which  is  not  covered  by  S.  3199.  This  latter  recommendation  suggests  the 
settlement  of  valid  claims  within  the  agencies  rather  than  by  the  General  Ac¬ 
counting  Office. 

The  proposed  bills  mentioned  immedately  above  differ  from  the  provisions  of 
section  4  of  S.  3199  in  that  all  prior  year  accounts  under  a  single  appropriation 
would  be  merged  into  one  account  but  would  be  kept  separate  from  the  current  ap- 
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propriation.  This  relatively  minor  deviation  from  the  Hoover  Commission  pro¬ 
posal  is  considered  desirable  to  avoid  the  possibility  of  augmentation  of  current 
year  funds  by  excess  obligating  authority  accruing  from  prior  year  appropriations. 

In  view  of  these  considerations,  the  Bureau  of  the  Budget  recommends  the  dele¬ 
tion  of  section  4  from  S.  819!) ;  but  suggests  favorable  consideration  of  the  separate 
legislation  identified  above  in  order  to  attain  the  accounting  simplifications 
desired. 

Section  5 :  The  last  section  of  this  bill  would  require  the  Comptroller  General 
and  the  Director  of  the  Bureau  of  the  Budget  to  make  joint  studies  of  steps  to 
eliminate  duplicate  accounting  within  the  Treasury  Department  and  between 
that  Department  and  other  agencies  and  of  internal  auditing  in  executive  agen¬ 
cies  ;  and  to  report  to  the  Congress  on  their  findings  within  2  years  of  enactment 
of  the  legislation.  This  is  directed  toward  accomplishment  of  Hoover  Commis¬ 
sion  Recommendations  Nos.  20  and  25. 

As  previously  pointed  out,  the  improvement  of  central  accounting  and  report¬ 
ing  has  been  a  major  activity  under  the  joint  accounting  program  since  its  in¬ 
ception.  Work  is  currently  under  way  on  installation  of  a  system  designed  to 
eliminate  duplicate  accounts  within  the  Treasury  Department.  As  for  the 
elimination  of  duplicate  accounts  between  Treasury  and  the  agencies,  this  is  a 
matter  of  current  concern  to  a  joint  working  group  established  for  the  simplifi¬ 
cation  of  the  central  accounting  and  reporting  processes.  This  group  has  as  a 
primary  objective  the  elimination  of  such  duplicate  accounts  as  soon  as  such 
action  is  feasible.  A  joint  study  like  that  proposed,  therefore,  seems  to  us  to  be 
unnecessary. 

The  subject  of  internal  auditing  has  also  been  given  continuous  attention 
under  the  joint  accounting  program.  It  has  been  recognized  as  a  basic  element 
in  the  internal  control  systems  required  in  the  agencies  by  the  Budget  and 
Accounting  Procedures  Act  of  1950.  In  this  framework,  the  internal  audit 
practices  of  the  agencies  are  under  continuous  study  by  General  Accounting 
Office  staff  in  the  conduct  of  their  comprehensive  audit  program.  Their  findings 
and  recommendations  on  this  subject  are  included  in  the  audit  reports  prepared 
for  submission  to  the  Congress.  Nevertheless,  as  a  result  of  the  Hoover  Com¬ 
mission  proposal,  a  special  study  such  as  that  proposed  here  will  be  considered 
by  the  central  agencies  conducting  the  joint  accounting  program. 

In  view  of  the  circumstances  and  the  fact  that  these  are  one-time  investiga¬ 
tions,  legislative  provision  for  the  conduct  of  these  studies  is  unnecessary.  The 
Bureau  of  the  Budget,  therefore,  recommends  against  enactment  of  section  5  of 
the  bill. 

SUMMARY 

After  thorough  consideration  of  the  proposed  S.  3199,  the  Bureau  of  the  Budget 
is  of  the  opinion  that  while  the  basic  objective  of  this  bill  is  meritorious  and 
highly  desirable,  most  of  the  proposed  actions  can  be  accomplished  more  readily 
and  appropriately  by  administrative  action.  However,  as  indicated  above,  the 
Bureau  of  the  Budget  would  have  no  objection  to  the  enactment  of  those  sections 
of  the  bill  that  provide  for  the  use  of  accrual  accounting  and  cost-based  budget¬ 
ing.  Such  legislative  provisions  would  firmly  establish  these  principles  for  use 
in  governmental  budgeting  and  accounting,  which  would  in  turn  support  current 
efforts  under  the  joint  accounting  program,  and  provide  a  stimulus  for  further 
implementation  of  other  Hoover  Commission  proposals  relating  to  budgeting  and 
accounting. 

Sincerely  yours, 

Rowland  Hughes,  Director. 

Mr.  Finan.  I  understand,  Mr.  Chairman,  that  the  subcommittee 
members  have  had  an  opportunity  to  review  the  report  of  the  Budget 
Director  on  S.  3199,  which  deals  with  the  various  provisions  of  the 
bill  very  extensively,  so  that  this  morning  I  think  a  very  brief  com¬ 
ment  by  me  will  be  all  that  is  necessary,  and  then  we  will  be  available 
to  answer  any  questions  which  the  committee  may  care  to  ask. 

In  summary,  the  Bureau’s  position  on  this  bill  is  as  follows : 

We  find  ourselves  generally  in  complete  agreement  with  the  over¬ 
all  objective  of  this  piece  of  legislation,  which  is  to  provide  an  addi¬ 
tional  basis  for  further  modernization  and  reform  of  the  Govern¬ 
ment’s  budget  and  accounting  procedures. 
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We  find  upon  review  of  the  specific  provisions  of  the  bill,  howeveiy 
Mr.  Chairman,  that  many  of  them,  in  our  judgment,  are  unnecessary 
in  that  there  is  already  an  adequate  legal  basis  for  the  work  which  is 
currently  going  forward  in  the  areas  that  are  covered  in  the  various 
sections  of  this  bill. 

There  are,  however,  several  sections  which  were  specified  in  the 
Director’s  report,  which  the  Bureau  would  have  no  objection  to  seeing 
enacted  into  legislation,  in  that  they  would  provide,  in  some  limited 
respects  at  least,  additional  legislative  sanction  or,  you  might  say, 
congressional  blessing  for  work  upon  various  aspects  of  the  Govern¬ 
ment  s  budgeting  and  accounting  procedures,  where  there  is  quite 
general  agreement  as  to  what  our  objectives  are. 

Those  sections  generally  deal  with  the  provisions  that  would  pro¬ 
vide  for  the  use  of  accrual  accounting  and  cost-based  budgeting  in  the 
executive  branch  of  the  Government." 

I  think  that  is  about  as  near  as  I  can  get  to  a  capsule  summary  of 
our  position  on  this  bill,  Mr.  Chairman. 

Senator  Thukmond.  Mr.  Finan,  how  would  an  accrual  account¬ 
ing  system  work  ? 

Mr.  Finan.  The  basic  feature  of  an  accrual  accounting  system, 
Mr.  Chairman,  would  be  one  that  would  take  into  account  goods  and 
services  received  or  consumed  in  connection  with  the  execution  of  a 
particular  program  of  Government,  in  contrast  to  what  might  be  called 
obligation  accounting,  which  primarily  takes  into  account  commit¬ 
ments  that  the  Goverenment  makes  to  spend  or,  in  other  words,  orders 
placed  or  contracts  let,  and  that  sort  of  thing. 

One  of  the  big  areas  of  the  Government  where  this  form  of  account- 
ting  is  of  particular  significance  is  where  inventories  are  of  major 
importance  in  connection  with  the  program. 

Senator  Thurmond.  What  is  the  difference  between  our  present 
obligation  system  and  the  accrual  accounting  method  of  recording 
obligations? 

Mr.  Finan.  Principally,  Mr.  Chairman,  that  we  currently  primarily 
base  our  accounting  upon  an  agency’s  obligations  under  a  particu¬ 
lar  appropriation.  In  other  words,  you  obligate  funds  when  you 
issue  an  order  or  you  sign  a  contract.  In  many  cases,  as  you  know, 
it  may  be  months,  and  in  some  of  our  big  programs  where  lead  time 
is  of  very  great  importance,  even  years,  before  an  item  is  delivered 
and  the  Government  then  either  concurrently  or  subsequently  is  billed 
and  has  to  pay  for  it.  Accrual  accounting  places  primary  emphasis 
upon  the  rate  of  both  goods  and  services. 

Senator  Thurmond.  What  advantage  to  the  Government  will  result 
if  we  adopted  a  cost-based  budgeting  and  an  accrual  accounting 
system  ? 

Mr..  Finan.  Principally  in  our  opinion,  Mr.  Chairman,  increased 
precision  in  control  over  the  program  itself  and,  as  I  have  stated, 
in  taking  into  account  the  rate  of  consumption  of  inventories. 

To  illustrate,  an  agency  that  begins  a  fiscal  year  and  ends  it  with 
an  inventory  of  about  the  same  value  would  require,  let  us  say,  for 
the  sake  of  illustration,  $1  million.  That  same  agency,  if  during  that 
year  it  reduced  its  level  of  inventory  by.  again  for  the  sake  of  illus¬ 
tration  $500,000,  would  only  actually  require  an  additional  $500,000 
in  funds  to  carry  out  the  same  program. 
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When  you  are  concentrating  strictly  on  obligation  accounting, 
neither  the  expansion  nor  the  contraction  of  inventory  is  taken  account 
of  in  a  determination  of  what  a  current  year’s  funding  requirements 
may  be. 

Senator  Tiihrmond.  Senator  Cotton,  do  you  have  any  questions 
you  would  like  to  ask? 

Senator  Cotton.  I  noticed  you  used  the  phrase  in  your  brief  sum¬ 
mary  of  obtaining  congressional  blessing  on  this  method.  Do  I  as¬ 
sume  from  that  that  these  changes  could  have  been  made  without  a 
statute  passed  by  Congress?  You  could  have  put  it  into  effect 
yourselves  ? 

Mr.  Finan.  These  changes,  Senator  Cotton,  installation  of  account¬ 
ing  on  the  accrual  basis,  are  actually  going  forward  at  the  present 
time.  They  are  proceeding  at  a  rate,  however,  which  many  consider  to 
be  inadequate.  That  was  certainly  the  position  of  both  the  Hoover 
Commission  itself  and  its  task  force. 

I  think  it  is  a  fair  statement  to  say  that  in  the  main,  the  Hoover 
Commission  recommended  little  in  the  way  of  a  change  in  current 
policies  or  current  objectives  in  our  program  for  improving  the  Gov¬ 
ernments  accounting  and  budgeting  procedures.  Their  primary  con¬ 
sideration  ran  to  the  rate  at  which  these  improvements  were  being 
placed  into  effect. 

Senator  Cotton.  We  are  merely  writing  in  the  statute,  and  by  pass¬ 
ing  the  statute,  adding  impetus  to  something  that  you  already  can  do 
and  are  doing  ? 

Mr.  Finan.  That  is  correct,  sir. 

Senator  Cotton.  Thank  you,  Mr.  Finan. 

Senator  Thurmond.  Do  you  have  any  questions,  Mr.  Scull  ? 

Mr.  Scull.  Mr.  Finan,  the  Hoover  Commission  in  its  report  on 
budgeting  and  accounting,  estimates  that  the  total  savings  which  might 
accrue  to  the  Federal  Government  if  all  the  Hoover  Commission  rec¬ 
ommendations  in  this  area  were  effectuated  would  amount  to  approxi¬ 
mately  $4  billion.  Have  you  any  comment  to  make  upon  that  estimate  ? 

Mr.  Finan.  Well,  the  first  comment,  Mr.  Scull,  is  that  it  was  my  im¬ 
pression  that  it  was  not  the  Hoover  Commission  that  made  that  esti¬ 
mate.  It  was  the  task  force.  The  Hoover  Commission  printed  it. 
But  I  understand  the  Commission  was  rather  careful  all  the  way 
through  not  to  have  the  Commission  itself  specifically  endorse  any 
savings  estimates. 

Secondly,  the  task  force  apparently  merely  took  the  position  that 
we  have  got  an  extremely  large  budget,  and  it  would  seem  reasonable 
to  assume  that  if  you  improved  your  budgeting  and  accounting  pro¬ 
cedures,  you  ought  to  be  able  to  save,  and  I  think  they  took  a  relatively 
small  percentage  figure,  and  applied  that  to  the  total  budget,  and  esti¬ 
mated  possible  savings  at  about  $4  million. 

Mr.  Scull.  $4  billion,  I  believe,  sir. 

Mr.  Finan.  $4  billion ;  correct. 

It  is  just  a  sweeping  kind  of  estimate  which  you  can  neither  support 
nor  attack,  so  to  speak,  because  there  is  no  underpinning  to  it  to  analyze 
and  determine  how  much  validity  there  is  to  it. 

Mr.  Scull.  Do  you  believe  the  Bureau  of  the  Budget  could  substan¬ 
tiate  that  estimate  or  document  it  ? 
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Mr.  Finan.  I  would  doubt  it  very  much.  I  do  not  see  how  it  lends 
itself  to  documentation. 

Mr.  Scull.  That  is  all,  Mr.  Chairman. 

Senator  Thurmond.  Thank  you  very  much,  Mr.  Finan. 

Mr.  Finan.  Thank  you,  Mr.  Chairman. 

Senator  Thurmond.  Mr.  Robert  F.  Keller,  from  the  General  Ac¬ 
counting  Office.  Mr.  Keller  is  assistant  to  the  Comptroller  General 
of  the  United  States. 

Mr.  Keller,  come  forward,  please.  I  believe  you  are  accompanied 
by  Mr.  Brasfield,  are  you  not? 

Mr.  Keller.  Mr.  Chairman,  Mr.  Brasfield  will  give  the  position 
of  the  General  Accounting  Office  on  S.  3199. 

Senator  Thurmond.  We  will  be  glad  to  hear  Mr.  Brasfield. 

Mr.  Brasfield.  Thank  you,  Mr.  Chairman. 

STATEMENT  OF  KARNEY  A.  BRASFIELD,  ASSISTANT  TO  THE  COMP¬ 
TROLLER  GENERAL  OF  THE  UNITED  STATES,  ACCOMPANIED  BY 

ROBERT  F.  KELLER,  ASSISTANT  TO  THE  COMPTROLLER  GENERAL 

OF  THE  UNITED  STATES 

Mr.  Brasfield.  Mr.  Chairman,  I  will  follow  the  course  of  action  you 
suggested  to  the  previous  Avitness  if  you  so  desire. 

Senator  Thurmond.  It  will  be  all  right  to  summarize  and  place  your 
entire  statement  in  the  record. 

(The  prepared  statement  of  Mr.  Brasfield  is  as  follows:) 

Statement  of  Karney  A.  Brasfield,  Assistant  to  the  Comptroller  General 

Mr.  Chairman  and  members  of  the  subcommittee,  we  appreciate  the  oppor¬ 
tunity  to  appear  before  you  to  discuss  S.  3199,  S.  2369,  and  S.  2480,  which  are 
designed  to  implement  certain  of  the  recommendations  contained  in  the  budget 
and  accounting  report  of  the  Hoover  Commission.  We  AVili  deal  first  with  S.  3199 
which  is  the  broadest  one  of  the  three  bills. 

We  regard  S.  3199  as  basic  legislation  designed  primarily  to  set  forth  general 
policies  and  objectives.  Most  of  these  policies  and  objectives  would  be  put  into 
practice  under  rules  and  procedures  to  be  developed  by  the  Bureau  of  the  Budget 
and,  in  some  cases,  by  the  Comptroller  General.  In  other  words,  the  bill  would 
prescribe  no  hard  and  fast  procedures  and  the  practical  aspects  would  need  to 
be  worked  out  in  collaboration  with  the  agencies  in  the  same  general  manner  as 
other  similar  provisions  of  law  are  now  applied.  Moreover,  there  must  neces¬ 
sarily  be  an  evolutionary  approach  to  the  attainment  of  the  objectives  contem¬ 
plated  by  the  bill  because  not  all  agencies  now  have  the  necessary  tools  in  the 
form  of  systems  of  programing,  budgeting,  and  accounting  that  would  be  re¬ 
quired.  It  is  believed,  however,  that  a  statement  of  objectives  of  the  character 
contained  in  the  bill  would  do  much  to  hasten  the  development  of  such  working 
tools. 

Section  1  (a)  relates  to  comprehensive  reports  other  than  purely  fiscal  reports 
to  be  prepared  by  the  Director,  Bureau  of  the  Budget. 

Inasmuch  as  this  section  pertains  to  the  operations  of  the  Bureau  of  the 
Budget  in  the  discharge  of  its  own  responsibilities,  we  believe  this  is  a  matter 
which  can  best  be  determined  by  the  Bureau  and  the  Congress.  We  suggest  the 
desirability,  however,  that  such  information  be  obtained  through  the  regular 
budgetary  processes  and  be  included  in  the  President’s  annual  budget. 

Section  1  (b).  This  section  would  amend  section  216  of  the  Budget  and  Ac¬ 
counting  Act,  1921.  If  cost  based  budgets  were  used  for  management  purposes 
in  making  fund  allocations  within  the  departments  and  establishments  as  pro¬ 
posed  by  section  216  (a),  the  information  submitted  for  budgetary  purposes 
would  be  substantially  more  meaningful.  We  endorse  this  proposal  and  will 
develop  our  discussion  of  it  more  fully  in  our  comments  on  section  216  (c). 
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As  to  the  proposed  section  216  (b),  we  believe  the  President  should  be  kept  in¬ 
formed  in  a  timely  manner  of  significant  factors  relating  to  the  operating  agen¬ 
cies  of  the  executive  branch  .  However,  the  annual  consideration  of  the  budget 
would  seem  to  be  an  appropriate  vehicle  for  this  purpose  and  we  doubt  the  need 
for  a  separate  report.  We  believe  that  the  major  program  or  bureau  level  is 
ordinarily  the  most  meaningful  basis  for  reporting  purposes. 

Proposed  sections  216  (c)  and  (d),  if  effectively  carried  out,  would  offer  a 
great  opportunity  for  improvement  in  the  financial  management  of  executive 
agencies.  Briefly,  the  more  important  advantages  from  the  use  of  cost  data  in 
budgeting  are: 

1.  Cost  data  (based  on  man-days  worked,  materials  used,  etc.)  can  be  directly 
related  to  work  accomplished  in  prior  periods  and  offers  a  basis  for  comparison 
with  proposed  plans. 

2.  A  proposed  work  plan  (budget)  stated  in  terms  of  costs  (resources  to  be 
consumed)  can  be  realistically  evaluated  against  new  money  requirements  by 
taking  into  consideration  inventories  and  other  resources  on  order  and  on  hand 
at  the  beginning  and  those  resources  to  be  carried  over  for  use  in  subsequent 
periods. 

3.  Cost  data  can  be  related  to  the  responsibilities  of  each  segment  of  the 
organization  and  its  accomplishments. 

i|  .  .4'.  C?st  badSeting  permits  maximum  opportunity  for  exercise  of  management 
V  initiative  and  precludes  need  for  rigid  fund  control  (on  a  detailed  basis)  with 
its  deadening  influence. 

In  using  the  term  “cost  based  budgets”  we  understand  it  to  have  equal  appli¬ 
cation  to  capital  acquisitions  and  construction  as  it  does  to  day-to-day  operations. 
For  example,  a  cost  based  budget  for  a  procurement  activity  would  relate  to  the 
cost  of  the  items  being  procured  or  the  cost  of  producing  an  article  or  a  service. 
Cost  budgeting  need  not  be  restricted  to  consumption  operations.  However,  in 
considering  consumption  operations,  there  is  obviously  a  limit  to  which  the 
concept  can  he  carried  and  still  have  a  practical  value.  For  example,  careful 
consideration  would  need  to  be  given  to  the  extent  to  which  the  inclusion  of 
depreciation  as  a  cost  would  serve  a  useful  purpose  in  the  presentation  of  budgets 
to  the  Congress.  This  is  particularly  true  with  respect  to  the  activities  of  the 
Department  of  Defense.  The  value  and  utility  of  cost  based  budgets  are  certainly 
not  dependent  upon  the  application  of  depreciation  concepts  to  military  hardware 

The  primary  advantage  of  budgeting  on  a  cost  basis  to  both  management 

and  the  Congress  is  that  total  resources  to  be  used  (on  hand,  on  order,  and  to 

be  procured)  are  reviewed  rather  than  limiting  the  budget  review  processes  to 
new  money  in  the  form  of  an  appropriation  request.  In  terms  of  numbers  of 
activities  or  appropriations,  there  is  a  relatively  close  relationship  between 
obligations,  expenditures  and  costs  in  those  many  operations  primarily  concerned 
with  personal  services.  On  the  other  hand,  dollarwise,  the  greatest  significance 
attaches  to  those  appropriations  relatively  few  in  number  but  which  provide 
for  operations  involving  vast  quantities  of  materials  and  physical  assets.  Major 
,  procurement,  construction  and  research,  and  development  ordinarily  fall  in  the 

Jj  latter  category  and  it  is  in  these  areas  that  budgeting  on  a  cost  basis  would 

produce  major  savings,  although  its  adoption  would  improve  financial  manage¬ 
ment  in  many  other  areas  to  a  lesser  degree. 

It  should  be  noted  that  agency  budgets  can  be  formulated  and  administered 
on  a  cost  basis  under  present  practices  of  stating  appropriation  authorizations 
on  an  obligation  basis  and  this  is  currently  being  done  in  some  cases.  The  cost 
presentation  is  confined  to  the  justification  material  in  the  greater  number  <>f 
such  instances.  However,  the  impetus  to  furnish  cost  data  to  the  Congress 
would  be  greatly  enhanced  by  teaming  up  the  cost  based  budget  with  the  pro¬ 
posal  for  stating  appropriations  on  an  accrued  expenditure  basis  as  proposed 
in  recommendation  No.  7  of  the  Hoover  Commission  Report  on  Budget  and 
Accounting.  This  would  provide  the  best  opportunity  for  improved  correlation 
of  programing,  budgeting,  and  accounting.  We  strongly  recommend  the  inclusion 
in  this  bill  of  further  amendments  to  provide  for  stating  appropriations  on  an 
accrued  expenditure  basis. 

The  best  basic  approach  to  a  review  of  the  budget  is  one  which  provides  for 
(1)  consideration  of  a  proposed  work  plan  or  program  to  be  accomplished,  (2) 
what  was  accomplished  in  preceding  periods  and  (3)  costs  for  both  in  terms  of 
total  resources  consumed.  With  this  point  of  departure  the  budget  can  then 
be  assessed  in  terms  of  (a)  costs  to  be  incurred,  (b)  resources  already  available 
in  terms  of  inventories,  etc.,  plus  carried  over  funds,  and  (c)  new  money  or 
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authority  needed.  The  essential  difference  in  this  approach,  which  ties  in  with 
the  recommendations  for  cost  budgets  and  accrued  expenditure  appropriations, 
as  contrasted  with  present  practices  based  on  appropriations  stated  in  terms  of 
obligation  authority  is  the  degree  of  emphasis  which  the  latter  places  on  new 
money  rather  than  total  resources  to  be  consumed  and  the  extent  of  resources 

already  available.  ...  .  . 

The  advantages  of  placing  appropriations  on  an  accrued  expenditure  basis 
are  both  tangible  and  intangible.  The  annual  budget  surplus  or  deficit  is  deter¬ 
mined  on  the  basis  of  expenditures.  Establishing  a  direct  correlation  between 
annual  appropriations  and  expenditures  vests  in  the  Congress  a  much  greater 
opportunity  to  control  the  level  of  operations  during  a  particular  budget  year. 
This  would  mean  the  elimination  of  the  vast  carryover  balances  now  available 
for  expenditure  at  the  discretion  of  the  executive  agencies.  The  present  situa¬ 
tion  concerning  available  balances  stems  from  the  fact  that  congressional 
control  through  appropriation  authorizations  and  Budget  Bureau  control  through 
apportionments  are  both  stated  in  terms  of  authority  to  obligate  rather  than 
budgeted  work  plans  for  the  cost  of  goods  and  services  estimated  to  be  received. 

It  is  inherent  in  the  recommendations  under  discussion  that  congressional 
authority  be  granted  for  the  advance  planning  which  necessarily  precedes  the 
phase  of  operations  covered  in  an  annual  accrued  expenditure  budget.  In  the 
past,  this  authority  has  been  termed  contract  authorizations  but  it  is  a  significant 
fact  that  heretofore  both  contract  authorizations  and  subsequent  appropriations 
were  stated  in  terms  of  obligational  authority  whereas  under  the  recommenda¬ 
tions  herein  being  considered  only  the  initial  authorization  would  be  stated  in 
terms  of  the  broad  and  difficult  to  apply  concept  of  obligations  whereas  annual 
authority  could  be  stated  much  more  definitely  in  terms  of  accrued  expenditures 
because  of  the  time  factor.  It  is  essential  that  the  initial  authority  which  may 
cover  a  forward  period,  sometimes  as  great  as  5  years  or  more,  be  in  the  most 
flexible  terms  and  requests  for  such  authority  obviously  cannot  be  supported 
with  detailed  plans.  On  the  other  hand,  as  these  plans  take  shape  in  succeeding 
years  much  more  precise  planning  and  authorizations  are  practical  when  stated 
in  terms  of  accrued  expenditures.  Thus,  the  current  recommendations  are  not, 
nor  need  not  be,  viewed  as  a  return  to  prior  practices  during  the  period  when 
contract  authorizations  were  prevalent  and  significant  weaknesses  were  apparent. 

Section  1  (c)  :  The  proposed  section  218  of  the  Budget  and  Accounting  Act, 
1921,  pertains  to  the  operations  of  the  Bureau  of  the  Budget  in  the  discharge  of 
its  own  responsibilities  and  primarily  involve  management  decisions  affecting 
that  Bureau.  We  believe  these  are  matters  which  can  best  be  determined  by  the 
Bureau  and  the  Congress  and,  accordingly,  we  offer  no  specific  views  in  the 
matter. 

Section  2(a):  Our  comments  above  on  the  proposed  sections  216  (c)  and  (d) 
are  equally  applicable  to  this  section  2  (a).  We,  therefore,  endorse  the  objective 
to  obtain  consistency  in  organizational  structure,  budget  classifications,  and  ac¬ 
counting  systems  within  each  executive  agency. 

Section  2  (b)  :  We  endorse  this  amendment  to  section  113  of  the  Budget  and 
Accounting  Procedures  Act  of  1950.  The  maintenance  of  accounts  on  an  accrual 
basis  is  one  facet  which  is  essential  to  the  accomplishment  of  the  objectives  set 
forth  in  other  sections  of  the  bill.  Experience  under  the  joint  accounting  im¬ 
provement  program  clearly  indicates  that  the  accrual  basis,  when  applied  to  sig¬ 
nificant  items,  is  a  major  factor  in  providing  better  control  over  resources  and 
liabilities  and  is  an  essential  element  in  obtaining  adequate  cost  data.  Our  State¬ 
ment  of  Accounting  Principles  provides  for  the  appropriate  use  of  the  accrual 
basis.  We  also  believe  that  adequate  monetary  property  accounting  records,  as 
an  integral  part  of  accounting  systems,  are  essential  to  several  other  proposed 
amendments  such  as  accrual  accounting,  cost  budgeting,  etc.,  as  well  as  the  spe¬ 
cific  advantages  to  management  which  will  result  from  adequate  financial  ac¬ 
counting  for  property. 

Section  2  (c)  :  The  proposed  section  120  of  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  would  establish  a  “Staff  Office  of  Accounting”  in  the  Bureau 
of  the  Budget.  The  objective  of  this  recommendation,  as  we  understand  it,  is 
to  afford  a  means  by  which  the  executive  branch  can  more  effectively  meet  its 
responsibilities  to  stimulate  improvements  in  acconntnig.  The  recommendation 
recognizes  a  need  for  continuing  joint  action  of  the  executive  and  legislative 
branches  as  now  provided  for  uuder  the  joint  program  for  improving  accounting 
in  the  Federal  Government.  The  Budget  and  Accounting  Procedures  Act  of  1950 
recognized  the  coordinate  responsibilities  of  agency  management,  the  Secre¬ 
tary  of  the  Treasury,  the  Director  of  the  Bureau  of  the  Budget,  and  the  Comp- 
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trailer  General,  for  making  continuing  improvements  in  the  financial  manage¬ 
ment  of  Federal  Government  activities. 

Within  the  executive  branch  the  head  of  each  executive  agency  is  assigned  the 
responsibility  by  section  113  (a)  of  the  Budget  and  Accounting  Procedures  Act 
of  19.>0,  of  establishing  and  maintaining  adequate  systems  of  accounting  and 
internal  control  in  conformity  with  the  principles,  standards  and  related  re¬ 
quirements  prescribed  by  the  Comptroller  General  as  referred  to  therein.  Added 
emphasis  on  getting  the  job  done  Government-wide  could  be  very  helpful  in 
expediting  progress  if  appropriately  carried  out.  We  do  not  believe,  however, 
that  specific  legislation  is  required  in  order  for  the  Bureau  of  the  Budget  to 
undertake  action  of  the  character  provided  for  in  the  legislation.  Moreover, 
we  question  the  desirability  of  specifically  providing  for  an  organizational  unit 
and  for  the  position  of  Assistant  Director  for  Accounting  by  statute.  It  is  our 
observation  that  such  statutes  are  likely  to  become  outmoded  when  organiza¬ 
tional  provisions  are  included  therein. 

The  new  section  121  of  the  Budget  and  Accounting  Procedures  Act  of  1950, 
also  proposed  by  section  2  (c)  of  the  bill,  would  provide  for  the  appointment  of 
a  comptroller  in  each  executive  agency.  We  endorse  the  emphasis  placed  on  the 
financial  management  function  in  each  executive  agency  which  is  the  apparent 
objective  of  the  proposed  section  121.  However,  because  of  the  wide  divergence 
in  size,  functions,  and  existing  organizational  patterns  in  the  many  executive 
agencies,  it  is  doubted  that  any  single  pattern  of  organization  will  fit  all  agencies. 

Section  3 :  The  simplification  of  the  allotment  system  for  allocating  funds  is 
sound  and  most  desirable.  The  existing  unwarranted  subdivision  of  funds  is 
one  of  the  greatest  deterrents  to  improved  financial  management.  We  believe 
that  administrators  may  be  willing  to  forego  the  type  of  control  associated  with 
many  present  allotment  systems  when  accounting  systems  have  been  installed 
to  provide  costs  as  a  basis  of  operating  control.  Better  programing  tied  in  with 
improved  accounting  through  the  development  of  budgets  based  on  costs,  as  pro¬ 
posed  by  this  bill,  should  serve  to  answer  this  problem. 

Section  4 :  This  section  would  require  each  executive  agency  to  maintain  a 
single  account  under  each  appropriation  title  or  fund.  We  endorse  the  objective 
of  this  proposal  but  feel  that  it  should  be  adopted  for  only  appropriations  or  funds 
which  are  stated  on  an  accrued  expenditure  basis.  We  strongly  favor  the  use  of 
two  accounts  where  such  accounts  are  not  stated  on  an  accrued  expenditure  basis. 

Section  5 :  This  section  would  provide  for  a  joint  study  by  the  Bureau  of  the 
Budget  and  the  General  Accounting  Ofliee  relating  to  accounting  and  internal 
auditing.  Much  has  been  accomplished  in  these  areas  in  the  past  by  the  General 
Accounting  Office  both  on  its  own  and  under  the  joint  accounting  improvement 
program  with  the  Bureau  of  the  Budget  and  the  Secretary  of  the  Treasury.  This 
work  is  carried  on  as  a  regular  part  of  our  comprehensive  audit  program  and 
in  the  discharge  of  our  accounting  systems  responsibilities.  We  expect  to  con¬ 
tinue  these  studies  and  investigations.  The  results  of  these  efforts  are  made 
available  to  the  Congress  through  our  regular  reporting  processes,  but  we  would 
be  pleased  to  cooperate  with  the  Congress  in  any  special  effort  having  as  its 
objective  the  improvement  of  accounting  and  internal  auditing. 

S.  2369  and  S.  2480  are  identical  bills  designed  to  implement  recommendations 
Nos.  10, 11  and  12  of  the  budget  and  accounting  report  of  the  Hoover  Commission. 
The  objectives  and  most  of  the  provisions  are  identical  with  sections  120  and  121 
of  S.  3199  which  were  covered  in  our  discussion  of  that  bill.  S.  2369  and  S.  2480 
would  provide  for  the  Assistant  Director  for  Accounting  to  be  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate.  These  two  bills  also 
would  provide  by  statute  the  compensation  of  the  comptroller  to  be  appointed 
by  the  head  of  each  executive  agency.  As  stated  before,  although  we  agree  with 
the  objectives  sought,  we  doubt  the  desirability  of  this  legislation  for  the  reasons 
cited  earlier. 

Mr.  Brasfield.  We  appreciate  the  opportunity  to  appear  before  you 
to  discuss  S.  3199,  which  is  designed  to  implement  certain  of  the  recom¬ 
mendations  contained  in  the  budget  and  accounting  report  of  the 
Hoover  Commission. 

We  regard  S.  3199  as  basic  legislation  designed  primarily  to  set 
forth  general  policies  and  objectives.  Most  of  these  policies  and 
objectives  would  be  put  into  practice  under  rules  and  procedures  to 
be  developed  by  the  Bureau  of  the  Budget  and,  in  some  cases,  by  the 
Comptroller  General. 
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In  other  words,  the  bill  would  precribe  no  hard  and  fast  procedures, 
and  the  practical  aspects  would  need  to  be  worked  out  in  collaboration 
with  the  executive  agencies  in  the  same  general  manner  as  other 
similar  provisions  of  law  are  now  applied. 

Moreover,  there  must  necessarily  be  an  evolutionary  approach  to 
the  attainment  of  the  objectives  contemplated  by  the  bill  because  not 
all  agencies  now  have  the  necessary  tools  in  the  form  of  systems  of 
programing,  budgeting,  and  accounting  that  would  be  required. 

It  is  believed,  however,  that  a  statement  of  objectives  of  the  char¬ 
acter  contained  in  the  bill  would  do  much  to  hasten  the  development 

of  such  working  tools.  . 

That,  perhaps,  is  the  important  aspect  of  the  legislation.  In  the 
parts  of  the  bill  that  I  will  touch  on  briefly - 

Senator  Cotton.  Mr.  Chairman,  could  I  be  permitted  to  interrupt 
the  witness  for  1  second  ? 

Senator  Tiiurmond.  Yes. 

Senator  Cotton.  Would  you  mind? 

Mr.  Brasfield.  I  would  be  glad  to  have  you  do  so. 

Senator  Cotton.  Before  you  go  into  the  details,  your  summary  of 
the  necessity  and  the  impact  of  this  legislation  is  not  quite  clear  to  me. 
I  understand  you  to  say,  as  Mr.  Finan  said,  that  the  reforms  or  the 
changes  contemplated  in  this  bill  that  could  be  done  without  con¬ 
gressional  action  were  being  done  to  a  certain  extent,  but  that,  the 
passage  of  this  bill  would  set  up  a  general  statement  of  objectives  and 
would  also  give  you  certain  working  tools  that  you  did  not  have  before. 

What  do  you  mean  by  that  last  statement  ? 

Mr.  Brasfield.  I  meant  to  indicate  this,  sir,  that  knowing  that  this 
is  the  direction  in  which  Congress  wants  to  proceed,  it  will  cause 
agencies  to  get  busy  and  improve  their  accounting  system  to  provide 
the  framework  and  the  base  on  which  good  cost  budgeting  and  the 
things  that  go  with  it  can  come  much  more  promptly. 

I  might  illustrate  that,  for  example,  sir,  in  this  way : 

About  a  year  and  a  half  ago,  the  Appropriations  Committee  of  the 
Senate  indicated  interest  in  real  property,  and  provided  for  the  com¬ 
mittee  to  get  together  a  report  on  it.  The  stimulus  of  that  interest 
has  done  more  to  get  accounting  for  property  on  the  books  than  any 
other  single  thing  I  know. 

Senator  Cotton.  You  mean  that  until  Congress  or  its  committees 
begin  to  show  a  determined  and  active  interest  in  a  certain  reform  in 
our  fiscal  methods,  it  is  difficult  for  the  Bureau  of  the  Budget  and  the 
General  Accounting  Office  to  bring  about  those  reforms  because  it  is 
difficult  for  them  to  get  the  prompt  and  enthusiastic  cooperation  of 
other  departments  ?  Is  that  a  just  statement  ? 

Mr.  Brasfield.  I  would  add  to  that,  in  this  way,  sir,  if  I  may,  that 
it  depends  on  the  department..  In  some  cases  you  do  not  need  that 
kind  of  stimulus.  In  others  you  need  it  very  much. 

Senator  Thurmond.  Senator  Cotton,  excuse  me  just  a  minute. 
Would  you  mind  taking  the  chair  for  about  10  minutes?  I  have  been 
called  to  my  office. 

Thank  you. 

Senator  Cotton  (presiding).  I  do  not.  want,  to  delay  your  testi¬ 
mony,  but  I  just  cannot  help  but  wonder,  if  this  is  so  good,  why  it 
has  not  been  done  before,  and,  if  it  has  been  the  desire  of  the  Bureau 
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of  the  Budget,  the  Accounting  Office,  and  the  fiscal  agencies  to  do  it, 
why  it  is  necessary  that  Congress  act,  and  what  would  be  the  signifi¬ 
cance  of  Congress’  action.  I  want  to  understand  clearly.  Please 
understand  me.  I  was  not  criticizing,  but  I  was  just  trying  to  under¬ 
stand  clearly  the  necessity  and  the  impact  of  congressional  action. 

Mr.  Brasfield.  I  would  sum  that  up,  sir,  in  this  way :  that  we  are 
moving  ahead  with  these  things.  We  have  made  substantial  progress 
in  some  areas.  Making  it  a  part  of  the  Budget  process,  for  example, 
in  the  case  of  cost  budgeting,  and  putting  it  in  the  Budget  document 
as  opposed  to  putting  it  in  the  justification  material  will  add  a  great 
deal  of  stimulus. 

Also,  as  it  is  now  with  the  present  budgeting  practices,  there  is  liable 
to  be  the  feeling  on  the  part  of  the  agencies  of  an  element  of  duplica¬ 
tion  on  presenting  the  Budget  on  both  the  cost  and  an  obligation  basis, 
whereas,  if  they  know  that  the  Congress  wants  them  on  a  cost  basis,  it 
will  greatly  stimulate  that  activity.  That  in  turn  will  make  them  want 
to  have  the  kind  of  accounting  that  will  support  those  cost  budgets. 

In  other  words,  it  is  a  chain  reaction  proposition.  It  will  add  a  great 
deal  of  strength  to  the  effort. 

Senator  Cotton.  In  other  words,  this  bill  amounts  to  a  mandate  to 
the  agencies  to  do  something  that  they  already  had  the  power  to  do? 

Mr.  Brasfield.  That  is  right. 

Senator  Cotton.  Excuse  me  for  interrupting.  Go  ahead,  please. 

Mr.  Brasfield.  There  is  another  aspect  that  I  will  come  to  in  a  few 
minutes  that  I  think  may  tie  it  together  with  congressional  action 
more  strongly,  too. 

Just  to  dwell  briefly  on  the  cost  budget  provisions,  we  think  the 
important  advantages  in  the  use  of  cost  data  are  briefly  these:  That 
cost  data,  based  on  man-days  worked,  materials  used,  and  other  phys¬ 
ical  measurements  of  that  sort,  can  be  directly  related  to  work  that 
is  accomplished  in  prior  periods,  and  offers  a  basis  for  comparison 
with  the  present  work  plan. 

The  cost  data  can  be  related  to  the  responsibilities  of  segments  of 
the  organization,  and  cost  budgeting  permits  the  maximum  opportu¬ 
nity  for  the  exercise  of  management  initiative  in  that  it  permits  the 
agencies  to  get  away  from  as  great  a  tendency  toward  rigid  fund  con¬ 
trol,  which  in  turn  is  one  of  the  most  deadening  influences  that  we  have 
in  endeavoring  to  get  better  management  through  the  use  of  account¬ 
ing  as  opposed  to  approaching  the  problem  totally  through  the  ques¬ 
tion  of  fund  control. 

There  is  one  other  facet  to  this  that  we  feel  is  important,  and  perhaps 
so  that  there  will  be  no  misunderstanding  of  what  our  interpretation 
of  cost-based  budgets  is,  I  would  like  to  introduce  this  thought : 

In  using  the  term  “cost-based  budgets,”  we  understand  it  to  have 
equal  application  to  capital  acquisitions  and  construction  as  it  does 
to  day-to-day  operations.  For  example,  a  cost-based  budget  for  a 
procurement  activity  would  relate  to  the  cost  of  the  items  being  pro¬ 
cured  or  the  cost  of  producing  an  article  or  service.  Cost  budgeting 
need  not  and  should  not  be  restricted  to  consumption  activities.  How¬ 
ever,  in  considering  consumption  activities,  there  is  obviously  a  limit 
to  which  the  concept  can  be  carried  and  still  have  a  practical  value. 

For  example,  careful  consideration  would  need  to  be  given  to  the 
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extent  to  which  the  inclusion  of  depreciation  as  a  cost  would  serve 
a  useful  purpose  in  the  presentation  of  the  Budget  to  Congress. 

This  is  particularly  true  with  respect  to  the  activities  of  the  Depart¬ 
ment  of  Defense.  The  value  and  utility  of  cost-based  budgets  are 
certainly  not  dependent  upon  the  application  of  depreciation,  and 
particularly  to  military  hardware.  I  make  that  as  a  point  of 
clarification. 

In  coming  to  the  question  of  the  need  for  congressional  action, 
perhaps  our  views  are  somewhat  different  from  those  of  other  wit¬ 
nesses,  in  that  we  believe  that  the  impetus  to  furnish  cost  data  to 
Congress  would  be  greatly  enhanced  by  teaming  up  the  cost-based 
budget  with  the  proposal  for  stating  appropriations  on  an  accrued 
expenditure  basis  as  proposed  in  recommendation  No.  7  of  the  Hoover 
Commission  Report  on  Budgeting  and  Accounting. 

We  think  this  would  provide  the  best  vehicle  for  improved  cor¬ 
relation  of  programing,  budgeting  and  accounting.  We  strongly 
recommend  the  inclusion  in  this  bill  of  further  amendments  to  pro¬ 
vide  for  stating  appropriations  on  an  accrued  expenditure  basis. 

Now,  the  question  has  been  raised  in  previous  testimony  as  to 
whether  we  were  ready  for  that  or  not.  We  do  not  believe  you  will 
ever  be  ready  at  one  time  to  sweep  across  the  board.  It  is  the  kind 
of  reform  that  should  be  taken  item  by  item,  and  we  think  the  ap¬ 
propriate  way  to  do  that  is  to  put  the  idea  in  legislation,  and  then 
have  it  implemented  as  the  agencies  are  ready  for  it,  by  the  Bureau 
of  the  Budget,  as  other  improvements  are  put  into  effect. 

Senator  Cotton.  Now,  you  are  referring  to  recommedation  No.  7 
of  the  Hoover  Commission,  which  is  that  the  executive  budget  and 
congressional  appropriation  be  in  terms  of  estimated  annual  accrued 
expenditures,  namely,  charges  for  the  cost  of  good  and  services  esti¬ 
mated  to  be  received? 

Mr.  Brasfield.  That  is  right,  sir. 

Senator  Cotton.  Now,  that  recommendation  is  not  at  present  in¬ 
corporated  in  this  bill  in  its  present  form;  right? 

Mr.  Brasfield.  That  is  right,  sir. 

Senator  Cotton.  And  it  is  your  suggestion  that  this  bill  ought  to 
be  amended  to  include  that  recommendation  ? 

Mr.  Brasfield.  That  is  right,  sir.  We  think  it  will  give  strength 
and  life  to  the  other  recommendations  in  the  bill. 

Senator  Cotton.  Now,  you  indicate  first  that  perhaps  some  other 
agencies  do  not  agree  with  you  on  this  point  ? 

Mr.  Brasfield.  We  have  in  our  testimony,  as  contrasted  with  those 
that  you  have  heard  ahead  of  us,  expressed  more  enthusiasm  for  going 
ahead  immediately  with  that  provision  than  other  witnesses. 

Senator  Cotton.  You  have  also  said  that  if  this  were  included  in 
the  bill,  you  would  not  expect  that  it  could  be  implemented  overnight? 

Mr.  Brasfield.  That  is  right. 

Senator  Cotton.  It  would  take  a  little  time  ? 

Mr.  Brasfield.  That  is  right. 

Senator  Cotton.  But  it  will  be  implemented  and  put  into  effect  much 
morp  rapidly,  if  it  goes  into  this  bill ;  right? 

Mr.  Brasfield.  That  is  right,  sir. 

Senator  Cotton.  Now,  would  you  in  ordinary  terms  for  a  layman 
tell  us,  sir,  so  that  we  can  understand  just  what  this  implies,  if  you 
have  any  idea  of  what  we  would  say  ? 
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Mr.  Brasfield.  I  will  address  myself  first  to  the  change  it  would 
make  in  the  character  of  the  appropriation. 

Senator  Cotton.  You  have  not  put  the  amendment  in  ? 

Mr.  Scull.  No,  sir.  It  is  not  in  the  bill. 

Senator  Cotton.  Is  it  in  the  record  ? 

Mr.  Scull.  No,  sir.  To  clarify  this,  Mr.  Brasfield,  you  are  propos¬ 
ing  that  such  an  amendment  be  incorporated  in  the  bill,  are  you  not  ? 

Mr.  Brasfield.  That  is  right,  sir. 

Mr.  Scull.  That  amendment  has  not  been  presented  by  the  General 
Accounting  Office  to  the  staff  of  this  subcommittee,  has  it  ? 

Mr.  Brasfield.  That  is  right. 

Mr.  Scull.  Would  the  GAO  prepare  such  an  amendment  and  sub¬ 
mit  it  to  the  subcommittee  for  its  consideration  ? 

(The  amendment,  to  which  reference  is  made  above  is  incorporated  in  S.  3897, 
introduced  May  21,  1956,  by  Senators  Kennedy,  Payne,  et  al.,  which  supersedes 
S.  3199.) 

Mr.  Brasfield.  We  will  be  happy  to. 

Senator  Cotton.  But  you  have  not  now  ? 

Mr.  Brasfield.  We  have  not,  sir. 

Senator  Cotton.  All  right.  Go  ahead  with  your  answer. 

Mr.  Brasfield.  In  discussing  the  amendments  for  the  accrued- 
expenditure  appropriations,  there  are  both  tangible  and  intangible 
advantages.  First,  the  annual  budget  surplus  or  deficit  is  now  deter¬ 
mined  on  the  basis  of  expenditures  so  that  we  now  appropriate  on  one 
basis  and  determine  the  surplus  or  deficit  on  a  different  basis,  so  that 
you  can  never  determine  at  the  time  appropriations  are  passed  whether 
or  not  the  budget  has  in  fact  been  balanced  by  those  appropriations. 

It  would  establish  a  direct  correlation  between  annual  appropria¬ 
tions  and  expenditures.  It  would  also  vest  in  the  Congress  a  much 
greater  opportunity  to  control  the  level  of  operations  during  a  partic¬ 
ular  budget  year.  This  would  mean  the  elimination  of  the  vast  carry¬ 
over  balances  now  available  for  expenditure  at  the  direction  of  the 
executive  agencies. 

And  that  perhaps  is  the  most  significant  change  on  the  one  basis  of 
appropriation  as  opposed  to  the  other. 

The  present  situation  concerning  available  balances  stems  from  the 
fact  that  congressional  control,  through  appropriation  authorizations 
and  Budget  Bureau  control  through  apportionments,  are  both  stated  in 
terms  of  authority  to  obligate  rather  than  budgeted  work  plans  for 
the  cost  of  goods  and  services  estimated  to  be  received. 

In  the  one  case  the  process  is  based  upon  the  authority  to  obligate. 
The  proposed  change  to  accrued  expenditure  appropriations  would 
be  based  upon  the  estimate  of  goods  and  services  to  be  received.  In 
other  words,  it  takes  the  lead  time  out  of  the  appropriation  of  the 
current  year. 

Senator  Cotton.  The  other  day  when  we  were  considering  another 
bill,  Senator  Symington  kept  using  the  illustration  of  fans.  4ou 
may  remember  that. 

Mr.  Brasfield.  Yes,  sir. 

Senator  Cotton.  I  do  not  know  why  he  should,  during  this  weather. 
But  suppose  a  department  has  an  appropriation  to  buy  and  install 
fans  in  the  appropriation  for  the  fiscal  year.  Now,  tell  me,  using 
that  illustration,  when  you  say  that  you  are  appropriating  on  one 
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method  and  then  calculating  your  deficit  on  another — tell  me  how  it 
would  work  with  that  one  item  of  supply. 

Mr.  Brasfield.  Let  us  assume  first  that  the  fans  could  be  pro¬ 
cured  and  installed  in  the  year  in  which  the  appropriation  applied, 
this  current  fiscal  year.  Then  there  would  be  no  difference  in  one 
basis  as  opposed  to  the  other.  But  let  us  suppose  a  second  set  of  cir¬ 
cumstances  where  the  fans  must  be  ordered  at  least  a  year  ahead. 
Then  the  proposed  plan  would  work  like  this : 

The  department  would  come  to  the  Congress  and  say  that  for  this 
current  year  we  have  this  work  plan,  which  would  not  include  the 
fans,  but  we  also  intend  to  install  fans  next  year,  and  we  would  like 
the  authority  to  purchase  the  fans.  The  authority  to  pay  for  the  fans 
would  come  in  the  next  appropriation,  and  at  that  time  you  would 
know  whether  the  fans  are  going  to  be  delivered  in  that  year,  and 
would  know  more  precisely  exactly  what  was  to  be  done  with  the 
fans. 

If  you  stretch  that  out  for  a  long  lead  time  program,  you  constantly 
are  faced  with  the  lack  of  preciseness  that  plans  pitched  forward 
4  or  5  years  must  necessarily  have,  and  this  would  bring  it  down 
more  to  a  common  denominator  in  terms  of  a  program  to  be  carried 
out  in  the  immediate  year  ahead. 

Senator  Cotton.  And  this  recommendation  No.  7,  if  it  were  enacted 
into  law  in  this  bill,  would  affect  that  particular  illustration  how? 

Mr.  Brasfield.  First  of  all,  if  the  fans  were  procured  and  installed 
in  the  same  fiscal  year,  it  would  not  change  it  at  all.  If  it  took  a 
longer  lead  time  and  the  agency  needed  authority  to  contract  in  ad¬ 
vance,  they  would  ask  for  that  authority,  and  then  when  they  asked 
for  the  appropriation  to  pay  for  them,  that  appropriation  would  be 
in  the  year  the  fans  were  going  to  be  delivered. 

The  agency  would  know  prices ;  they  would  know  the  time  they  were 
going  to  be  delivered ;  they  could  ask  rather  precisely  for  the  author¬ 
ity  to  pay  for  them. 

Senator  Cotton.  Thank  you. 

You  may  proceed. 

Mr.  Brasfield.  I  think  that  is  the  important  part  of  our  statement 
that  warrants  discussion.  The  rest  of  it  is  pretty  much  dealing  with 
the  specific  provisions  of  the  bill,  and  I  would  not  propose  to  add 
further  unless  you  have  some  questions. 

Senator  Cotton.  Mr.  Scull  has  a  question,  I  believe. 

Mr.  Scull.  Mr.  Chairman  I  would  like  to  go  back  to  the  Hoover 
Commission  estimate  of  savings.  It  has  been  clarified  that  this  was 
an  estimate  of  the  Hoover  Commission  task  force.  It  is  estimated  that 
if  all  the  task  force  recommendations  were  effectuated,  a  savings  ap¬ 
proaching  $4  billion  a  year  would  result. 

It  appears  to  have  been  pretty  well  established  this  morning  that 
this  bill,  S.  3199,  as  it  stands,  is  more  or  less  what  might  be  termed  a 
congressional  mandate  to  the  executive  agencies  expressing  the  will  of 
Congress  that  the  agencies  implement  the  provisions  in  the  bill,  with 
possibly  a  few  exceptions  which  would  require  legislative  action. 

If  that  is  so,  and  if,  as  the  task  force  points  out,  some  $4  billion 
in  savings  is  possible,  I  would  like,  Mr.  Brasfield,  to  have  your  com¬ 
ments  first,  upon  the  validity  or  accuracy  of  such  an  estimate  of  sav¬ 
ings;  and  second,  upon  the  responsibility  of  the  various  executive- 
agencies  to  achieve  the  estimated  savings. 
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Would  you  like  to  speak  to  those  points  for  a  moment? 

Mr.  Brasfield.  Yes,  sir. 

As  to  the  estimate  of  sayings,  I  think  it  is  a  fair  statement  to  say 
that  it  could  not  be  specifically  documented  as  to  just  how  those 
savings  would  occur. 

Nevertheless,  that  statement  does  not  deny  the  fact  that  savings 
could  be  achieved. 

And  the  savings  would  come  about  by  reason — and  we  are  con¬ 
fronted  with  this  problem  constantly  in  dealing  with  the  savings  that 
come  about  by  better  management— by  the  things  you  do  not  buy,  by 
knowing  what  you  have  got  so  that  you  decide  that  you  do  not  need 
to  buy  them.  These  are  not  the  type  of  savings  that  can  be  docu¬ 
mented  and  added  up,  and  come  out  with  a  precise  and  tangible  figure. 

Much  the  same  thing  is  true  with  respect  to  the  provisions  of  this 
bill  and  the  addition  of  recommendation  No.  7.  We  are  dealing  here 
with  the  things  that  they  would  not  do  if  they  had  better  management, 
and  better  knowledge  of  their  inventories  and  a  more  precise  planning 
of  their  budget,  tied  in  better  to  costs. 

Specific  examples  could  undoubtedly  be  developed  if  such  a  pro¬ 
gram  is  carried  forward.  But  as  to  summarizing  them,  you  are  con¬ 
fronted  with  the  fact  that  you  are  trying  to  estimate  the  saving  re¬ 
sulting  from  something  you  would  not  do  if  you  had  enough  facts 
to  make  a  better  decision.  So  in  that  respect,  it  would  always  be 
speculative. 

Mr.  Scull.  Would  you  agree,  sir,  that  it  is  very  difficult  to  pinpoint 
savings  based  upon  future  change  like  this? 

Mr.  Brasfield.  It  would  certainly  be,  and  as  a  matter  of  fact,  it 
could  not  be  documented  in  the  sense  that  I  spoke  of.  You  cannot 
document  what  you  do  not  do  nearly  as  well  as  you  can  document 
those  things  that  you  do. 

Mr.  Scull.  Mr.  Brasfield,  I  would  like  to  go  for  a  moment  to  the 
Staff  Office  of  Accounting.  I  do  not  believe  you  have  mentioned  that 
in  your  summary. 

Mr.  Brasfield.  I  did  not  mention  that. 

Mr.  Scull.  But  that  recommendation  is  covered  in  your  statement. 

Mr.  Brasfield.  That  is  right. 

Mr.  Scull.  The  Hoover  Commission  recommended  the  creation  of 
a  Staff  Office  of  Accounting  in  the  Bureau  of  the  Budget,  to  super¬ 
vise,  in  accordance  with  the  Comptroller  General’s  directives,  as  I 
understand  it,  the  Government’s  accounting  program  throughout  the 
executive  branch. 

Do  you  favor  the  creation  of  such  an  office? 

Mr.  Brasfield.  Our  view  is  that  we  would  like  to  see  the  Bureau 
of  the  Budget  equipped  to  take  a  more  active  part  in  stimulating  ac¬ 
counting  improvements  in  the  executive  branch.  We  would  like  to 
see  them  have  the  opportunity  to  strengthen  both  their  position  and 
their  staff. 

Based  on  the  general  principle  that  it  is  usually  undesirable  to  put 
organization  into  legislation,  we  doubt  the  desirability  of  establish¬ 
ing  the  office  by  legislation.  As  far  as  the  objectives  are  concerned, 
and  the  purpose,  we  think  it  is  consistent  with  our  joint  accounting 
improvement  effort,  and  if  properly  carried  out,  it  would  be  helpful. 

Mr.  Scull.  Well - 
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Mr.  Brasfield.  We  would  be  glad  to  work  with  them  under  such 


a  M^Scull.  Isn’t  the  joint  accounting  program  which  is  repre¬ 
sented  by  the  Bureau,  by  the  General  Accounting  Office,  and  treas¬ 
ury — 

Mr.  Brasfield.  That  is  right. 

Mr.  Scull.  Isn’t  that  program  accomplishing  the  objectives  that 
the  Hoover  Commission  would  like  to  accomplish  through  this  Stall 
Office  of  Accounting  in  the  Bureau  of  the  Budget  ? 

Mr.  Brasfield.  It  is  working  toward  those  same  objectives,  tlow 
fast  we  achieve  them  and  the  accomplishment  of  them  in  some  placid 
is  a  difficult  thing  to  do.  In  that  sense,  we  would  welcome  any  strength 
added  to  that  effort  by  strengthening  the  position  of  the  Bureau  ot 


^However,  I  might  add  also  that  there  would  need  to  be  legislation 
on  recommendation  No.  7.  The  joint  accounting  program  could  not 
accomplish  that  without  legislation. 

Mr.  Scull.  That  is  stating  expenditures  on - 

Mr.  Brasfield.  Appropriations  on  an  accrued-expenditure  basis. 
Mr.  Scull.  Stating  appropriations  on  an  accrued-expenditure 

basis  ?  . 

Mr.  Brasfield.  That  is  right,  which  in  turn  is  the  key  to  emphasis 

behind  cost-based  budgeting.  .  .  . ,  , 

Mr.  Scull.  I  am  not  quite  clear  on  this  point,  sir.  Y ou  would  lavor 
the  creation  of  such  a  Staff  Office  of  Accounting  so  as  to  strengthen  the 


joint  accounting  program  ?  „  ,  .  ,  , , 

Mr.  Brasfield.  We  would  favor  a  stronger  effort  on  the  part  of  the 

Bureau  of  the  Budget.  .  .  .  .  ,  . 

Now,  the  particular  manner  in  which  they  carried  it  out  m  tneir 
organization,  we  think  is  more  properly  their  decision.  We  see  noth¬ 
ing  incompatible  about  a  Staff  Office  of  Accounting  with  the  objec¬ 
tives  that  the  report  provides  as  a  part  of  the  team  working  under  the 

]0MrPScuLu  But  you  do  not  believe  that  the  Congress  should  estab¬ 
lish  it  by  statute  ?  .  , ,  Al1.  ,.  v 

Mr.  Brasfield.  We  question  the  desirability  of  establishing  such 


offices  by  statute.  ' 

Mr.  Scull.  As  a  matter  of  fact,  has  not  the  Director  of  the  Bureau 
of  the  Budget  now  the  authority  to  establish  such  an  office  ?  .... 

Mr.  Brasfield.  I  am  not  sure.  We  think  he  could  accomplish  the 
objectives  of  it.  Perhaps  it  may  be  a  question  of  resources. 

Mr.  Scull.  I,  perhaps,  should  direct  that  question  to  the  Bureau  of 

the  Budget.  ,  ,  ,  . 

Mr.  Brasfield.  That  is  right.  I  think  they  should  comment  on 

that.  . 

Mr.  Scull.  I  would  like  to  ask  another  question,  Senator  Cotton. 

Senator  Cotton.  Yes. 

Mr.  Scull.  Do  not  executive  agencies  have  comptrollers  now 
Mr.  Brasfield.  Many  of  them  do. 

Mr.  Scull  (continuing).  Or  an  officer  who  is  performing  the  func¬ 
tions  of  a  comptroller  ? 

Mr.  Brasfield.  Many  of  them  do.  Sometimes  he  is  not  known  by 
that  name.  He  might  not  have  exactly  or  precisely  the  duties  as  con- 
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tempi  ated  by  the  recommendation  in  the  Hoover  Commission  report. 
He  might  have  other  duties  and  not  have  all  the  specific  ones  men¬ 
tioned. 

Mr.  Scull.  The  Hoover  Commission  recommends  that  comptrollers 
be  established  in  each  executive  agency. 

Mr.  Brasfield.  That  is  right. 

.  ^r-  Scull.  I  cannot  recall  for  the  moment  whether  the  Commis¬ 
sion  recommends  that  the  Congress  establish  them  or  that  the  depart¬ 
ments  do  so  by  administrative  action. 

Mr.  Brasfield.  The  Hoover  Commission  report  does  not  contain  a 
legislative  recommendation,  but  I  am  not  sure  they  were  intended 
to  be  set  up  that  way. 

Mr.  Scull  I  would  like  to  clarify  this.  Is  it  correct  that  at  present 
the  President  by  Executive  order  or  the  head  of  a  department  could 
establish  such  a  position  of  comptroller  in  an  executive  agency,  should 
he  desire  to  do  so,  without  legislative  action  ? 

Mr.  Brasfudld.  I  would  think  the  answer  to  that  is  that  he  or¬ 
dinarily  can.  I  here  may  be  some  particular  statutes  that  describe 
some  organization  that  would  have  to  be  changed  for  a  particular 
agency.  1 

The  generalization  is  that  the  ansiver  to  your  question  is,  yes,  they 
could,  and  we  think  that  would  be  a  preferable  way  to  do  it 

Senator  Cotton.  Excuse  me. 

If  you  did  it  that  way,  would  the  Comptroller  have  the  authority 
contemplated  by  the  Hoover  Commission  in  the  absence  of  a  willing- 
ness  on  the  part  of  the  department  head  to  give  him  that  authority 
voluntarily  ?  J 

Mr.  Brasfield.  I  think  the  answer  to  your  question  is  that  he  would 
not  unless  the  department  head  were  willing  to  give  it  to  him.  Whether 
even  if  he  had  authority  by  law  he  could  effectively  exercise  it  if  the 
department  head  did  not  cooperate  or  agree,  is  still  another  question. 

I  would  like  to  point  this  out,  if  I  mav.  In  the  Budget  and  Ac¬ 
counting  Procedures  Act  of  1950,  which  is  our  current  charter  for 
the  joint  accounting  program,  it  places  upon  the  head  of  each  agency 
the  responsibility  for  developing  an  accounting  system  and,  in  effect, 
doing  the  things  that  we  are  talking  about.  That  was  the  first  leg¬ 
islation  that  specifically  put  that  responsibility  on  the  head  of  the 
agency.  In  effect,  the  law  says  to  the  head  of  the  agency,  “You  have 
the  responsibility  to  establish  an  accounting  system  within  the  gen¬ 
eral  principles  and  standards  laid  down  by  the  Comptroller  General. 
Now. you  need  to  take  steps  that  will  effectively  carry  out  your  respon¬ 
sibilities  as  head  of  the  agency.” 

Senator  Cotton.  But  it  would  be  far  better  for  the  President  of  the 
United  States  to  insist  on  department  heads  having  comptrollers  and 
cooperating  with  them  than  for  Congress  to  try  to  establish  a  set 
of  comptrollers  in  agencies  and  guard  against  their  being  interfered 
with  by  the  department  head,  because  that  would  split  up  the  respon¬ 
sibility  of  the  agencies,  would  it  not? 

Mr.  Brasfield.  I  think  that  is  true.  It  would  be  much  better  for 
Congress  to  hold  the  head  of  the  agency  responsible. 

Senator  Cotton.  Questions,  Senator? 

Senator  Martin.  No. 

Mr.  Scull.  A  final  question,  sir. 
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Mr.  Brasfield,  as  I  understand  it,  to  sum  up  very  briefly,  the  GAO 
endorses  the  use  of  cost-based  budgets  in  agencies  ? 

Mr.  Brasfield.  We  do. 

Mr.  Scull.  GAO  endorses  the  accural  accounting  system? 

Mr.  Brasfield.  We  do. 

Mr.  Scull.  Throughout  the  executive  agencies? 

Mr.  Brasfield.  We  do.  . 

Mr.  Scull.  And  GAO  recommends  an  amendment  to  provide  for 
stating  appropriations  on  an  expenditure  basis,  which  GAO  believes 
is  essential  to  the  accomplishment  of  the  first  ti\  o,  cost-based  budgets 

and  accural  accounting  ?  .  _  , ,  , , 

Mr  Brasfield.  We  think  it  will  stimulate  them  and  add  greatly  to 
the  actual  accomplishment  of  them.  We  think  it  needs  to  be  imple¬ 
mented  gradually,  but  we  think  it  would  be  desirable  to  lay  the  foun¬ 
dation  in  law  at  this  time. 

Senator  Cotton.  When  will  you  have  the  amendment  up  to  the  start 
of  the  subcommittee ?  When  will  it  be  convenient? 

Mr.  Brasfield.  We  can  have  it  rather  shortly. 


(The  amendment,  which  reference  is  made  above  is  incorporated  in  S.  3897, 
introduced  May  21,  1956,  by  Senators  Kennedy,  Payne,  et  al.,  which  supersedes 


S.  3199.) 

Senator  Cotton.  That  is  all.  Thank  you,  Mr.  Brasfield. 

Mr.  Brasfield.  Thank  you.  . 

Senator  Cotton.  Mr.  Finan,  in  view  of  these  suggestions  about  rec¬ 
ommendation  No.  7,  would  you  like  to  comment  on  them  at  this  time  ? 
Mr.  Finan.  I  would  be  glad  to,  Mr.  Chairman. 


STATEMENT  OE  WILLIAM  E.  EINAN,  ASSISTANT  DIRECTOR  EOR 

MANAGEMENT  AND  ORGANIZATION,  BUREAU  OF  THE  BUDGET — 

Resumed 

Senator  Cotton.  You  now,  in  your  capacity  as  Assistant  Director 
of  the  Bureau  of  the  Budget,  are  going  to  comment  on  the  suggested 
amendment  to  the  bills  suggested  by  Mr.  Brasfield  ? 

Mr.  Finan.  Yes,  sir. 

Senator  Cotton.  Go  ahead.  .  ,  ' 

Mr.  Finan.  Mr.  Chairman,  we  are  completely  in  accord  with  the 
General  Accounting  Office  as  to  the  ultimate  objective  toward  which 
we  are  working.  We  think  that  if  it  is  properly  rooted  in  modern 
accounting  systems,  the  time  will  come  when  benefits  would  flow  both 
in  an  improved  capacity  on  the  part  of  the  executive  branch  to  admin¬ 
ister  the  programs  of  the  Government  on  the  one  hand,  and,  on  the 
other,  for  the  Congress  effectively  to  control  the  budget  through  plac¬ 
ing  appropriations  on  an  accrued-expenditure  basis. 

However,  this  is  a  concept  which,  within  the  Government,  at  least, 
is  still  relatively  new.  It  is  not  well  understood,  as  witnessed  by  some 
of  the  testimony  before  this  subcommittee. 

There  are  still  relatively  few  agencies  that  have  the  accounting  sys¬ 
tems  which  would  support  this  particular  approach  toward  budgeting. 

We  also  agree  with  the  General  Accounting  Office  that  the  enact¬ 
ment  by  the  Congress  of  legislation  of  this  kind  would  certainly  pro¬ 
vide  a  fresh  stimulus  to  practically  every  aspect  of  our  accounting 
improvement  program.  "We  are  not  prepared,  however,  at  this  point 
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to  recommend  to  the  Congress  the  enactment  of  legislation  that  would 
implement  recommendation  No.  7  of  the  Hoover  Commission. 

I  think  I  can  state  on  behalf  of  the  Director  that  we  would  have 
no  objection  to  such  legislation  if  the  Congress  desired  to  enact  it, 
especially  along  the  lines  that  were  suggested  by  the  GAO  that  it  be 
clearly  recognized  this  would  be  a  gradual  process  put  in  step  by  step, 
with  the  Budget  Bureau  making  the  determination  as  to  when  a  par¬ 
ticular  agency  had  a  system  that  would  properly  support  this  type  of 
approach  and  would,  in  fact,  approve  control  as  distinct  from  losing 
control  or  diminishing  control. 

I  think  I  also  should  add  in  that  connection,  in  the  exercise  of 
authority  of  that  kind,  if  it  were  given  to  the  Budget  Director,  he 
would  exercise  it  in  the  closest  possible  collaboration  with  the  Appro¬ 
priations  Committees  of  Congress  because,  after  all,  the  Appropria¬ 
tions  Committees  handle  the  budget  on  behalf  of  the  Congress,  and 
it  would  not  only  be  improper,  but  highly  undesirable,  in  our  opinion, 
to  lay  budgets  before  the  subcommittees  of  the  two  Appropriations 
Committees,  which  were  in  a  form  they  did  not  want — where  they 
wanted  a  different  kind  of  presentation. 

In  other  words,  I  think  I  can  sum  up  our  position  by  saying  that  we 
think  we  will  get  to  the  point  where  we  will  be  asking  for  this  kind 
of  legislation  one  of  these  days.  As  of  today,  we  are  not  asking  for  it. 
We  would  have  no  objection  to  it,  provided,  as  I  have  said,  it  were 
clearly  understood  it  was  an  authorization  that  would  only  be  put  into 
effect  practically  on  an  appropriation-by-appropriation  basis,  and 
over  an  extended  period  of  time. 

Let  me  illustrate :  Today  there  are  in  the  printed  budget  only  four 
appropriations  that  are  now  set  up  on  a  cost  basis,  where  the  costs 
in  these  cases  are  reconciled  to  obligations.  We  do  have  agencies 
that  cover  somewhere  between  35  and  40  different  appropriations 
that  are  currently  presenting  justification  material  to  the  Budget 
Bureau  on  a  cost-reconciled-to-obligation  basis.  And  most  of  those 
agencies,  I  believe,  are  also  presenting  the  same  material  to  the  Appro¬ 
priations  Committees.  They  do  it  wherever  the  committee  wants  it. 

We  have  an  additional  group  of  agencies  that  have  now  reached 
the  point  where  they  have  pretty  sound  and  adequate  accrual  account¬ 
ing  systems,  but  they  have  not  reached  a  stage  where  they  are  present¬ 
ing  justification  material  to  the  Bureau  on  a  cost-reconciled-to-obliga- 
tion  basis. 

In  other  words,  we  have  got  a  fairly  firm  toe-liole  on  this  problem, 
but  not  much  more  than  that,  and  we  would  not  want  to  give  the  im¬ 
pression  there  is  such  a  strong  underpinning  here  that  all  that  is  needed 
is  a  general  agreement  to  move  forward,  and  a  revolution  can  take 
place  overnight. 

Senator  Cotton.  Is  this  what  you  are  suggesting,  that  if  anything 
is  incorporated  in  the  present  bill  on  this  subject,  it  should  be  a  decla¬ 
ration  of  congressional  desire  and  intent  rather  than  a  mandatory  pro¬ 
vision  for  the  installation  of  the  new  system  ? 

Mr.  Finan.  That  is  correct,  sir. 

Senator  Cotton.  You  do  not  understand  how  we  are  going  to  pass 
the  statute  and  say,  “This  is  the  law,  but  you  need  not  hurry  about 
obeying  it”?  In  other  words,  we  have  to  not  put  it  in  at  all, 
make  a  declaration  of  congressional  intent,  or  make  it  an  item  of  legis¬ 
lative  provision.  There  are  no  other  alternatives,  are  there  ? 
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Mr.  Finan.  Tlie  only  other  alternative,  if  there  is  an  alternative, 
is  the  one  described  by  Mr.  Brasfield,  that  is,  where  it  is  described 
as  congressional  policy  to  move  toward  this  objective,  but  with  control 
machinery  built  into  it,  so  that  we  only  move  when  we  have  got  a 
really  solid  underpinning  for  it. 

As  Mr.  Stewart  indicated  in  his  testimony  before  the  subcommittee 
the  other  day  regarding  the  so-called  performance  budget,  and  I 
think  we  would  agree  with  him,  that  what  we  did  there  was  to  attempt 
to  carry  out  a  concept  which  was  not  well  understood,  and  before  any¬ 
body  was  really  ready  for  it,  and  in  the  doing  of  that,  we  generated 
a  great  deal  of  objection  and  criticism  which  would  not  have  taken 
place  if  we  had  gone  about  it  in,  shall  we  say,  a  more  moderate  manner, 
and  only  when  we  really  had  a  solid  underpinning  and  a  clear  under¬ 
standing,  not  only  within  the  executive  agencies  affected,  but  within 
the  congressional  committees  affected,  before  we  tried  to  move  ahead. 

Senator  Cotton.  Does  that  mean  that  your  feeling  is  that  an  at¬ 
tempt  to  incorporate  this  amendment  in  this  bill  at  this  time  might 
do  more  harm  than  good  ? 

Mr.  Finan.  I  am  not  sure  that  I  would  describe  my  position  that 
way.  If  it  gave  the  impression  that  we  were  very  close  to  what, 
I  think  everybody  would  agree,  would  be  a  revolutionary  overhaul  of 
our  whole  budget  process,  I  think  that  would  be  a  mistake,  because  we 
are  not. 

Just  to  illustrate,  you  have  to  do  first  things  first,  and  we  are  en¬ 
dorsing,  and  strongly  endorse,  the  policy  of  getting  property  account¬ 
ing  on  a  monetary  basis  and  integrated  into  the  basic  accounting  of 
the  agency.  You  cannot  even  move  toward  a  cost  budget  or  an 
accrual  accounting  system  until  you  have  done  that,  and  all  of  those 
things  have  to  be  done  before  you  can  talk  seriously  about  appropriat¬ 
ing  on  an  expenditure  basis.  And  I  think  perhaps  it  is  not  as  exag¬ 
geration  to  say  that  in  the  field  of  property  accounting,  generally 
speaking,  the  executive  branch  is  weaker  perhaps  than  in  any  other 
single  accounting  or  budgeting  field  that  you  might  mention. 

Senator  Cotton.  Of  course,  we  haven’t  it  in  the  form  of  a  proposed 
amendment,  but  assuming  that  the  amendment  as  submitted  by  the 
General  Accounting  Office  was  a  declaration  of  Congressional  policy 
and  a  setting  up  of  the  necessary  machinery  to  implement  that,  policy, 
as  and  when  it  could  be  made  practical  to  do  so,  would  your  Bureau 
be  for  or  against  that  amendment  ? 

Mr.  Finan.  We  would  have  no  objection  to  such  an  amendment, 
Mr.  Chairman.  I  think  I  might  also  add  that  we  would  want  to  see 
that  there  were  included  in  it  adequate  controls  over  the  process  of 
committing  the  Government  to  spend. 

You  will  understand  that  when  you  have  reached  the  point  of  ex¬ 
penditure,  the  commitment  has  been  made.  Somebody  issued  an  order 
months  or  years  ago,  or  somebody  signed  a  contract. 

Currently,  the  so-called  obligation  appropriation  puts  the  point  of 
control  there.  We  would  want  some  substitute  method  of  control 
included  at  that  point,  even  though  we  had  switched  the  appropriation 
control  over  to  the  expenditure  point,  because  you - 

Senator  Cotton.  Would  you  be  willing  to  collaborate  with  GAO  in 
the  drafting  of  such  a  bill  ? 

Mr.  Finan.  We  will  be  delighted  to  see  what  we  could  do,  yes,  sir. 
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Senator  Cotton.  Have  you  any  comments  on  that,  Mr.  Brasfield  ? 

Mr.  Brasfield.  We  would  be  happy  to  collaborate  with  them  on  it. 

Senator  Cotton.  Senator  Martin  ? 

Senator  Martin.  I  do  not  care  to  ask  anything. 

Senator  Cotton.  Mr.  Scull  ? 

Mr.  Scull.  Mr.  Finan,  I  would  like  to  have  your  views  on  the 
creation  of  a  Staff  Office  of  Accounting,  very  briefly,  if  you  would 
give  them  to  us. 

Mr.  Finan.  I  can  cover  that  very  briefly,  Mr.  Scull.  Such  an  office 
has  now  been  established  in  the  Budget  Bureau. 

Mr.  Scull.  It  is  known  as  the  Accounting  Group  ? 

Mr.  Finan.  No.  It  actually  has  not  as  yet  been  designated  as  the 
Staff  Office  of  Accounting.  But  you  recall,  the  significant  point  in  the 
Hoover  Commission  recommendation  was  that  an  Assistant  Director 
of  the  Bureau  be  placed  directly  in  charge  of  our  accounting  activities. 
As  of  about  a  week  ago,  the  Director  made  such  a  change,  and  Assistant 
Director  Bappaport,  who  is  an  accountant  of  considerable  experience 
and  standing,  and  who  is  an  Assistant  Director  of  the  Budget  Bureau, 
is  now  in  charge  of  our  Accounting  Group  and  our  accounting  program. 

Mr.  Scull.  We  have,  then,  in  the  Bureau  of  the  Budget  what 
amounts  to  a  Staff  Office  of  Accounting,  now  ? 

Mr.  Finan.  That  is  right. 

Mr.  Scull.  Does  that  officer  discharge  the  duties  that  the  Hoover 
Commission  recommended  that  such  a  Staff  Office  of  Accounting  should 
discharge,  in  supervising  accounting  through  the  executive  branch? 

Mr.  Finan.  Substantially  so.  I  am  not  sure  that  the  word  “super¬ 
vision”  is  entirely  appropriate. 

There  was  one  recommendation  of  the  Hoover  Commission  which 
in  my  judgment  was  generally  misunderstood.  If  the  Hoover  Com¬ 
mission  meant  what  I  am  convinced  in  my  own  mind  that  they  meant, 
then  he  also  has  that  responsibility,  and  that  is  for  assisting  agencies 
to  locate  and  employ  topflight  personnel  for  their  ton  financial  manage¬ 
ment  jobs.  That  ha  s  been  interpreted  by  some  as  meaing  that  we  would 
exercise  some  kind  of  control  over  the  selection.  Either  we  would 
dictate  tne  employment  or  we  would  have  a  veto  authority  over  it. 
We  think  either  arrangement  would  be  total lv  inappropriate. 

To  the  extent  that  we  are  talking  about  providing  assistance,  which 
I  am  convinced  is  what  the  Commission  meant,  that  responsibility  is 
also  included. 

Mr.  Scull.  That  would  be  an  infringement  upon  the  responsibility 
of  the  Department  heads ;  would  it  not  ? 

Mr.  Finan.  Of  course. 

Mr.  Scull.  That  is  all,  Mr.  Chairman. 

Senator  Cotton.  I  just  want  to  get  one  thing  clear  in  my  own  mind. 
It  is  your  feeling  that  recommendation  No.  7  of  the  Hoover  Commis¬ 
sion  is  desirable  as  soon  as  it  can  be  reasonably  and  practicably  done; 
is  that  right? 

Mr.  Finan.  As  soon  as  we  have  solid  footing  for  it,  and  as  soon 
as  it  is  widely  understood  and  accepted,  not  only  within  the  executive 
branch,  but  within  the  Congress. 

Senator  Cotton.  But  you  feel  it  is  desirable  ? 

Mr.  Finan.  Yes,  sir. 
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Senator  Cotton.  And  is  it  not  likely  to  come  about  more  speedily 
if  some  legislation  is  passed  that  puts  Congress,  which  includes  its 
Appropriations  Committees,  squarely  behind  it  as  a  policy,  than  it 
will  if  it  is  left  to  come  about  otherwise? 

Mr.  Finan.  I  think  there  is  no  doubt  about  that,  Mr.  Chairman. 
What  I  would  be  concerned  about  is  that  in  an  effort  to  move  on  this 
before  we  are  sure  it  is  fully  understood  and  accepted,  a  controversy 
is  generated  and  we  get  a  flat  congressional  rejection — we  then  might  be 
worse  off  than  we  are  today  with  the  Congress,  shall  we  say,  in  a  some¬ 
what  neutral  position  on  the  matter. 

Senator  Cotton.  I  see.  Thank  you. 

Mr.  Heffelfinger,  the  Fiscal  Assistant  Secretary  of  the  Treasury. 

Mr.  Heffelfinger.  Good  morning,  Mr.  Chairman. 

Senator  Cotton.  We  appreciate  your  being  with  us,  Mr.  Heffelfin¬ 
ger.  Is  it  your  desire  to  read  your  statement  in  full  and  then  discuss 
it,  or  would  you  prefer  to  put  the  statement  in  the  record  and  sum¬ 
marize  it  and  discuss  it  ? 

Mr.  Heffelfinger.  It  is  a  very  short  statement.  I  would  be  glad  to 
read  it,  and  then  submit  it  for  the  record,  sir. 

I  might  say  that  I  have  with  me,  Mr.  Gilbert  L.  Cake,  who  is  our 
associate  commissioner  of  accounting. 

Senator  Cotton.  We  are  glad  to  have  him  with  us.  We  will  be  glad 
to  have  you  proceed. 

STATEMENT  OF  WILLIAM  T.  HEFFELFINGER,  FISCAL  ASSISTANT 

SECRETARY  OF  THE  TREASURY;  ACCOMPANIED  BY  GILBERT  L. 

CAKE,  ASSOCIATE  COMMISSIONER,  BUREAU  OF  ACCOUNTS,  DE¬ 
PARTMENT  OF  THE  TREASURY 

Mr.  Heffelfinger.  These  are  the  views  of  the  Treasury  Department 
on  S.  3199,  a  bill  to  improve  governmental  budgeting  and  account¬ 
ing  methods  and  procedures  and  for  other  purposes,  contained  in  a 
letter  dated  March  21, 1956,  from  the  Acting  Secretary  of  the  Treasury 
to  the  subcommittee. 

I  will  summarize  the  letter : 

The  bill  would  put  into  effect  most  of  the  recommendations  on  budg¬ 
eting  and  accounting  made  by  the  Commission  on  Organization  of 
the  Executive  Branch  of  the  Government  in  its  report  to  the  Congress 
dated  June  1955.  In  replying  recently  to  a  request  of  the  House 
Committee  on  Government  Operations  tor  comments  on  the  Commis¬ 
sion’s  report,  the  committee  was  told  that  the  Treasury  is  not  in  com¬ 
plete  agreement  with  the  recommendation  for  organizing  the  account¬ 
ing  function  but  that  it  is  in  favor  of  the  specific  suggestions  for  sim¬ 
plifying  and  improving  accounting  procedures. 

These  views  are  elaborated  in  more  detail  in  the  statement  appended 
to  the  letter,  as  follows : 

Sections  1  (a)  and  2  (c)  of  the  bill  would  carry  out  recommendations  Nos.  10, 
11,  12  and  22  of  the  Commission  for  the  establishment  of  an  Office  of  Account¬ 
ing  in  the  Bureau  of  the  Budget,  the  establishment  of  the  position  of  comptroller 
in  the  principal  agencies  of  the  Government,  and  the  preparation  by  the  Bureau 
of  the  Budget  of  certain  overall  financial  reports. 

From  the  standpoint  of  sound  organization  and  desirable  checks  and  balances, 
the  executive  branch  should  have  full  control  over  the  type  of  accounting  sys¬ 
tems  it  deems  necessary  for  management  purposes.  Moreover,  the  audit  func- 
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tion  of  the  Comptroller  General  of  the  United  States  is  weakened  by  the  fact 
that  he  must,  by  law,  prescribe  accounting  systems  which  he  is  required  to  audit. 
Hence,  the  Treasury  feels  that  the  present  authority  of  the  Comptroller  General 
over  accounting  should  be  transferred  by  law  to  the  executive  branch. 

I  would  like  to  say  at  this  point,  Mr.  Chairman,  that  this  is  a  basic 
organizational  problem.  We  have  no  objection  to  the  present  arrange¬ 
ment  under  which  the  agencies  are  responsible  for  their  accounting 
systems,  subject  to  the  prescription  of  standards  by  the  General  Ac¬ 
counting  Office.  That  arrangement  has  been  working  well  under  the 
joint  accounting  program.  We  feel  that  we  have  accomplished  great 
strides  in  improving  Government  accounting  under  the  present  setup. 

We  do  fear  that  if  Congress  should  legislate  a  division  of  those 
responsibilities,  placing  certain  responsibilities  in  the  Bureau  of  the 
Budget  and  leaving  other  responsibilities  to  the  Comptroller,  it  might 
be  difficult  for  the  agencies  to  know  where  they  are  responsible  in  their 
accounting,  to  the  Bureau  of  the  Budget  or  to  the  Comptroller  General. 
Rather  than  see  a  transfer  and  splitup  of  those  functions  made,  we 
feel  that  it  should  all  go  to  the  Executive  or  remain  where  it  is. 
The  statement  continues : 

The  Treasury  does  not  believe  it  is  necessary  or  desirable  to  require  the 
establishment  of  the  position  of  comptroller  in  all  agencies  regardless  of  the  need 
or  circumstances  which  might  prevail  in  a  particular  agency.  Such  action  would 
be  a  retrogressive  step  from  the  progress  already  made  in  the  direction  of  mak¬ 
ing  the  heads  of  agencies  responsible  for  proper  internal  organization  and  aline- 
ment  of  functions.  For  example.  Reorganization  Plan  No.  2G  of  1950  places 
such  responsibility  on  the  Secretary  of  the  Treasury.  Therefore,  if  the  position 
of  comptroller  should  be  considered  necessary  or  desirable,  legislation  would 
not  be  necessary  to  establish  the  position  and  functions. 

On  the  matter  of  tinancial  reporting,  it  is  not  clear  just  what  is  meant  by 
comprehensive  reports,  other  than  purely  fiscal  reports  which  the  bill  would 
require  the  Director  of  the  Bureau  of  the  Budget  to  prepare.  By  virtue  of  the 
nature  of  the  Treasury's  operations  as  the  financial  department  of  the  Govern¬ 
ment,  it  is  the  source  of  a  great  deal  of  fiscal  data  and  the  focal  point  of  much 
of  the  Government’s  accounting.  Therefore,  it  is  not  only  logical  but  practical 
for  the  Treasury  to  be  the  operating  center  of  accounting  and  financial  reporting 
as  provided  for  in  the  Budget  and  Accounting  Procedures  Act  of  1950.  In  this 
connection,  the  Treasury  now  prepares  various  central  reports  pertaining  to 
receipts  and  expenditures,  the  status  of  appropriations,  the  public  debt,  foreign 
currencies,  assets  and  liabilities  of  executive  agencies,  long-range  commitments 
and  contingencies,  and  other  reports  having  to  do  with  the  Government’s  finances 
from  an  overall  standpoint.  There  appears  to  be  no  real  necessity  or  advantage 
to  make  the  Bureau  of  the  Budget,  which  is  essentially  a  staff  agency  of  the 
President,  an  operating  agency  instead  of  the  Treasury  in  this  respect. 

It  appears  that  the  duties  imposed  on  the  Assistant  Director  for  Accounting 
(in  the  Bureau  of  the  Budget)  by  section  2  (c)  would  overlap  the  present  statu¬ 
tory  duties  and  authority  of  the  Comptroller  General  as  specified  in  the  Budget 
and  Accounting  Act,  1921.  the  Federal  Property  and  Administrative  Services 
Act,  1949,  the  Post  Office  Financial  Control  Act  of  1950,  and  the  Budget  and 
Accounting  Procedures  Act  of  1950.  Also,  as  the  bill  is  written,  section  1  (a) 
would  overlap  the  statutory  duties  of  the  Secretary  of  the  Treasury  regarding 
financial  reporting  as  specified  in  the  Budget  and  Accounting  Procedures  Act 
of  1950  and  other  laws.  It  seems  inevitable  that  enactment  of  the  bill,  with¬ 
out  clearing  up  the  question  of  a  realinement  of  authority  and  responsibilities, 
would  lead  to  uncertainties  and  disputes  due  to  jurisdictional  conflicts — particu¬ 
larly  where  the  General  Accounting  Office  as  an  agent  of  Congress  is  concerned. 
The  Treasury  believes  that  the  various  executive  departments  and  agencies 
should  nor  be  placed  in  the  position  of  not  knowing  precisely  to  what  central 
authority  they  must  look  in  the  matter  of  accounting  and  reporting  requirements. 

In  addition  to  these  fundamental  reservations,  the  Treasury  is  opposed  to 
those  provisions  of  section  2  (c)  which  would  require  the  Assistant  Director  for 
Accounting  to  :  (a)  Set  schedules  for  performance  of  functions  in  the  administra¬ 
tive  agencies  without  confining  the  functions  involved  to  accounting  and  report- 
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ing;  and  ( b )  to  assist  actively  in  the  selection,  training  and  retention  of  capable 
personnel  in  the  administrative  agencies,  which  is  viewed  as  an  infringement 

on  the  responsibilities  of  such  agencies. 

The  Treasury  is  in  general  agreement  with  the  objectives  of  sections  1  (o), 

2  (a)  2  (b)  and  3  of  the  bill,  which  are  to  increase  congressional  and  executive 
control  over  expenditures.  These  sections  would  carry  out  eight  recommenda¬ 
tions  of  the  Commission,  which  in  essence  are: 

Recommendation  No.  2— Agencies  should  make  annual  operating  reports  to 
the  Bureau  of  the  Budget  which  in  turn  should  report  to  the  President  on  per¬ 
formance  for  the  executive  branch  as  a  whole. 

Recommendation  No.  3— Cost-based  operating  budgets,  supplemented  by  per¬ 
formance  reports,  should  be  used  internally  by  agencies. 

Recommendation  No.  4— A  performance  type  Executive  budget  should  continue 
to  be  used  and  should  be  adequately  supported  by  program  costs  and  accom- 

11  Recommendation  No.  5— Agencies  should  synchronize  their  organization  struc¬ 
tures,  budget  classifications  and  accounting  systems.  ,  . 

Recommendation  No.  6 — Agency  budgets  should  be  formulated  and  administered 

Recommendation  No.  13— The  allotment  system  should  be  greatly  simplified. 

Recommendation  No.  14— Accounting,  budgeting  and  financial  reporting  should 
be  on  an  accrual  basis. 

Recommendation  No.  16— Agencies  should  install  monetary  property  ac- 

C°SecUon  1  (c)  of  the  bill  would  carry  out  recommendation  No.  1  (b)  of  the- 
Commission  that  qualified  employees  of  the  Bureau  of  the  Budget  be  placed  in 
important  agencies  as  working  contacts.  The  Bureau  of  the  Budget  already 
has  close  working  relationships  on  budgetary  matters  with  the  executive  agen¬ 
cies  and  the  Treasury  doubts  that  the  advantages  of  implementing  this  recom¬ 
mendation  would  warrant  the  added  expense. 

Section  4  of  the  bill  would  carry  out  recommendation  No.  17  of  the  Commis¬ 
sion  that  the  accounting  for  the  payment  of  old  claims,  under  each  appropria¬ 
tion  title,  be  simplified.  Two  bills,  S.  3362  and  H.  R.  9593,  have  been  introduced 
in  the  Congress  to  implement  not  only  this  recommendation  but  also  recommenda¬ 
tion  No  18  of  the  Commission  to  simplify  the  payment  of  certain  claims.  The 
Treasury  collaborated  with  the  Bureau  of  the  Budget  and  the  General  Accounting 
Office  in  the  drafting  of  such  legislation. 

Section  5  (a)  (1)  of  the  bill  would  give  effect  to  recommendation  No.  20  of 
the  Commission  that  the  Bureau  of  the  Budget  and  the  General  Accounting 
Office  make  a  study  with  the  view  to  eliminating  duplication  of  accounting  in 
the  Treasury  and  between  the  Treasury  and  other  agencies.  The  Treasury  is, 
of  course,  in  favor  of  the  elimination  of  duplication.  The  joint  accounting  pro¬ 
gram  is  dedicated  to  the  elimination  of  duplication  in  accounting,  and  related 
paperwork  and  procedures,  wherever  it  may  exist  in  or  between  agencies  of 
the  Government,  including  the  Treasury  Department.  Major  accomplishments 
under  this  policy  are  described  in  the  annual  reports  of  progress  of  the  joint 
program.  Hence,  the  Treasury  does  not  believe  that  additional  studies,  as  recom¬ 
mended  by  the  Commission,  are  necesary. 

Section  5  (a)  (2)  of  the  bill  would  carry  out  recommendation  No.  2o  of  the 
Commission  that  the  Bureau  of  the  Budget  and  the  General  Accounting  Office 
make  a  study  to  determine  the  adequacy  of  internal  auditing  in  agencies.  The 
Treasury  would  have  no  objection  to  such  a  study. 

That,  Mr.  Chairman,  embodies  the  Treasury’s  views,  and  I  submit 
this  for  the  record. 

Senator  Cotton.  Thank  you,  Mr.  Secretary. 

Referring  to  the  last  sentence  in  the  second  paragraph  of  your  pre¬ 
pared  statement — - 

Hence,  the  Treasury  feels  that  the  present  authority  of  the  Comptroller  General' 
over  accounting  should  be  transferred  by  law  to  the  executive  branch 

it  is  not  quite  clear  to  me  what  you  mean  by  that  statement.  There  is 
nothing  in  the  present  hill  that  deals  with  that.  Is  it  your  suggestion 
that  the  hill  should  do  that  ? 
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Mr.  Heffelfinger.  Well,  we  felt  that  the  bill  probably  has  some 
areas  which  are  not  clear  in  the  setting  up  in  the  Bureau  of  the  Budget 
of  an  Assistant  Director  to  exercise  functions  in  the  accounting  field, 
and  we  thought  that  might  give  rise  to  the  difficulty  of  interpreting  his 
sphere  of  jurisdiction  and  the  Accounting  Office’s  sphere  of  jurisdic¬ 
tion. 

Senator  Cotton.  Would  you  indicate  what  sections  of  the  bill,  what 
provisions  raise  that  problem  ? 

Mr.  Heffelfinger  (reading)  : 

There  is  hereby  establi shed — 

this  is  section  2  (c)  on  page  5  of  the  bill — 

a  Staff  Office  of  Accounting. 

Sec.  120.  (a)  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head  of 
which  shall  be  the  Assistant  Director  of  Accounting,  to  be  appointed  by  the 
President,  and  to  receive  compensation  at  the  rate  of  $  per  annum. 

|  Then  it  goes  on  to  follow : 

It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — (1)  to  develop  and 
promulgate  an  overall  plan  for  accounting  and  reporting  by  the  various  execu¬ 
tive  agencies  which  is  consistent  with  the  principles,  standards,  and  related  re¬ 
quirements  prescribed  by  the  Comptroller  General  of  the  United  States  pursuant 
to  section  112  of  this  part:  (2)  to  expedite,  guide,  and  assist  in  the  introduction 
of  modern  accounting  methods  in  the  executive  agencies  which  are  consistent 
with  such  overall  plan;  (3)  to  set  reasonable  and  definite  schedules  for  the  per¬ 
formance  of  the  functions  of  such  agencies  and  to  watch  and  report  on  their  pro¬ 
gress;  (4)  to  stimulate  the  building  of  competent  accounting  and  auditing  or¬ 
ganizations  in  such  agencies  and  to  assist  actively  in  the  selection,  training,  and 
retention  of  capable  personnel:  and  (5)  to  report  to  the  Director  of  the  Bureau 
of  the  Budget  at  least  once  each  year,  and  at  such  other  times  as  the  Director 
may  require  with  respect  to  the  status  of  accounting  in  each  of  the  executive 
agencies. 

Senator  Cotton.  Mr.  Scull,  will  you  explore  this  matter  briefly? 

Mr.  Scull.  Yes. 

Mr.  Scull.  Mr.  Heffelfinger,  the  Treasury  objects  to  the  creation 
of  a  Staff  Office  of  Accounting;  is  that  correct,  sir? 

Mr.  Heffefinger.  We  feel  that  it  may  lead  to  the  development  of 
a  situation  that  may  be  difficult  in  the  years  to  come,  in  having  two 
agencies  of  the  Government  operating  in  the  field  of  accounting. 

•I  We  know  that  we  have  responsibility  in  the  Comptroller  General, 
and  we  feel  that  the  present  arrangement  under  which  the  Bureau 
of  the  Budget  and  the  Treasury  are  working  very  cooperatively  with 
the  General  Accounting  Office,  is  working  well. 

It  is  necessary  in  this  joint  program  to  have  the  support  of  the 
Bureau  of  the  Budget,  and  they  have  been  very  helpful  in  their  sup¬ 
port.  If  all  that  is  intended  in  just  to  write  into  the  legislation  that 
the  Bureau  of  the  Budget  shall  continue  their  support,  that  is  one 
thing.  But  if  there  is  a  desire  and  an  effort  made  to  transfer  and 
divide  the  responsibility,  we  think  that  is  bad. 

Mr.  Scull.  To  be  certain  that  I  understand  correctly,  I  would  like 
to  read  your  statement  again  : 

Hence,  the  Treasury  feels  that  the  present  authority  of  the  Comptroller  Gen¬ 
eral  over  accounting  should  be  transferred  by  law  to  the  executive  branch - 

The  setting  up  of  a  Staff  Office  of  Accounting  would  not  nec¬ 
essarily  transfer  the  present  authority  of  the  Comptroller  Gen- 
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eral,  but  it  would  certainly  increase  the  responsibility,  if  not  the 
authority  of  the  Bureau  of  the  Budget,  over  accounting,  would  it  not? 

Mr.  Heffelfinger.  That  may  be  where  we  would  run  into  diffi¬ 
culties.  I  do  not  think  that  the  present  bill  is  intended  to  transfer 
authority  from  the  Comptroller  General.  But  if  the  Bureau  of  the 
Budget  should  interpret  it  as  transferring  authority,  then  we  get 
into  difficulties.  Y ou  have  two  agencies  to  deal  with. 

Mr.  Scull.  Of  course,  section  2  (c),  I  believe  it  is - 

Mr.  Heffelfinger.  That  is  right. 

Mr.  Scull.  Section  2  (c)  states  that  this  Assistant  Director  of  Ac¬ 
counting  shall  develop  and  promulgate  an  overall  plan  for  accounting 
which  is  consistent  with  the  principles,  standards,  and  related  re¬ 
quirements  prescribed  by  the  Comptroller  General. 

Would  that  not  leave  the  authority  over  the  Staff  Office  of  Account¬ 
ing  in  the  Comptroller  General’s  hands  ? 

Mr.  Heffelfinger.  Yes.  But  it  also  would  give  rise  to  just  how 
far  does  the  authority  of  the  Budget  Bureau  and  how  far  does  the 
authority  of  the  Comptroller  extend. 

Mr.  Scull.  Let  me  get  back  to  your  statement  again,  Mr. 
Heffelfinger. 

You  state  that  the  Treasury  believes  that  the  present  authority  of 
the  Comptroller  General  over  accounting  should  be  transferred  to 
the  executive  branch? 

Mr.  Heffelfinger.  If  there  is  any  change  to  be  made  in  the  existing 
situation. 

Mr.  Scull.  In  other  words,  you  would  relieve  the  Comptroller 
General  of  his  present  authority  over  accounting  within  the  executive 
branch. 

Mr.  Heffelfinger.  You  say,  leave  him  ? 

Mr.  Scull.  Believe  him. 

Mr.  Heffelfinger.  Yes,  if  the  Congress  wants  to  make  any  changes 
in  the  accounting  field.  That  is  consistent  with  the  earlier  recommen¬ 
dations,  I  believe,  of  the  Hoover  Commission. 

Mr.  Scull.  To  whom  should  the  authority  go?  The  Treasury? 

Mr.  Heffelfinger.  No,  we  don’t  advocate  that  the  Treasury  have 
that  authority. 

Mr.  Scull.  The  Bureau  of  the  Budget  ? 

Mr.  Heffelfinger.  To  the  Bureau  of  the  Budget,  the  only  other 
agency  in  the  executive  branch,  yes;  we  feel  it  should  be  in  the  Comp¬ 
troller  or  in  the  Budget,  but  it  should  not  be  spread  between  the  two 
with  the  possibility  of  conflict  of  interest. 

Senator  Thurmond  (presiding).  Mr.  Heffelfinger,  wasn’t  the  ori¬ 
ginal  idea  of  setting  up  the  position  of  the  Comptroller  General  that 
it  should  be  an  arm  of  the  Congress  ? 

Mr.  Heffelfinger.  That  is  right. 

Senator  Thurmond.  In  order  to  serve  the  Congress  ? 

Mr.  Heffelfinger.  That  is  true,  sir. 

Senator  Thurmond.  You  are  now  recommending  that  that  be 
changed  ? 

Mr.  Heffelfinger.  No,  sir.  We  feel  that  the  Comptroller  General 
should  audit  the  agencies,  and  the  agencies  have  the  responsibility  of 
conducting  their  affairs  and  be  responsible  for  that,  including  the 
accounting  systems  which  are  necessary  to  accomplish  that  fact.  We 
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feel  that  the  Comptroller  General  should  be  free  to  come  in  and  audit 
and  criticize  those  systems  if  they  are  not  proper. 

Senator  Thurmond.  Senator  Martin  ? 

Senator  Martin.  No,  I  have  nothing,  except  this.  You  think  that 
the  present  law  is  better  balanced  than  this  suggestion  and  proposal? 

Mr.  Heffelfinger.  That  is  our  point. 

Senator  Thurmond.  Senator  Cotton,  do  you  have  any  more  ques¬ 
tions  ? 

Senator  Cotton.  Just  a  few,  Senator. 

I  wonder  this,  Mr.  Secretary.  You  have  heard  the  discussion  that 
we  have  had  previously  with  Mr.  Finan  and  Mr.  Brasfield  about  rec¬ 
ommendation  No.  7. 

Mr.  Heffelfinger.  Yes,  sir. 

Senator  Cotton.  Would  you  care  to  comment  on  that  ? 

Mr.  Heffelfinger.  The  Treasury  is  in  general  agreement  with  the 
objectives  of  that  recommendation.'  We  subscribe  to  the  views  of  the 
Budget  and  the  General  Accounting  Office.  It  is  a  change  that  you 
|  cannot  make  overnight.  The  magnitude  of  the  Government  is  too  big 
to  make  an  overnight  change.  We  feel  it  is  a  long-term  program,  one 
that  has  been  going  on  now  for  some  few  years  under  the  joint  ac¬ 
counting  program,  and  we  have  made  accomplishments  in  that 
direction. 

In  the  final  analysis,  it  is  a  matter  for  Congress  to  determine 
whether  they  want  to  budget  and  control  appropriations  on  that 
basis;  and  with  legislation  along  those  lines  indicating  the  desire  of 
Congress  to  proceed  in  this  direction,  which  we  feel  is  better  control 
in  the  long  run  than  we  now  are  getting  through,  the  obligating  pro¬ 
cedures,  it  might  be  a  long-range  advantage  to  the  Congress  and 
the  Executive,  knowing  just  what  programs  are  costing. 

Senator  Cotton.  You  think  that  the  time  has  arrived  for  a  declara¬ 
tion  of  policy  by  the  Congress  on  this  point  now  ?  Or  do  you  think - 

Mi-.  Heffelfinger.  I  think  that  would  be  desirable,  because  there 
has  been  a  great  deal  of  progress  made  in  this  direction  in  a  number 
of  agencies. 

Now,  if  Congress  is  not  going  to  accept  this  philosophy  of  budget¬ 
ing,  probably  it  should  indicate  it  at  this  point.  Nevertheless,  for 
j  management  purposes,  it  is  still  a  good  system  to  predicate  your  ac- 
(I  counts  on. 

Senator  Cotton.  And  it  would  be  the  recommendation  of  the  Treas¬ 
ury  Department  to  the  Congress  that  this  recommendation  would  be 
clearly  beneficial  ? 

Mr.  Heffelfinger.  We  think  so. 

Senator  Cotton.  Thank  you. 

Senator  Thurmond.  Mr.  Scull  ? 

Mr.  Scull.  Sir,  would  you  collaborate  with  the  GAO  and  the  Bu¬ 
reau  of  the  Budget  in  the  drafting  of  such  an  amendment  for  the  sub¬ 
committee  ? 

Mr.  Heffelfinger.  We  would  be  happy  to. 

(This  amendment  is  incorporated  in  S.  3897,  introduced  May  21,  1956,  by  Sena¬ 
tors  Kennedy,  Payne,  et  al,  which  supersedes  S.  3199.) 

Mr.  Siiriver.  Mr.  Chairman. 

Senator  Thurmond.  Go  ahead,  Mr.  Shriver. 

li 
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Mr.  Shriver.  Thank  you,  Mr.  Chairman. 

Mr.  Heffelfinger,  in  connection  with  this  joint  accounting  improve¬ 
ment  program  which  was  referred  to  a  while  ago,  you  knew  that  the 
staff  and  the  Senate  Government  Operations  Committee  really  got 
that  program  off  the  ground  several  years  ago.  Now,  do  you  think 
this  legislation  would  stimulate  the  activities  of  that  group  or  prod 
the  agencies  into  installing  accounting  and  budgeting  on  an  accrual 
basis  and  revising  the  appropriation  structure?  Do  you  think  this 

bill  is  what  is  needed  to  get  this  new  system  started?  . 

Mr.  Heffelfinger.  We  do  not  need  anything  to  stimulate  this  joint 
group.  They  are  working  day  and  night  in  this  direction,  and  I  think 
they  have  niade  great  strides.  There  are  still  areas  where  it  is  hard 
to  make  further  progress,  and  I  think  some  indication  from  Con¬ 
gress  that  this  is  the  direction  that  you  approve  of  would  be  helpful 
to  the  joint  program. 

Mr.  Stirtver.  Do  you  believe  it  would  be  more  effective  to  pass  a 
general  bill  to  overhaul  the  budget  and  accounting  system  than  just 
put  something  in  a  report  of  this  subcommittee  ? 

Mr.  Heffelfinger.  That  is  a  determination  of  the  subcommittee, 
as  to  whether  it  should  be  put  in  legislation.  It  would  be  unfortunate 
to  put  it  in  legislation  with  rigidity.  If  it  could  be  put  in  in  some 
general  expression  of  policy  by  the  Congress  rather  than  with  rigid 
requirements,  I  think  that  would  be  helpful. 

Mr.  Shriver.  Do  you  believe  the  language  in  this  bill  with  respect  to 
the  maintenace  of  accounts  on  accrual  basis,  this  broad  general  lan¬ 
guage,  is  better  than  to  try  to  spell  it  out  in  detail  in  a  bill? 

Mr.  Heffelfinger.  I  think  it  would  be,  yes.  . 

Mr.  Shriver.  Is  it  your  belief  that  the  same  thing  holds  true  for  pre¬ 
paring  a  budget  on  a  cost  basis? 

Mr.  Heffelfinger.  I  think  so. 

As  Mr.  Finan  pointed  out,  it  will  take  a  long  period  of  education 
to  get  people  accustomed  to  these,  new  forms  of  procedures. 

Senator  Cotton.  Are  you  going  into  another  subject  matter  now  ? 

Mr.  Shriver.  No;  I  was  going  to  pursue  the  same  subject  a  little 

further.  ,  , .  ,.  „ 

Senator  Cotton.  Could  I  interpolate  one  suggestion,  or  a  question  f 

Mr.  Shriver.  Surely,  go  right  ahead,  Senator  Cotton. 

Senator  Thurmond.  Go  ahead.  . 

Senator  Cotton.  In  reply  to  the  question  about  whether  this  incor¬ 
poration  of  recommendation  No.  7  should  be  incorporated  in  the  act 
or  simply  be  a  recommendation  to  be  incorporated  in  the  report  of  the 
committee,  it  is  my  understanding  from  previous  testimony  -and  I 
am  wondering  if  you  will  agree — that  it  is  highly  important  if  this 
recommendation  is  eventually  to  work  that  it  be  satisfactory  to,  and 
have  the  cooperation  of,  the  Appropriations  Committees  of  the  Senate 
and  House  and  the  subcommittees;  otherwise,  you  would  meet  with 
innumerable  obstacles ;  is  that  not  correct  ? 

Mr.  Heffelfinger.  That  is  true,  because  they  are  the  prime  users 
of  the  data  that  is  included  in  the  budget  which  is  submitted  to  the 

Congress.  ...  .  .  . 

Senator  Cotton.  So  if  this  subcommittee  simply,  incorporated  m  a 
report  “it  is  the  policy  of  this  subcommittee  that  it  be  followed,”  it 
would  hardly  give  the  assurance  to  the  Bureau  of  the  Budget  and  the 
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General  Accounting  Office,  and  the  Treasury  and  all  the  fiscal  agencies 
involved,  of  congressional  intent  that  we  would  have  if  an  act  passed 
presumably  upon  which  all  the  members  of  the  Appropriations  Com¬ 
mittee  would  have  a  full  opportunity  to  collaborate? 

Mr.  Heffelfinger.  That  is  true. 

Mr.  Shriver.  That  is  right,  Senator  Cotton. 

Thank  you,  Mr.  Chairman. 

Senator  Thurmond.  Thank  you  very  much,  Mr.  Heffelfinger. 

The  subcommittee  will  now  recess  until  10  o’clock  tomorrow  morn¬ 
ing  when  it  will  resume  hearings  in  room  357,  Senate  Office  Building. 

Mr.  Heffelfinger.  Thank  you,  sir. 

(Letter,  March  21,  195(1,  from  Hon.  W.  Randolph  Burgess,  Acting 
Secretary  of  the  Treasury,  to  Hon.  John  F.  Kennedy,  and  statement 
summarized  by  Mr.  Heffelfinger,  follows:) 


Treasury  Department, 
Washington,  March  21,  1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

United  States  Senate,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  This  is  in  reply  to  your  letter  of  February  21 
requesting  the  Department’s  views  on  S.  3199,  a  bill  to  improve  governmental 
budgeting  and  accounting  methods  and  procedures  and  for  other  purposes. 

The  bill  would  put  into  effect  most  of  the  recommendations  on  budgeting  and 
accounting  made  by  the  Commission  on  Organization  of  the  Executive  Branch  of 
the  Government  in  its  report  to  the  Congress  dated  June  1955.  In  replying 
recently  to  a  request  of  the  House  Committee  on  Government  Operations  for 
comments  on  the  Commission’s  report,  the  committee  was  told  that  the  Treasury 
is  not  in  complete  agreement  with  the  recommendation  for  organizing  the 
accounting  function  but  that  it  is  in  favor  of  the  specific  suggestions  for  simpli¬ 
fying  and  improving  accounting  procedures. 

The  Treasury’s  views  on  the  provisions  of  S.  3199  are  furnished  in  the  attached 
memorandum. 


It  has  not  been  possible  to  obtain  the  customary  Bureau  of  the  Budget  clear¬ 
ance  prior  to  the  submission  of  this  report. 

Very  truly  yours, 


W.  Randolph  Burgess, 
Acting  Secretary  of  the  Treasury. 


Views  of  the  Treasury  Department  on  S.  3199,  a  Bill  To  Improve  Govern¬ 
mental  Budgeting  and  Accounting  Methods  and  Procedures  and  for  Other 
Purposes 


Sections  1  (a)  and  2  (c)  of  the  bill  would  carry  out  recommendations  Nos. 
10,  11,  12,  and  22  of  the  Commission  for  the  establishment  of  an  office  of  account¬ 
ing  in  the  Bureau  of  the  Budget,  the  establishment  of  the  position  of  comptroller 
in  the  principal  agencies  of  the  Government,  and  the  preparation  by  the  Bureau 
of  the  Budget  of  certain  overall  financial  reports. 

From  the  standpoint  of  sound  organization  and  desirable  checks  and  balances, 
the  executive  branch  should  have  full  control  over  the  type  of  accounting  sys¬ 
tems  it  deems  necessary  for  management  purposes.  Moreover,  the  audit  func¬ 
tion  of  the  Comptroller  General  of  the  United  States  is  weakened  by  the  fact 
that  he  must,  by  law,  prescribe  accounting  systems  which  he  is  required  to 
audit.  Hence,  the  Treasury  feels  that  the  present  authority  of  the  Comptroller 
General  over  accounting  should  be  transfered  by  law  to  the  executive  branch. 

The  Treasury  does  not  believe  it  is  necessary  or  desirable  to  require  the  estab¬ 
lishment  of  the  position  of  comptroller  in  all  agencies  regardless  of  the  need  or 
circumstances  which  might  prevail  in  a  particular  agency.  Such  action  would  be 
a  retrogressive  step  from  the  progress  already  made  in  the  direction  of  making 
the  heads  of  agencies  responsible  for  proper  internal  organization  and  alinement 
of  functions.  For  example,  Reorganization  Plan  No.  26  of  1950  places  such 
rseponsibility  on  the  Secretary  of  the  Treasury.  Therefore,  if  the  position  of 
comptroller  should  be  considered  necessary  or  desirable,  legislation  would  not  be 
necessary  to  establish  the  position  and  functions. 
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On  the  matter  of  financial  reporting,  it  is  not  clear  just  what  is  meant  by 
“comprehensive  reports,  other  than  purely  fiscal  reports”  which  the  bill  would 
recjuire  the  Director  of  the  Bureau  of  the  Budget  to  prepare.  By  virtue  of  the 
nature  of  the  Treasury’s  operations  as  the  financial  department  of  the  Govern¬ 
ment,  it  is  the  source  of  a  great  deal  of  fiscal  data  and  the  focal  point  of  much 
of  the  Government’s  accounting.  Therefore,  it  is  not  only  logical  but  practical 
for  the  Treasury  to  be  the  operating  center  of  accounting  and  financial  reporting 
as  provided  for  in  the  Budget  and  Accounting  Procedures  Act  of  1950.  In  this 
connection,  the  Treasury  now  prepares  various  central  reports  pertaining  to 
receipts  and  expenditures,  the  status  of  appropriations,  the  public  debt,  foreign 
currencies,  assets  and  liabilities  of  executive  agencies,  long-range  commitments 
and  contingencies,  and  other  reports  having  to  do  with  the  Government’s  finances 
from  an  overall  standpoint.  There  appears  to  be  no  real  necessity  or  advantage 
to  make  the  Bureau  of  the  Budget,  which  is  essentially  a  staff  agency  of  the 
President,  an  operating  agency  instead  of  the  Treasury  in  this  respect. 

It  appears  that  the  duties  imposed  on  the  Assistant  Director  for  Accounting 
(in  the  Bureau  of  the  Budget)  by  section  2  (c)  would  overlap  the  present 
statutory  duties  and  authority  of  the  Comptroller  General  as  specified  in  the 
Budget  and  Accounting  Act,  1921,  Federal  Property  and  Administrative  Services 
Act,  1949,  Post  Office  Financial  Control  Act  of  1950,  and  Budget  and  Accounting 
Procedures  Act  of  1950.  Also,  as  the  bill  is  written,  section  1  (a)  would  over¬ 
lap  the  statutory  duties  of  the  Secretary  of  the  Treasury  regarding  financial 
reporting  as  specified  in  the  Budget  and  Accounting  Procedures  Act  of  1950  and 
other  laws.  It  seems  inevitable  that  enactment  of  the  bill,  without  clearing 
up  the  question  of  a  realinement  of  authority  and  responsibilities,  would  lead 
to  uncertainties  and  disputes  due  to  jurisdictional  conflicts — particularly  where 
the  General  Accounting  Office  as  an  agent  of  Congress  is  concerned.  The  Treas¬ 
ury  believes  that  the  various  executive  departments  and  agencies  should  not  be 
placed  in  the  position  of  not  knowing  precisely  to  what  central  authority  they 
must  look  in  the  matter  of  accounting  and  reporting  requirements. 

In  addition  to  these  fundamental  reservations,  the  Treasury  is  opposed  to 
those  provisions  of  section  2  (c)  which  would  require  the  Assistant  Director 
for  Accounting  to:  (a)  set  schedules  for  performance  of  functions  in  the  ad¬ 
ministrative  agencies  without  confining  the  functions  involved  to  accounting 
and  reporting;  and  (b)  to  assist  actively  in  the  selection,  training  and  retention 
of  capable  personnel  in  the  administrative  agencies,  which  is  viewed  as  an  in¬ 
fringement  on  the  responsibilities  of  such  agencies. 

The  Treasury  is  in  general  agreement  with  the  objectives  of  sections  1  (b), 
2  (b),  and  3  of  the  bill,  which  are  to  increase  congressional  and  executive  con¬ 
trol  over  expenditures.  These  sections  would  carry  out  eight  recommendations 
which  in  essence  are  : 

Recommendation  No.  2 

Agencies  should  make  annual  operating  reports  to  the  Bureau  of  the  Budget 
which  in  turn  should  report  to  the  President  on  performance  for  the  executive 
branch  as  a  whole. 

Recommendation  No.  3 

Cost  based  operating  budgets,  supplemented  by  performance  reports,  should 
be  used  internally  by  agencies. 

Recommendation  No.  4 

A  performance-type  executive  budget  should  continue  to  be  used  and  should 
be  adequately  supported  by  program  costs  and  accomplishment. 

Recommendation  No.  5 

Agencies  should  synchronize  their  organization  structures,  budget  classifica¬ 
tions  and  accounting  systems. 

Recommendation  No.  6 

Agency  budgets  should  be  formulated  and  administered  on  a  cost  basis. 
Recommendation  No.  IS 

The  allotment  system  should  be  greatly  simplified. 

Recommendation  No.  lJf 

Accounting,  budgeting,  and  financial  reporting  should  be  on  an  accrual  basis. 
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Recommendation  No.  16 

Agencies  should  install  monetary  property  accounting. 

Section  1  (c)  of  the  bill  would  carry  out  recommendation  No.  1  (b)  of  the 
Commission  that  qualified  employees  of  the  Bureau  of  the  Budget  be  placed  in 
important  agencies  as  working  contacts.  The  Bureau  of  the  Budget  already 
has  close  working  relationships  on  budgetary  matters  with  the  executive  agen¬ 
cies  and  the  Treasury  doubts  that  the  advantages  of  implementing  this  recom¬ 
mendation  would  warrant  the  added  expense. 

Section  4  of  the  bill  would  carry  out  recommendation  No.  17  of  the  Commission 
that  the  accounting  for  the  payment  of  old  claims,  under  each  appropriation 
title,  be  simplified.  Two  bills,  S.  3362  and  H.  It.  9593,  have  been  introduced  in 
the  Congress  to  implement  not  only  this  recommendation  but  also  recommenda¬ 
tion  No.  18  of  the  Commission  to  simplify  the  payment  of  certified  claims.  The 
Treasury  collaborated  with  the  Bureau  of  the  Budget  and  the  General  Account¬ 
ing  Office  in  the  drafting  of  such  legislation. 

Section  5  (a)  (1)  of  the  bill  would  give  effect  to  recommendation  No.  20  of 
the  Commission  that  the  Bureau  of  the  Budget  and  the  General  Accounting 
Office  make  a  study  with  the  view  to  eliminating  duplication  of  accounting  in 
the  Treasury  and  between  the  Treasury  and  other  agencies.  The  Treasury  is, 
of  course,  in  favor  of  the  elimination  of  duplication.  The  joint  accounting  pro¬ 
gram  is  dedicated  to  the  elimination  of  duplication  in  accounting,  and  related 
paperwork  and  procedures,  wherever  it  may  exist  in  or  between  agencies  of  the 
Government,  including  the  Treasury  Department.  Major  accomplishments  un¬ 
der  this  policy  are  described  in  the  annual  reports  of  progress  of  the  joint  pro¬ 
gram.  Hence,  the  Treasury  does  not  believe  that  additional  studies,  as  recom¬ 
mended  by  the  Commission,  are  necessary. 

Section  5  (a)  (2)  of  the  bill  would  carry  out  recommendation  No.  25  of  the 
Commission  that  the  Bureau  of  the  Budget  and  the  General  Accounting  Office 
make  a  study  to  determine  the  adequacy  of  internal  auditing  in  agencies.  The 
Treasury  would  have  no  objection  to  such  a  study. 

(Whereupon,  at  11 :  25  a.  m.,  the  subcommittee  recessed  to  reconvene 
at  10  a.  m.,  Tuesday,  March  27,  1956.) 
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TUESDAY,  MARCH  27,  1956 

United  States  Senate, 

Subcommittee  on  Reorganization, 
of  the  Committee  on  Government  Operations, 

•  Washington ,  D.  C. 

The  subcommitte  met,  pursuant  to  adjournment,  at  10: 10  a.  m.,  in 
room  357,  Senate  Office  Building,  Washington,  D.  C.,  Senator  Stuart 
Symington,  presiding. 

Present:  Senators  John  F.  Kennedy,  chairman,  subcommittee, 
Democrat,  Massachusetts;  Stuart  Symington,  Democrat,  Missouri; 
Norris  Cotton,  Republican,  New  Hampshire;  Thomas  E.  Martin,  Re¬ 
publican,  Iowa. 

Also  present:  Miles  Scull,  Jr.,  professional  staff  member;  Glenn  K. 
Shriver,  professional  staff  member;  Mrs.  Kathryn  M.  Keeney,  cleri¬ 
cal  assistant. 

Senator  Symington.  The  subcommittee  will  come  to  order. 

At  the  request  of  the  chairman  during  his  absence  I  will  chair  the 
meeting.  We  will  resume  hearings  on  S.  3199,  to  implement  the 
Hoover  Commission  Recommendations  on  Budgeting  and  Accounting. 

The  first  witness  today  will  be  the  Honorable  W.  J.  McNeil,  As¬ 
sistant  Secretary,  Department  of  Defense. 

I  welcome  you,  Mr.  Secretary.  You  and  I  have  been  through  quite 
a  few  wars  together.  I  understand  you  are  accompanied  by  Mr. 
Howard  Bordner  and  Mr.  Maurice  Lanman,  of  the  Department  of 
Defense. 

Mr.  McNeil.  We  had  two  appearances  this  morning  on  almost  the 
same  legislation.  Mr.  Lanman  is  appearing  before  the  Dawson  com¬ 
mittee  and  will  come  over  here  later. 

STATEMENT  OF  HON.  W.  J.  McNEIL,  ASSISTANT  SECRETARY, 

DEPARTMENT  OF  DEFENSE  (COMPTROLLER) ;  ACCOMPANIED  BY 

HOWARD  W.  BORDNER,  DEPUTY  COMPTROLLER  FOR  ACCOUNTING 

POLICY 

Senator  Symington.  Do  you  have  a  prepared  statement  ? 

Mr.  McNeil.  I  have  a  prepared  statement  dealing  with  provisions 
that  affect  the  Department  of  Defense,  section  by  section. 

Senator  Symington.  Do  you  have  a  copy  of  it  ? 

Mr.  McNeil.  Yes,  sir.  I  think  we  have  an  extra  copy. 

Senator  Symington.  Would  you  like  to  read  this  statement  or 
would  you  like  to  file  it  for  the  record  ? 

Mr.  Bordner.  It  has  already  been  filed. 
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Senator  Symington.  It  has  been  filed  ? 

Mr.  McNeil.  Well,  I  think  it  has  been  filed,  but  not  entered  for  the 
record.  I  think  it  was  filed  with  the  staff. 

I  think  it  might  be  helpful,  Mr.  Chairman,  if  we  went  through  it 

section  by  section. 

(See  p.  211  for  statement  referred  to  by  Mr.  McNeil.) 

Senator  Symington.  What  did  you  say  ? 

Mr.  McNeil.  I  think  it  would  be  helpful  if  we  went  through  it  sec¬ 


tion  by  section. 

Senator  Symington.  All  right.  Proceed. 

Mr.  McNeil.  As  you  mentioned  a  moment  ago,  this  bill  covers  many 
recommendations  in  the  Hoover  Commission  Report  on  Budget  and 
Accounting.  It  covers  important  methods  anc  prooeduies  in  the 
field  of  governmental  budgeting  and  accounting.  Most  of  the  proposed 
i revisions  are  administrative  matters  which  could  be  handled  without 
egislation,  although,  I  think  we  all  agree,  when  enunciated  in  the 
aw,  may  have  an  important  effect  on  expediting  desirable  improve- 


atniio.  .  .  . 

In  the  comments  I  wish  to  make,  I  shall  deal  with  those  provisions 
which  touch  on  the  Department  of  Defense,  and  not  deal  with  those 
provisions  primarily  affecting  the  Bureau  of  the  Budget  and  the 
Comptroller  General. 

The  comments  that  we  submitted  to  the  staff  last  week  (see  p.  211), 
have  not  been  approved  by  the  Bureau  of  the  Budget.  They  do,  how¬ 
ever,  form  our  recommendatitons  and  our  thoughts  on  the  Hoover 
Commission  reports  which  were  filed  with  the  Bureau  of  the  Budget 
at  their  request  last  fall.  We  had  not,  up  to  the  last  week,  received 
any  comments  from  them,  so  we  filed  our  statement  exactly  as  we  had 
filed  it  with  them. 

I  understand  that  since,  they  have  felt  that  certain  of  our  thoughts 
require  perhaps  more  study  before  they  cared  to  completely  coordinate 
the  views  of  the  Bureau  of  the  Budget  and  the  Department  of  Defense. 

Senator  Symington.  Let  me  get  that,  straight. 

Are  there  some  things  in  your  position  that  the  Bureau  says  it  did 
not  approve,  or  have  they  modified  your  position  ? 

Mr.  McNeil.  I  do  not  know  that  they  disagree  or  that  they  disap¬ 
prove.  They  just  said  that  they  had  not  had  time  to  evaluate  certain 
of  the  thoughts  that  we  wished  to  express. 

Senator  Symington.  I  see. 

Mr.  McNeil.  It  is  not  a  flat  disagreement. 

Senator  Symington.  There  is  no  disagreement  that  you  know  of  ? 

Mr.  McNeil.  No;  not  a  flat  disagreement.  There  may  be  a  differ¬ 
ence  of  interpretation  or  a  different  wording  or  something  of  that 
kind. 

Senator  Symington.  I  see. 

Mr.  McNeil.  First,  1  will  take  up  section  1  (b)  of  the  bill  (S.  3199),* 
which  would  amend  section  216  of  the  Budget  and  Accounting  Act  to 
require  the  use  of  cost-based  budgets  in  each  department  and  establish¬ 
ment  and  their  subordinate  units  for  purposes  of  administration  and 
operation,  including  fund  control.  It  would  also  require  the  use  of 
cost-based  budgets  in  all  requests  for  regular,  supplemental,  or  de¬ 
ficiency  appropriations  which  are  submitted  to  the  Bureau  of  the 
Budget. 


*  (See  S.  3199,  p.  3.) 
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Senator  Symington.  Now,  when  you  say  “cost-based  budgets,”  Mr. 
Secretary,  what  do  you  mean  by  that  ? 

Mr.  McNeil.  In  the  following  3  or  4  paragraphs,  I  will  attempt  to 
explain  our  view. 

Senator  Symington.  You  will  define  what  you  mean  by  a  cost-based 
budget  ? 

Mr.  McNeil.  Yes,  sir;  because  there  has  been  a  considerable  mis¬ 
understanding,  I  think,  as  to  what  cost-based  budgets  mean  and  how 
they  would  apply  to  our  operations. 

Senator  Symington.  My  question  was  just  due  to  ignorance  of  how 
you  are  using  the  term. 

Mr.  McNeil.  I  will  attempt  to  bring  it  out,  sir. 

Senator  Symington.  Fine. 

Mr.  McNeil.  We  believe  the  use  of  cost-based  budgets  on  the  basis 
outlined  hereinafter  is  desirable.  Loose  application  of  this  concept  as 
advocated  by  many  without  knowledge  of  Government  requirements 
and  without  Government  management  experience,  could,  we  believe, 
lead  to  many  difficulties. 

Senator  Symington.  Now,  when  you  say  that,  just  as  long  as  I  am 
following  you,  the  cost-based  budget  idea  is  in  the  bill.  As  I  get  it, 
what  you  are  saying  there  is  that  if  it  is  used  properly,  it  might  be 
all  right,  but  if  it  is  used  improperly  it  might  be  very  dangerous;  is 
that  right? 

Mr.  McNeil.  That  is  correct,  sir. 

Senator  Symington.  All  right. 

Mr.  McNeil.  Either  cumbersome  or  dangerous,  or  just  would  not 
help  to  get  our  job  done. 

It  should  be  clearly  understood  that  the  use  of  cost-based  budgets 
should  not  result  in  eliminating  the  requirement  for  budgeting  for 
expenditures  and  for  obligational  authority  to  be  provided  to  an 
agency,  by  appropriation  or  otherwise,  in  order  to  incur  obligations 
in  advance  of  incurring  costs.  The  Department  of  Defense  acquires 
a  great  deal  of  materiel  and  undertakes  construction  under  long-term 
contracts  far  in  advance  of  expenditures  or  delivery  of  materiel. 
While  it  might  not  be  necessary  to  point  this  out,  there  are  some  who 
in  urging  the  use  of  cost-based  budgets,  have  not  fully  recognized  the 
requirement  for  operating  within  appropriation  limitations  based 
upon  necessary  financial  authority  for  obligations  to  be  incurred  in 
advance  of  costs.  Some  have  also  seemed  to  indicate  that  there  is  a 
basic  conflict  between  budgets  based  on  cost  and  those  based  on  re¬ 
quirements  for  obligational  authority.  Actually  there  should  be  no 
conflict,  Obligational  authority  should  be  requested  and  provided 
in  terms  of  cost,  even  though  the  cost  impact  will  be  in  future  fiscal 
periods.  Likewise,  fund  control  within  an  agency  must  be  based 
upon  granting  obligational  authority  to  subordinate  units,  that  is, 
to  field  commands,  and  so  forth,  so  that  they  can  have  authority  to 
operate. 

While  we  note  no  feature  in  the  bill  which  would  change  the  present 
concepts  of  providing  obligational  authority  to  departments  and 
agencies  through  appropriations,  nor  which  would  revise  existing 
laws  with  respect  to  the  administrative  control  of  obligations  within 
appropriation  authority  provided  by  Congress,  we  believe  the  bill 
might  have  been  worded  to  indicate  more  clearly  that  no  such  changes 
are  intended.  Moreover,  we  believe  it  would  be  helpful  if  this  pro- 
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posed  revision  of  section  216  were  to  contain  an  additional  definition 
of  what  is  meant  by  the  cost  basis  of  budgets. 

For  example,  in  the  case  of  some  programs,  cost  means  “acquisition 
costs,”  as  in  the  case  of  construction  of  public  works,  and  procurement 
and  production  of  materiel.  In  the  case  of  operating  and  adminis¬ 
trative-type  programs  it  means  to  us,  at  least,  cost  of  goods  and  services 
consumed.  However,  it  should  generally  be  understood  that  cost  of 
depreciation  of  facilities  procured  under  appropriations  would  not  be 
included  as  an  operating  cost  by  activities  utilizing  such  facilities, 
except  as  otherwise  authorized  by  law,  as  in  the  case  of  revolving  funds 
where  the  acquisition  of  capital  assets  is  financed  by  such  funds  and 
depreciation  is  permitted  to  be  charged  as  a  cost  of  the  goods  or  serv¬ 
ices  sold  by  the  activities  operated  under  such  funds. 

Senator  Symington.  Now,  let  me  interrupt  you  there,  if  I  may, 
Mr.  Chairman. 

I  have  been  interrupting  as  he  goes  along. 

Senator  Kennedy  (presiding).  Yes. 

Senator  Symington.  You  say  in  the  case  of  some  programs,  “cost” 
means  acquisition  cost,  as  in  the  construction  of  public  works. 

Now,  you  would  have  to  commit  beyond  a  year  in  the  way  of  obliga¬ 
tions  before  a  contractor  would  build  a  building;  is  that  not  correct? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  I  am  beginning  to  see  now  what  you  mean  by 
the  term  “cost-based  budget.”  A  cost-based  budget  in  the  case  of  a 
building  like  the  Pentagon  Building,  which  took  years  to  build,  would 
be  purely  theoretical,  would  it  not,  because  your  contractor  would  not 
start  unless  the  money  had  been  appropriated  ? 

Mr.  McNeil.  That  is  correct. 

Senator  Symington.  Is  that  an  analysis  of  it? 

Mr.  McNeil.  In  other  words,  we  must  have  authority  from  the  Con¬ 
gress,  definitely  committed,  before  a  contractor  would  start  to  build  a 
building,  a  ship,  an  aircraft,  or  anything  else. 

Senator  Symington.  And  that  being  true,  would  this  bill,  in  your 
opinion,  result  in  the  contractor’s  either  being  hesitant,  reticent,  or 
refusing  to  take  the  work  ? 

Mr.  McNeil.  We  think  it  is  fuzzy,  and  could  definitely  give  that 
impression - 

Senator  Symington.  I  see. 

Mr.  McNeil  (continuing).  Although  in  theory,  the  cost-based 
budget  is  all  right  if  we  clearly  understand  what  is  intended,  what  we 
are  really  trying  to  accomplish  by  it. 

Senator  Symington.  I  see. 

Mr.  McNeil.  But  we  have  to  have  a  clear  understanding.  In  the 
type  of  materiel  you  just  mentioned,  ships,  aircraft,  and  construction, 
we  cannot  do  away  with  the  obligation  side,  that  is,  the  authority 
granted  us  for  long-term  commitments  to  get  those  things  done.  We 
do  have  to  measure  costs;  yes.  The  obligational  authority  is  granted 
us  on  the  bases  of  anticipated  costs  of  acquisition,  Iioav  much  a  100 
aircraft  will  cost,  this  ship,  or  this  base,  or  these  facilities. 

But  in  the  case  of  administrative-type  functions — housekeeping, 
maintenance,  and  operation  of  bases,  the  maintenance  and  operation  of 
equipment — we  consider  the  application  of  costs  to  be  the  cost  of  con¬ 
sumption  of  the  gasoline,  spare  parts,  and  labor  necessary  to  keep  the 
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thing  moving  for  that  particular  year.  But  that  is  a  cost  of  consump¬ 
tion  and  should  not  be  dealt  with  in  the  same  way  as  a  cost  of  acqui¬ 
sition. 

Senator  Symington.  While  we  are  in  this  point  right  now,  it  came 
up  before,  Mr.  Bordner — there  was  a  time,  I  believe,  when  the  pur¬ 
chase  of  long-term  procurement  items  of  one  service  was  different 
from  the  other  two.  Is  that  now  all  equalized? 

Mr.  McNeil.  Essentially.  We  have  most  of  the  heavy  procure¬ 
ment  in  Air  Force,  Army,  and  Navy  essentially  on  the  same  basis. 
Navy,  who  did  have  certain  advantages  in  continuing  types  of  appro¬ 
priations,  now  is  a  little  bit  behind  the  other  two  in  making  certain 
advances  in  this  area. 

Senator  Symington.  I  am  only  asking  for  information.  I  would 
not  object  to  the  other  way.  As  I  understood  it  in  the  past,  once  a 
keel  was  laid  you  did  not  have  to  come  back  for  a  further  appropria¬ 
tion. 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  If  there  was  any  increase  in  cost,  you  simply 
billed  the  Treasury  for  that  increase? 

Mr.  McNeil.  As  to  major  items  of  equipment,  whether  it  be  tanks, 
lire  control,  radar,  aircraft,  or  ships,  the  practice  has  been,  since  about 
1952  or  1953,  to  finance,  at  the  time  the  Congress  acts,  the  completion 
of  the  article  or  number  of  articles  in  all  three  services.  It  has  helped 
us  very  much  in  doing  a  better  job. 

Senator  Symington.  So  what  you  have  done  since  I  left  the  Penta¬ 
gon,  is  to  have  equalized  all  the  way  through  all  of  the  services;  is  that 
correct  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  What  would  be  fair  for  one  would  be  fair  for 
all ;  right  ? 

Mr.  McNeil.  Right.  As  to  that  phase  of  financing,  it  is  equal  for 
all ;  and  that  is,  anything  that  is  bought  today  in  all  three  services 
is  financed  in  full  by  the  Congress  when  we  go  ahead,  even  though, 
perhaps,  the  contract  for  parts  of  a  vessel,  parts  of  aircraft,  or  parts 
of  the  construction  may  not  be  placed  under  contract  until  the  fol¬ 
lowing  year. 

We  still  have  the  credit  provided  in  full  by  Congress  to  complete 
the  article. 

Senator  Symington.  Now,  just  to  make  the  record  clear,  I  do  be¬ 
lieve  that  if  there  is  an  increase  in  the  cost  of  all  items,  that  that  should 
be  brought  back  for  approval  by  the  Congress;  otherwise,  in  effect, 
there  would  be  a  delegation  of  the  appropriation  powers  from  the 
Congress.  Is  that  your  opinion  ? 

Mr.  McNeil.  I  think  so. 

Senator  Symington.  I  am  not  getting  in  the  case  of  revolving  funds, 
now. 

Mr.  McNeil.  No.  I  understand. 

Senator  Symington.  Right. 

Mr.  McNeil.  I  think  that  is  correct,  sir.  To  say,  increase  fuel  ca¬ 
pacity  of  an  airplane  from  3,000  to  3,100  gallons,  for  example,  I  doubt 
if  that  is  the  kind  of  administrative  problem  that  should  be  brought 
back  to  Congress  for  clearance. 

Senator  Symington.  I  agree. 
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]\Ir.  McNeil.  But,  if  you  were  changing  the  character,  certainly,  if 
vou  were  changing  a  destroyer  from  an  ordinary  type  to  a  guided- 
missile  type  which  costs  considerably  more,  I  think  that  is  a  mattei 
that  has  to  come  back  and  be  discussed  with  our  board  of  directors. 

Senator  Symington.  Yes.  And  going  to  the  other  side  of  that, 
however,  if  you  followed  this  term  ‘‘cost-based'’  to  what  you  might 
call  a  theoretical  conclusion,  even  though  you  made  certain  specific 
reservations,  for  example,  for  ships  or  for  bombers,  you  might  find 
yourself  without  adequate  spare  parts,  might  you  not? 

Mr.  McNeil.  You  could.  But,  as  in  most  of  these  systems,  you  just 
have  to  work  at  it  to  make  them  work. 

Senator  Symington.  All  right.  Thank  you. 

Mr.  McNeil.  Therefore,  we  would  suggest  the  committee  consider 
the  following  clarifying  amendments  to  the  proposed  bill  as  suggested 
for  consideration :  . 

1.  Change  the  last  sentence  under  section  216  (a)  to  add  the  itali¬ 
cized  clause : 

Fund  allocations  within  the  departments  and  establishments  shall  be  made  on 
the  basis  of  such  cost  budgets,  considering  the  lead  time  which  must  he  allowed 
in  incurring  obligations  in  advance  of  incurring  costs. 

Senator  Kennedy.  May  I  just  ask  one  question  about  that?  It 
seems  to  me  that  in  considering  the  lead  time  which  must  be  allowed  in 
incurring  obligations  in  advance  of  incurring  costs,  that  would  well 
limit  the  effectiveness  of  the  amendment.  I  doubt  if  it  would  change 
very  much  existing  procedures,  wrould  it,  if  you  interpret  that  amend¬ 
ment  to  the  full  ? 

Mr.  McNeil.  There  are  many  existing  procedures,  Mr.  Chairman, 
that  I  think  have  to  be  kept  in  the  system.  Frequently,  as  I  mentioned 
just  before  you  came  in,  I  think  there  has  been  a  great  deal  of  loose 
talk  about  cost  budgets  and  accruals,  and  so  forth.  And,  therefore, 
we  have  to  have,  I  believe,  an  understanding  of  what  the  cost  basis  of 
budgeting  is. 

I  think  they  have  to  be  divided  in  two  rather  clean-cut  categories : 
One  category  which  is  based  on  acquisition  cost  for  materiel  which 
takes  a  long  time  to  produce ;  and  the  second  category,  such  as  the 
housekeeping  or  day-to-day  operations  of  posts,  camps,  stations,  and 
equipment,  in  which  case  costs  should  be  the  costs  of  consumption,  of 
labor  and  material. 

But  you  cannot,  I  think,  just  talk  about  costs  alone,  because  we  must 
have,  as  Senator  Symington,  I  think,  very  clearly  brought  out  a 
moment  ago,  some  mechanism  in  which  Congress  provides  the  au¬ 
thority  with  which  we  make  these  long-term  commitments  for  air¬ 
craft,  ships,  tanks,  radar,  and  so  forth.  We  must  have  that. 

Senator  Kennedy.  Someone  said  the  other  day  that  if  Congress 
gave  the  authorization,  that  that  would  be  sufficient  protection  for  a 
contractor  in  comparison  to  what  we  have  now,  because  I  made  the 
point  that  the  Defense  Department  can  cancel  a  contract  by  paying 
liquidating  costs. 

Can  you  cancel  out  a  5-year  contract  at  the  end  of  the  year,  today, 
in  the  Defense  Department  ? 

Mr.  McNeil.  Yes ;  it  can  be  done,  Senator. 

Senator  Kennedy.  You  made  the  point  that  a  contractor  would  not 
be  any  worse  off  than  he  is  today  when  those  contracts  can  be  canceled. 
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than  he  would  be  under  this  arrangement  if  he  were  given  the  authori¬ 
zation  and  money  for  the  first  year.  Then  if  the  Congress  wanted  tor 
theoretically,  it  could  cancel  it.  But  so  can  the  Defense  Department 
today,  once  it  pays  the  liquidating  costs. 

So  I  do  not  really  see  in  these  long-term  contracts  how  a  contractor 
would  be  any  worse  off,  and  C ongress  might  be  better  off  in  controlling 
the  funds. 

Do  you  see  what  I  mean  ? 

Senator  Symington.  Yes. 

Mr.  McNeil.  I  believe  I  do,  sir.  First,  of  course,  this  bill  only 
covers  costs  and  does  not  cover  the  whole  problem  of  how  you  would 
handle  your  advance  authority,  such  as  authorizing  contracting  author¬ 
ity  for  such  things,  nor  how  it  would  be  provided. 

That  problem  came  up  several  years  ago,  because  this  cost-based 
budgeting  has  been  a  subject  that  has  been  discussed  for  a  good  many 
years. 

That  leads  next  to  the  problem  of  appropriating  on  an  expenditure 
basis,  that  is,  appropriating  in  a  given  year  just  with  a  department  or 
agency  would  be  expected  to  spend,  to  write  checks  for  that  year. 

Now,  some  people  would  construe  cost-based  budgeting  as  fitting  into 
our  present  structure.  Others  would  construe  it  as  meaning  that  you 
would  appropriate  only  what  you  were  going  to  spend  this  year.  Do, 
3tou  see  what  I  mean  ? 

Senator  Kennedy.  Yes. 

Mr.  McNeil.  That  is  why  T  say  there  has  been  a  lot  of  loose  talk 
about  cost  budgets,  without  commencing  to  pin  it  down  and  define  what 
is  meant. 

Now,  if  the  Congress  chose  to  appropriate  on  an  expenditure  basis— 
that  is  just  what  we  would  be  expected  to  spend  in  a  given  year — we 
could  make  that  system  work.  It  would  take  time  to  install  it.  But 
if  we  did,  we  would  have  to  go  back  and  establish  some  kind  of  struc¬ 
ture,  very  much  as  we  have  today,  in  order  to  authorize  us  to  buy  so 
many  aircraft.,  so  many  ships,  so  many  tanks,  and  to  authorize  us  to 
keep  so  many  people  and  to  operate  so  many  posts,  camps,  and  stations 
at  about  a  given  price ;  then  in,  say,  part  2  of  the  bill  each  year  provide 
the  cash  we  would  spend  in  that,  year  alone.  But  it,  means  virtually 
a  new  structure. 

Senator  Symington.  Just  following  the  chairman’s  thought,  I  think 
the  point  is  pretty  well  taken,  is  it  not,  that  if  you  pay  a  cancellation 
charge  on  a  cancellation  today,  you  can  pay  a  profit  on  that  can¬ 
cellation  charge  under  the  law? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  So  the  manufacturer  might  like  to  see  the 
*  money  appropriated,  but  whether  the  program  is  changed  either  by 
the  executive  branch  of  the  Government  or  the  Congress,  he  is  in  as 
good  a  position  as  he  woidd  lie,  either  way.  In  other  words,  you 
might  have  a  case  where  you  did  not  want  to  build  a  particular  plane 
or  ship,  in  which  case  you  would  cancel  out,  on  either  basis.  Then 
you  might  have  the  Congress  utilize  its  rights  under  the  Constitution 
to  change  its  opinion  as  to  whether  you  did  or  did  not  need  a  certain 
device,  a  situation  which  comes  up  all  the  time  in  some  of  the  sub¬ 
committees  of  the  Congress. 

Mr.  McNeil.  Yes. 
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Senator  Symington.  Let  us  say,  for  example,  if  it  were  decided  you 
do  not  need  a  base.  Following  the  chairman’s  question,  the  contrac¬ 
tor  is  just  as  well  off  under  the  way  that  the  bill  is  now  reported  as 
he  would  be  with  this  change.  Is  that  correct? 

Mr.  McNeil.  I  do  not  believe  so,  sir,  unless  you  added  something 
to  the  bill  which  in  effect  said  that  all  such  long  lead-time  authority 
was  going  to  be  provided,  or  lead-time  authorization  was  going  to  be 
provided  in  the  form  of,  let  us  say,  contract  authority. 

First,  I  should  think  Congress  would  want  that  themselves,  be¬ 
cause — 

Senator  Symington.  Would  want  what? 

Mr.  McNeil.  I  beg  your  pardon? 

Senator  Symington.  What  would  Congress  want  ? 

Mr.  McNeil.  To  have  a  measure  of  the  commitments  or  obligations 
we  were  creating  for  the  Government.  For  example - 

Senator  Symington.  They  would  know  the  total  dollar  amount 
that  was  involved  in  the  production  of  a  bomber  or  carrier.  But  it 
seems  to  me  that  they  have  a  closer  right  of  review — I  have  never 
really  thought  about  it  this  way  until  Senator  Kennedy  asked  the 
question — they  would  have  a  closer  right  of  review  if  each  time  they 
had  a  chance  to  look  year-by-year,  in  effect,  the  same  opportunity  that 
the  Defense  Department  itself  and  the  Bureau  of  the  Budget  in  the 
executive  branch  have  year-by-year ;  is  that  not  true  ? 

Mr.  McNeil.  Yes,  sir.  But  if  I  may  go  back  just  one  step,  if  we 
consider  the  cost  basis  of  budgeting  to  be  the  appropriation  each 
year  of  just  what  the  agency  was  expected  to  spend,  that  will  work, 
providing  some  other  things  are  done.  If  we  consider  the  cost  basis 
of  budgeting  for  materiel,  that  of  financing  or  authorizing  the  full 
acquisition  costs  at  one  time,  that  means  what  we  are  doing  today. 

What  I  am  trying  to  do  is  clear  up  the  different  definitions  of  the 
cost  basis  of  budgeting. 

Now,  going  to  the  question  that  Senator  Kennedy  brought  up  a 
moment  ago,  if  Congress  chose  to  finance  activities  of  Departments— 
and  I  am  speaking  specifically  of  the  Department  of  Defense — by 
appropriating  each  year  just  what  we  were  expected  to  spend,  or 
write  checks  for,  we  would  have  some  mechanism  in  addition  each 
year  which  authorized  us  to  buy  so  many  aircraft  for  so  much  money, 
so  many  ships,  so  many  tanks,  and  so  much  materiel  to  be  delivered 
in  the  future,  also,  authorize  us  to  employ  so  many  people  to  oper¬ 
ate  so  many  posts,  camps,  and  stations  up  to  a  limit  of,  let  us  say,  so 
many  dollars  for  the  ensuing  year. 

In  effect,  when  I  was  asked  by  Senator  Byrd  to  present  such  a  plan 
in  January  1953  (see  p.  92),  we  had  given  some  thought  to  it  back  in 
the  late  forties  and  early  fifties  because  we  thought  sometime  there 
might  be  an  urge  to  go  to  an  expenditure  basis  of  budgeting ;  that  is, 
to  appropriate  only  the  amounts  to  be  spent  in  a  year.  And  the  system 
we  thought  we  could  work  out  that  would  be  practicable,  but  which 
would  take  some  time  to  install,  would  be  that  each  year  Congress 
would  authorize  us  to  operate  at  a  certain  level,  and  it  would  have  to  be 
measured  in  dollars  when  you  got  it  at  posts,  camps,  and  stations, 
and  maintenance. 

It  would  authorize  us  in  terms  of  dollars  how  many  ships,  aircraft, 
and  radar  we  would  buy. 
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Now,  perhaps  none  of  that  new  authorization  would  be  spent  that 
year,  or  very  little  of  it  in  the  first  year.  You  would  have  to  author¬ 
ize  us  to  do  it  in  the  form  of - 

Senator  Symington  (presiding).  I  think  you  are  detailing  me  a 
little  bit  now  on  this. 

Mr.  McNeil.  A  bit.  But  it  is  rather  important,  I  think,  sir. 

Senator  Symington.  Incidentally,  may  I  interrupt  you  just  a  min¬ 
ute?  Senator  Cotton  and  Senator  Martin,  we  are  conducting  these 
hearings  with  my  old  friend,  Secretary  McNeil,  on  a  very  informal 
basis.  If  there  are  any  questions  that  you  would  like  to  ask  at  any 
time,  as  we  discuss  this,  I  hope  you  will  feel  free  to  do  so. 

Senator^CoTTON.  Thank  you,  Senator.  I  might  do  that. 

Senator  Symington.  Any  time. 

Mr.  McNeil.  I  do  not  want  to  get  into  too  much  detail  here — but 
in  effect,  Congress,  in  order  to  have  control  and  also  to  give  us  assur¬ 
ance  and  contractors  assurance  that  any  program  we  embarked  on, 
would  carry  with  it  through  some  mechanism,  authority  to  procure, 
let  us  say,  $12  billion  or  $14  billion  worth  of  merchandise  in  future 
years;  then  as  a  second  step  each  year,  provide  so  much  cash,  which 
would  be  the  measure  of  checks  we  would  write  in  that  year.  That 
system  could  be  made  to  work.  It  would  take  a  year  or  two  to  install 
it,  but  it  would  work.  But  it  would  involve  contract  authority  of 
some  kind. 

As  to  contract  authority,  that  subject  has  been  discussed  almost 
every  year  by  the  House  Appropriations  Committee.  At  least  since 
late  1949  or  *1950.  At  one  time  they  used  to  provide  in  their  bills  so 
much  cash  and  so  much  contract  authority.  That  is  a  messy  kind  of 
business  to  provide,  say,  just  10  percent  cash  and  the  balance  contract 
authority.  It  is  one  thing  that  got  us  into  difficulty  in  all  departments. 

So  I  think  that  any  system  you  chose  should  be  clean,  all  cash,  or  all 
contract  authority,  and  then  all  cash  to  liquidate. 

The  House  committee  felt — and  I  would  say  hours  were  spent  in 
discussing  this — that  the  contract  authority  system  was  wasteful. 
That  was  their  conclusion,  and  it  is  one  reason  they  began  in  1949  or 
1950  to  start  appropriating  all  of  the  money  to  complete  a  certain 
group  of  aircraft,  a  certain  number  of  ships,  or  a  certain  number  of 
radar  or  tanks. 

Senator  Symington.  Regardless  of  whether  or  not  they  needed  the 
money  in  the  year  in  question  ? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  How  did  they  justify  that  opinion? 

•Mr.  McNeil.  First,  they  felt  that  the  subcommittee  itself  would 
scrutinize  the  shopping  list  more  thoroughly  if  it  required  more 
appropriations,  instead  of  really  considering  as  part  of  the  then  cur¬ 
rent  budget  only  the  downpayment  in  saying,  “We  will  give  you  10 
percent  cash  down  and  the  rest  is  contract  authority,  and  we  will 
make  it  up  in  future  years.”  That  was  perhaps - 

Senator  Symington.  Say  that  again.  I  did  not  quite  follow  you. 

Mr.  McNeil.  Well,  they  felt  that  there  was  a  tendency  bo'  h  foi 
the  Department  to  ask  and  the  Congress  to  grant  amounts  under  the 
contract  authority  principle  which  they  would  not  consider  as  lightly 
if  they  provided  cash.  In  other  words,  when  they  asked  for  cash, 
they  really  got  serious  about  the  business. 
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Senator  Symington.  Is  that  an  argument  for  the  cost-based  budget  ? 

Mr.  McNeil.  No.  It  is - 

Senator  Symington.  In  other  words,  let  me  put  it  to  you  this  way; 
One  of  the  biggest  criticisms  in  recent  years  has  been  the  length  of 
lead  time.  And  as  you  know,  there  has  been  a  tremendous  emphasis 
not  only  in  the  Congress  and  the  departments,  but  in  the  press  itself 
on  the  amount  of  appropriations,  which  I  am  sure  we  both  agree  is  not 
nearly  as  important  as  expenditures  incident  to  obligations;  right? 

Mr.  McNeil.  Yes. 

Senator  Symington.  Now,  there  was  a  statement  that  the  lead 
times  were  much  too  long.  I  remember  some  of  them  ran  as  long  as 
36  months  on  planes. 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  And  I  believe  that  one  of  the  positions  taken 
by  the  Department  when  I  first  came  to  the  Senate  was  that  those 
lead  times  could  be  materially  shortened  without  affecting  the  delivery 
of  planes. 

Mr.  McNeil.  As  a  matter  of  fact,  they  have  been  shortened  con¬ 
siderably,  and  I  think  manufacturers  with  a  little  less  backlog  perhaps 
are  doing  a  little  better  job  producing. 

Senator  Symington.  Actually,  a  lead-time  plane  has  nothing  what¬ 
ever  to  do  with  shipments  and  expenditures  unless  the  lead  time  is 
cut  too  much;  right? 

Mr.  McNeil.  That  is  correct,  sir.  If  it  is  cut  too  much,  then  it  could 
delay  it. 

Senator  Symington.  Now,  however,  it  seems  to  me  that  that  justifi¬ 
cation  for  lead  time  was  based  on  the  fact  that  if  you  had  those  long 
lead  times,  you  might  get  relatively  casual  with  respect  to  your  pro¬ 
graming  and  your  production  at  the  expense  of  the  taxpayers. 

Mr.  McNeiL.  Yes. 

Senator  Symington.  And  I  am  just  thinking  that  maybe  the  same 
thing  would  be  tine  here,  that  this  bill,  this  cost-based  budget  con¬ 
cept,  would  also  give  you  a  closer  check  on  money  from  the  standpoint 
of  the  contractor  himself,  that  he  would  know  what  he  was  doing  was 
going  to  be  periodically  reviewed,  not  only  by  the  administration  and 
executive  branch,  but  also  by  the  Congress.  Do  you  see  what  I  am 
trying  to  say  ? 

Mr.  McNeil.  Yes,  I  do. 

Senator  Symington.  It  is  a  closer  control,  you  might  say;  it  is  a 
closer  control  through  management-cost  control. 

Mr.  McNeil.  Well,  first,  I  did  not  intend  to  convey  the  impression 
that  I  was  against  a  cost-based  budget.  I  wanted  to  understand  and 
I  thought  it  would  be  helpful  if  we  all  understood  what  a  cost-based 
budget  was,  and  next  I  thought  that  if  we  were  to  adopt  a  cost  basis, 
and  understood  what  it  was,  then  we  had  to  go  one  step  further  than 
this  bill  calls  for,  and  outline  the  machinery,  the  mechanism  or  the 
system  by  which  would  be  granted  the  authority  to  make  commitments 
for  the  long-term  lead-time  items,  because  before  our  Department 
could  place  orders  for  aircraft,  ships  or  any  other  equipment,  they 
will  have  to  have  the  authority  from  Congress  in  one  form  or  another, 
either  in  contract  authority  or  in  cash. 

I  would  urge  that  whichever  is  done,  whether  it  is  contract  authority 
or  cash,  that  it  be  clean,  one  system :  all  contract  or  all  cash,  and  not 
just  half  and  half. 
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Senator  Symington.  And  that  is  a  cost-based  budget  ? 

Mr.  McNeil.  Yes,  in  the  case  of  long  lead-time  materiel  it.  would 
be.  It  budgets  based  on  acquisition  cost. 

Senator  Symington.  Yes.  . 

Mr.  McNeil.  So  you  either  provide  all  the  money  to  buy  a  certain 
number  of  aircraft,  complete,  in  a  year,  or  you  provide  contract  au¬ 
thority  for  these  same  200  aircraft,  let  us  say,  but  not  have  it  part 
cash  and  part  contract.  I  would  urge  that  we  never  get  into  that 
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Senator  Symington.  On  the  other  hand,  if  you  are  going  to  estab¬ 
lish  a  price,  you  have  got,  to  have  an  obligational  authority. 

Mr.  McNeil.  That  is  right.  . 

Senator  Symington.  You  establish  a  price  based  on  a  quantity  of  '-005. 
if  you  are  going  to  make  50  a  year,  and  not  a  price  based  on  50.  Other¬ 
wise  you  would  not  get  anything  like  the  price  that  you  would  with 
a  contract  for  200.  On  the  other  hand,  if  your  budget,  per  se,  was 
on  the  basis  of  cost,  you  would  request  of  the  Congress  contractual 
authority  for  200  planes,  but  an  expenditures  budget  that  would  cover- 
only  50  planes,  because  you  would  only  want  that  amount  of  money 
in  the  year  in  question  in  order  to  pay  up  the  bills. 

Mr.  McNeil.  That  is  correct. 

Senator  Symington.  Or,  in  other  words,  pay  for  your  shipments. 

Now,  you  say  that  that  system  would  not  work? 

Mr.  McNeil.  That  system  will  work.  That,  system  will  work  if 
we  adopt  it  complete  across  the  board,  taking  the  thousands  of  items 
that  we  buy  and  applying  that  principle  to  all  of  them,  but  providing 
contract  authority  for  the  whole  200  aircraft  as  well  as  other  such 
materiel  and  then  cash  for  whatever  would  be  needed  for  expenditure 
that  year,  but  if  it  were  to  be  done  the  whole  system  should  be  put  on 

that  basis.  . 

And  that  is  the  principle,  really,  that  we  outlined  m  the  plan  that* 
I  mentioned  a  minute  ago.  We  submitted  this  to  Senator  Byrd  in 
1953  when  he  was  interested  in  what  could  be  done  if  Congress  con¬ 
sidered  appropriating  on  an  expenditure  basis.  It  would  take  a  little 
time  for  the  departments  to  gear  themselves  to  it. 

I  think  there  would  be  advantages  to  that  system  if  the  change  were 
complete.  But  speaking  only  of  a  cost  basis  of  budgeting,  as  is  the 
case  in  this  bill,  I  think  you  have  to  go  much  further  if  you  want  to. 
apply  or  install  such  a  different  principle  in  a  new  system.  That  is 

all  I  am  urging.  ,  .  , 

'  Senator  Symington.  I  am  asking  these  questions  purely  tor  infor¬ 
mation.  Assuming  that  you  went  to  a  cost-basis  budgeting,  with 
obligational  authority,  but  the  actual  appropriation  only  in  theory 
enough  to  carry  your  expenditures  from  the  standpoint  of  your  re¬ 
ceived  shipments,  I  can  see  what  would  happen  under  this  bill  if  you 
got  more  money  than  you  needed,  because  engineering  changes,  for 
example,  held  up  a  ship  or  a  plane;  you  would,  as  I  understand  it,  give 
it  back  to  the  Treasury.  But  suppose  that  due  to  reasons  incident  to 
world  conditions  or  better  production,  you  needed  more  money ;  would 
you  handle  that  in  a  supplemental? 

Mr.  McNeil.  We  would  have  to. 
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Senator  Symington.  You  would  have  to  handle  that  in  a  supple¬ 
mental.  It  would  have  to  be  to  a  certain  extent,  an  emergency  situa¬ 
tion  ;  would  it  not  ? 

Mr.  McNeil.  In  the  same  way  if  you  speeded  up  some  other  item 
that  was  under  contract,  you  would  still  have  to  do  it. 

Senator  Symington.  For  example,  if  you  needed  more  spare  parts 
as  an  addendum  to  an  original  order,  because  of  failures  of  any  type 
of  part,  then  you  would  have  to  handle  that  in  a  supplemental ;  right? 

Mr.  McNeil.  That  is  right,  sir. 

In  the  past  I  think  the  Government  has  devoted  too  much  attention 
to  the  obligation  side  of  the  picture  and  not  enough  to  the  cost.  There 
is  no  question  of  that.  But  at  the  present  time,  there  is  a  great 
tendency  on  the  part  of  some  to  think  only  of  costs  and  never  of  the 
obligation  side.  I  think  that  to  fail  to  emphasize  either  would  be 
dangerous  both  for  the  Congress  and  for  the  department. 

I  certainly  want  to  see  business  management  in  Government. 
However,  many  things  that  a  business  has  to  do  because  of  taxation 
and  what  not  are  not  applicable  to  the  Government.  Therefore,  I 
think  if  we  can  put  good  business  principle  into  Government  work, 
but  not  necessarily  try  to  make  Government  machinery  exactly  like 
business,  we  will  make  more  progress. 

Senator  Symington.  I  agree  with  you  entirely. 

Mr.  McNeil.  Frequently  we  have  tried  to  tap  all  the  available 
talent  in  business  management,  accountants  and  everything  else,  in 
order  to  help  solve  our  problem.  In  fact,  when  you  were.  Secretary, 
you  know  we  were  busy  then,  and  we  still  are,  trying  to  get  ideas  that 
will  get  us  a  better  business  management  in  Government. 

But  frequently,  people  who  have  worked  solely  on  business  account¬ 
ing  deal  with  costs,  to  the  virtual  exclusion  of  obligations,  and  in 
many  cases  they  have,  for  this  reason  I  think,  a  weakness  or  a  blind 
'spot  when  it  comes  to  the  Government  operation,  where  the  Congress 
must  know  what  our  future  obligations  are,  what  we  have  committed 
the  Government  to  do.  And  frequently  that  is  overlooked  in  applying 
the  so-called  accrual  and  cost  basis  of  budgeting.  I  think  there  is  a 
tendency  to  downgrade  the  obligation  phase  too  much. 

Senator  Symington.  I  think  you  used  the  term  not  too  long  ago  of 
the  board  of  directors  with  respect  to  Congress.  I  agree  with  that. 
My  chief  criticism  of  Government  accounting  as  against  business 
accounting  would  be  that  in  Government  everybody  is  very  careful 
to  record  where  the  money  goes  or  tries  to  be,  so  that  there  can  be 
no  question  about  any  nonsense,  and  they  try  to  record  every  penny. 
But  on  the  other  hand,  I  do  not  think  they  interpert  the  recordings  as 
one  does  in  private  business  in  order  to  get  better  management. 

Mr.  McNeil.  That  is  correct,  sir.  I  think  you  have  put  your  finger 
on  one  of  the  real  weaknesses. 

Senator  Symington.  And  that  being  true — and  I  am  not  saying  I 
am  for  or  against  this — I  want  to  emphasize  this  point,  nor  have  I 
been  briefed  in  it  except  by  a  member  of  my  own  staff  in  the  last 
hour  before  we  started — but  wouldn’t  this  cost-based  budget,  which 
I  believe  Senator  Byrd  was  quite  interested  in — you  mentioned  him  a 
couple  of  times - 

Mr.  McNeil.  But  as  I  say,  I  want  to  add  rather  quickly  there - - 
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Senator  Symington  (interposing).  Wouldn’t  that  give  you  a  little 
better — let  us  use  a  trite  but  still  good  term — wouldn’t  that  give  you 
a  better  cost  control? 

Mr.  McNeil.  It  could,  sir,  if  we  had  the  whole  system,  hut  not  just 
one  piece  of  it.  That  was  really  my  point. 

Senator  Symington.  Now,  when  you  say  that — T  will  take  that  as 
a  premise — what  would  you  need  beyond  this  bill  in  order  to  have  a 
whole  system,  as  you  put  it  ? 

Mr.  McNeil.  Adopt  the  system  whereby  the  Congress  each  year 
would  authorize  our  entire  program,  some  of  which  would  be  just  for 
the  following  year  and  some  of  which  would  extend  into  future  years; 
and  then  as  a  second  action,  or  companion  action,  provide  the  cash 
which  we  would  spend  the  following  year. 

Senator  Symington.  Right.  I  understand  that.  But  how  does  that 
differ  from  what  we  do  now  ? 

Mr.  McNeil.  Well,  it  is  different  in  the  sense  that,  while  we  present 
the  program  and  it  is  authorized  in  terms  of  appropirations  to  main¬ 
tain  a  strength  of  so  many  men,  operate  so  many  stations  and  buy  so 
much  materiel,  the  difference  is  that  the  cash  is  all  appropriated  at 

the  moment.  . 

Senator  Symington.  I  understand  that.  Now,  this  bill  would  say 
that  the  cash  was  only  appropriated  for  the  year  in  question  ? 

Mr.  McNeil.  Right. 

Senator  Symington.  Except  for  that  modification,  where  would 
there  be  any  difference  that  you  would  have  to  worry  about?  You 
•say,  “If  you  go  the  whole  way.”  All  right.  Let  us  not  discuss  whether 
you  should.  But  let  us  take  the  premise  that  you  do.  What  would  be 
the  difference  between  your  approach  to  the  Appropriation  Commit¬ 
tees  and  the  authorization  committees  of  the  Congress  now  under  this 
bill  and  the  way  we  have  done  it  in  the  past?  That  is  what  is  not 
■clear  to  me. 

Mr.  McNeil.  The  difference  in  approach  would  not  be  great.  It 
would  be  almost  the  same.  Their  method  of  treatment  would  be 
different. 

Senator  Symington.  If  there  would  be  any  difference  of  any  kind, 
what  would  that  be  ? 

Mr.  McNeil.  I  beg  your  pardon,  sir? 

Senator  Symington.  If  there  would  be  any  difference  of  any  kind, 
what  would  that  be  ? 

Mr.  McNeil.  There  would  be  a  difference  of  treatment  once  the  pres¬ 
entation  is  made;  no  difference  in  the  general  presentation,  except 
perhaps  more  emphasis  on  what  you  are  actually  going  to  spend  next 
year.  There  would  be  more  emphasis  on  that. 

Senator  Symington.  In  other  words,  you  would  be  forced  to  tell 
the  committees  more  about  your  actual  costs  than  you  do  now  as 
against  your  actual  obligational  authority  ? 

Mr.  McNeil.  No,  not  actual  cost;  actual  expenditures  in  the  next 

year. 

Senator  Symington.  Actual  estimated  expenditures  ? 

Mr.  McNeil.  Yes. 

Senator  Symington.  Well,  in  effect  that  would  be  actual  costs; 
would  it  not? 
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Mr.  McNeil.  Yes,  except  that  when  we  embark  on  something  in  the 
future,  I  think  it  is  well  for  the  Congress  and  ourselves  to  consider 
the  total  cost  over  the  long  term. 

Senator  Symington.  Oli,  yes.  But  you  would  present  the  total  cost 
in  your  request  for  obligational  authority  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  And  then  you  would  segregate  out  of  that 
your  estimate  of  what  you  would  need  to  cover  your  expenditures  for 
the  first  year  of  the  overall  program  ? 

Mr.  McNeil.  Of  course,  this  bill  does  not  call  for  what  you  have  just 
mentioned  or  what  we  are  discussing.  If  this  bill  did,  and  then  pro¬ 
vided  a  reasonable  time  to  put  it  in  motion,  I  think  it  might  be  a  real 
step  ahead. 

Senator  Symington.  I  think  we  are  making  a  lot  of  progress. 

Where  does  the  bill  not  carry  out  the  idea  that  we  have  just,  per¬ 
haps  it  would  be  fair  to  say,  agreed  on  as  better  cost  control? 

Mr.  McNeil.  It  just  talks  about  the  cost  basis  of  budgeting : 

For  purposes  of  administration  and  operation,  cost-based  budgets  shall  be 
used  by  all  departments  and  establishments  and  their  subordinate  units.  Fund 
allocations  within  the  departments  and  establishments  shall  be  made  on  the  basis 
of  such  cost  budgets. 

And,  of  course,  supplementals  are  to  be  submitted  on  a  cost  basis. 
But  that  is  not  a  plan  of  operation  such  as  we  have  been  discussing 
here  in  the  last  5  minutes.  The  plan  we  have  been  discussing - 

Senator  Symington.  Then  what  you  say.  as  I  understand  it,  is  that 
if  this  bill  was  a  cost-based  budget,  as  they  call  it,  which  is  a  budget 
based  on  expenditures,  how  does  that  alter  the  fact  that  at  the  same 
time  you  asked  for  the  money,  you  presented  your  cost  of  your  overall 
program  and  the  estimate  of  the  total  cost,  whatever  the  program 
would  be  ?  Then  you  would  be  satisfied  with  it ;  is  that  right  ? 

Mr.  McNeil.  Yes,  but,  personally,  I  think  it  could  be  made  to  work ; 
but  we  would  have  to  go  a  little  further  than  that.  That  is  generally,, 
however,  along  the  lines  that  I  think  would  be  workable.  Time 
enough  would  have  to  be  given  for  both  the  Congress  and  the  depart¬ 
ment  to  adjust  itself  to  that  type  of  operation.  That  was  in  essence 
the  outline  plan  that  we  submitted  about  3  years  ago - 

Senator  Symington.  Now,  let  us  go  back  to  the  bottom  of  your  page 
3.  Your  first  amendment  in  effect  applies  to  what  you  are  just  saying,, 
does  it  not  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  All  right.  Would  you  proceed  with  that,, 
then  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  Senator  Cotton,  have  you  any  questions  yon 
would  like  to  ask  at  this  point? 

Senator  Cotton.  Just  one,  if  I  may. 

You  had  a  representative  present  when  we  were  talking  the  other- 
day  and  talking  yesterday,  I  think,  about  the  proposed  amendments 
that  were  going  to  be  drafted  and  submitted  by  the  Bureau  of  the 
Budget  and  the  Comptroller  General’s  Office  ? 

Mr.  McNeil.  That  had  reference  to  the  other  bill  that  was  being; 
considered  here? 

Senator  Cotton.  Yes. 

Mr.  McNeil.  Yes,  sir. 
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Senator  Cotton.  Now,  that  was  along  the  same  line  of  what  you 
are  talking  about  changing  this  bill,  was  it  not,  and  making  it  more  far 
reaching? 

Mr.  McNeil.  No.  sir.  That  was  Senate  bill  3362  (see  p.  2),  I 
believe,  and  that  dealt  with  two  problems :  ( 1)  the  settlement  of  claims ; 
and  the  other  was  the  consolidation  of  accounts  once  the  period  of 
obligation  had  expired. 

I  understand  there  is  a  committee  print  here  with  a  proposed  amend¬ 
ment. 

Senator  Cotton.  I  was  only  trying  to  draw  an  analysis.  But  are 
you  suggesting  that  this  bill  could  be  strengthened  by  an  amendment 
so  that  it  would  be  affirmative  in  going  the  whole  way  in  putting  in  a 
cost  system  ? 

Mr.  McNeil.  Yes,  it  could.  I  think  it  would  take  quite  a  lot  of 
work,  sir,  but  it  could  be  done. 

Senator  Cotton.  Would  you  favor  that  ? 

Mr.  McNeil.  Yes,  I  would  favor  it  personally,  because  I  think  there 
are  advantages.  But  it  would  take,  my  estimate  would  be,  at  least  a 
couple  of  years  of  intensive  work  before  the  departments  and  the  Con¬ 
gress  could  reverse  themselves  and  put  in  the  system. 

Senator  Cotton.  In  other  words,  it  could  not  be  done  overnight? 

Mr.  McNeil.  No,  sir. 

Senator  Symington.  Now,  what  system  are  we  talking  about  there, 
Mr.  Secretary  ? 

Mr.  McNeil.  I  am  talking  about  the  system  on  which  we  were 
exchanging  views  about  5  minutes  ago,  where  Congress  would  author¬ 
ize  the  whole  program  on  the  one  hand  and  provide  separately - 

Senator  Symington.  But  they  do  that  now. 

Mr.  McNeil.  They  do. 

Senator  Symington.  They  do  it  now.  So  there  is  no  change  there. 

Mr.  McNeil.  No  substantive  change. 

Senator  Symington.  And  then  the  next  point  ? 

Mr.  McNeil.  Then  the  next  point  is  providing  concurrently,  or  as 
a  companion  action,  the  cash  you  would  spend  in  the  following  year. 

Senator  Symington.  All  right.  Now,  what  happens  now  is  that 
Congress  authorizes  all  the  money  for,  say,  the  5 -year  program  or 
whatever  is  necessary  in  order  to  get  all  the  merchandise  involved 
on  the  .basis  of  estimated  lead  times,  and  the  change  would  be  that 
they  would  authorize  that  but  only  put  the  money  up  for  the  expendi¬ 
tures  required  in  the  year  in  question? 

Mr.  McNeil.  Yes. 

Senator  Symington.  That  appears  to  be  a  relatively  simple  pro¬ 
cedural  correction. 

Mr.  McNeil.  No.  It  is  quite  involved,  sir,  because  the  Government 
departments  have  not  as  a  practice,  and  particularly  the  Department 
of  Defense  has  not  as  a  practice,  refined  their  estimates  of  what  is 
going  to  be  spent  in  the  following  year  by  all  the  3,000  different  pro¬ 
grams  to  a  point  where  you  can  make  a  good  guess. 

Senator  Symington.'  If  you  are  talking  about  major  items,  now, 
we  will  take  a  Forrestal  carrier  program,  or  we  will  take  the  B-52 
bomber  delivery  program.  Certainly  in  the  authorization  for  that, 
you  say  in  the  next  5  years  we  want  so  much  money  because  we  are 
going  to  get  so  many  carriers,  which  would  be  one,  or  so  many  bombers, 
which  would  be  a  certain  amount,  and  so  forth.  There  would  be  no 
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problem  about  that.  “This  is  what  we  estimate  we  are  going  to  need, 
and  this  is  what  the  authorization  is  that  we  would  like  to  have.” 

Mr.  McNeil.  No.  That  part  is  simple. 

Senator  Symington.  All  right. 

Mr.  McNeil.  That  part  is  simple. 

Senator  Symington.  Then  where  do  we  get  into  complications? 

Mr.  McNeil.  And  we  are  doing  it  today. 

The  big  problem  is  arriving  at,  in  all  the  various  procurement 
programs  as  well  as  operating  programs - - 

Senator  Symington.  No.  We  are  not  talking  about  operating  pro¬ 
grams  now.  We  are  talking  about  the  purchasing  of  carriers,  planes, 
or  bombers.  We  are  talking  about  procurement  programs. 

Air.  McNeil.  All  right.  I  will  stick  to  the  procurement  pro¬ 
gram — 

Senator  Symington.  Yes. 

Mr.  McNeil.  Although  I  think  this  should  apply  to  the  whole 
business  if  we  are  going  to  do  it. 

Senator  Symington.  Let  us  stick  to  this  one  first.  * 

Mr.  McNeil.  All  right.  The  analysis  of  actual  cash  requirements 
in  all  the  scores  and  hundreds  of  contracts  is  not  a  science  in  the  De¬ 
partment  of  Defense  at  the  moment.  How  much  will  actually  be 
spent  on  a  contract,  how  much  actual  cash  will  go  to  Boeing,  Con- 
vair,  Grumman,  or  anybody  else,  next  year  is  not  known  precisely. 
You  can  guess  it  approximately.  But  attention  has  never  been  placed 
in  any  executive  department  that  I  know  of,  and  certainly  the  Depart¬ 
ment  of  Defense,  on  that  phase,  as  being  one  of  the  key  points  of  pro¬ 
curement.  We  would  have  to  make  a  rather  accurate  estimate,  because 
if  we  overestimate  Grumman  or  Boeing  a  little  bit,  we  could  easily 
come  to  you  with  an  estimate  of  10  percent  above  what  would  actually 
be  required.  . 

Senator  Symington.  And  you  put  the  attention  of  the  people  in¬ 
volved  deeper  irfo  cost  analysis,  and  therefore  control  through  the 
management  of  the  cost. 

Mr.  McNeal.  All  of  which,  I  think,  could  take  a  couple  of  years 
to  get  the  thing  working. 

Senator  Symington.  Senator  Cotton,  I  did  not  mean  to  interrupt 
y°u. 

Senator  Cotton.  That  is  all  right.  You  said  that  Senator  Syming¬ 
ton  lived  with  these  things,  and  so  he  will  drop  us  some  of  his  com¬ 
ments  as  we  go  along. 

Mr.  McNeil.  Excuse  me. 

Senator  Cotton.  I  just  want  to  straighten  out  2  or  3  things  in  my 
own  mind.  First,  sticking  to  procurement  only,  sticking  to  this  mat¬ 
ter  of  when  you  contract  ahead  for  a  carrier  or  for  a  large  number  of 
substantial  number  of  planes,  and  the  contract  is  going  to  take  5  or  6 
or  7  years  to  carry  through,  are  those  contracts  firm  contracts  with  a 
fixed  amount,  or  do  you  have  escalator  clauses  or  some  other  means  of 
taking  care  of  a  possible  change  in  the  cost  of  material  and  materiel, 
and  so  forth  ? 

Mr.  McNeil.  There  are  all  types  of  contracts,  sir.  On  the  more  in¬ 
volved  material  and  newer  equipment,  there  is  escalation ;  there  are 
target  price  contracts;  there  are  price  redetermination  contracts,  and 
always  provision  for  design  and  engineering  changes. 
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Senator  Cotton.  Then  if  you  go  on  a  system  of  authorization,  the 
merit  of  that  system,  as  you  have  referred  to  it,  is  that  the  Appropria¬ 
tions  Committed  of  Congress  knows  what  it  is  being  obligated  to  in 
the  future.  It  is  almost  impossible  for  you  or  anybody  else  to  inform 
a  committee  of  Congress  what  an  important  contract  like  the  construc¬ 
tion  of  a  carrier  or  a  large  contract  that  extends  over  several  years  is 
going  to  cost.  You  cannot  foresee  what  it  is  going  to  cost ;  can  you  ? 

Mr.  McNeil.  Well,  I  think  we  are  doing  a  pretty  good  job  of  that, 
sir,  as  to  the  overall  cost,  but  it  is  more  difficult  to  forecast,  by  contract, 
just  how  much  will  be  spent  in  each  12-month  period  in 'the  case  of  a 
long-term  contract. 

Senator  Cotton.  I  am  not  questioning  but  that  you  are  doing  a  good 
job. 

Mr.  McNeil.  No  ;  we  have  gotten  it  down  to  a  point  that,  while  once 
in  a  while  we  have  a  cost  change  or  cost  changes  that  in  the  aggregate 
mean  that  something  costs  a  little  more.  I  would  say  our  estimates 
of  what  this  material  costs  are  remarkably  good  in  all  services  at  this 
moment. 

Senator  Symington.  Would  you  yield  just  a  moment?  If  you  can 
do  a  good  job  in  5  years,  you  can  certainly  do  a  better  job  in  a  year, 
because  you  are  going  to  have  changes  in  cost,  changes  in  material 
costs,  and  changes  in  labor  costs.  So  if  you  can  do  a  good  job  for 
5  years,  why  caivt.  you  do  a  good  job  for  1  year?  Or  let  me  put  it  to 
you  this  way.  Now  this  is  a  little  broader  question. 

Nobody  wants  to  see  a  balanced  budget  more  than  we  three  up  here, 
1  am  sure  of  that,  but  you  have  a  $60  billion  budget  overall  for  all  the 
Government,  and  you  are  going  to  balance  it,  Secretary  Humphrey 
said,  by  $200  million.  That  would  be,  just  figuring  here,  about  one- 
third  of  1  percent  of  the  budget,  as  the  difference  between  a  balanced 
.budget  and  an  unbalanced  budget. 

Now,  if  there  is  any  problem  about  what  you  are  actually  going  to 
spend  in  a  year  for  activities  thta  take  around  64  or  65  percent  of  the 
total  tax  dollar,  I  do  not  see  how  you  can  estimate  that  you  can  balance 
the  budget  unless  you  know  what  you  are  going  to  spend  pretty  closely, 
especially  as  you  estimate  by  such  a  fine  line  as  one-third  of  1  percent 
of  the  total. 

Mr.  McNeil.  That  is  a  very  good  question,  and  I  can  tell  you  how  it 
is  done'. 

.First,  if  you  will  make  an  adding  machine  list  of  the  best  estimates 
made  by  a  great  many  very  able  people  in  charge  of  the  hundreds  of 
individual  programs,  the  total  will  run  far  greater  than  the  amount 
that  will  be  required  to  cover  the  checks  written  during  the  year. 

For  example,  if  we  should  take  any  one  of  the  proponents  of  a 
missile,  he  knows  it  is  going  to  work.  He  knows  the  thing  is  going  to 
come  along  beautifully,  and  when  he  lays  out  this  estimated  expendi¬ 
tures,  he  knows  that  that  is  about  it. 

If  you  take  a  new  engine  or  a  new  aircraft  or  a  new  tank  or  a  new 
radar,  the  proponent  of  that  program  knows  he  is  going  to  get  it  quick 
and,  that  the  initial  schedule  is  going  to  be  met.  So  his  estimate  of 
expenditures  on  his  program,  frankly,  will  be  high.  There  is  noth¬ 
ing  wrong  with  that.  He  would  be  trying  to  do  the  best  job  he  knows 
how.  True,  he  has  not  been  required  in  the  past  to  be  precise  in  re¬ 
fining  his  estimates.  But  the  sum  total,  the  adding  machine  list  of  all 
program  estimates  will  be  greater  than  the  amount  of  checks  written 
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next  year,  because  whether  it  be  strikes  or  whether  it  be  design  diffi¬ 
culties,  or  what  not,  things  do  not  always  move  just  as  each  individual 

program  proponent  thinks  they  will.  . 

So,  as  we  justify  these  programs  to  committees  and  try  to  estimate 
the  amount  that  will  be  spent  on  each  major  program  or  contract,  the 
sum  total  of  that  will  be  considerably  greater  than  the  actually  re- 
quired  overall.  It  is  just  bound  to  be.  Bxpendituie  estimates  aie, 
therefore,  not  the  sum  total  of  individual  program  estimates  but  rather 
such  estimates  in  the  aggregate,  modified  by  experience,  possibility 
of  slippage, 'knowledge  of  overall  levels  at  employment,  and  so  forth. 

Senator  Cotton.  Mr.  McNeil,  I  Avant  to  make  it  ATery  plain  to  you, 
that  my  question  is  not  critical. 

Mr.  McNeil.  I  understand.  ... 

Senator  Cotton.  I  served  on  the  Appropriations  Committee  m  the 
House  for  quite  a  long  time,  and  I  even  served  briefly  on  one  of  the 
military  subcommittees,  and  I  have  really  been  amazed,  and  marveled, 
that  the  Defense  Department  could  do  as  accurate  a  job  as  it  does  in 
laying  out  the  program  of  what  is  going  to  be  required. 

But  it  still  seems  to  me — and  the  purport  of  my  question  was  this— 
that  if  the  advantage  of  the  authorization  system  is  that  Congress  is 
supposed  to  know  in  advance  the  whole  program,  it  would  seem  to  me 
that,  changing  as  rapidly  as  you  are,  with  the  cost  of  material  chang¬ 
ing  rapidly  at  times,  your  oavii  specifications,  sometimes  change,  do 
they  not,  on  long-range  contracts - 

Mr.  McNeil.  They  do. 

Senator  Cotton.  You  do  not  have  that  complete  knowledge  and, 
on  the  other  hand,  you  have  less  control. 

What  I  would  like  to  ask  you  is  this  and  then  I  will  yield  to  Senator 
Symington. 

*  Senator  Symington.  No,  I  am  interested  in  this. 

Senator  Cotton.  Would  you  be  willing,  because  some  of  us  on  this 
subcommittee  have  not  been  through  the  mill  as  Senator  Symington 
has,  would  you  be  willing,  or  Avould  it  be  too  much  trouble  to  have 
somebody  on  your  staff  prepare  for  this  committee  so  that  some  of  us 
can  study  it,  one  or  two  examples  of  budget  tables  for  appropriations 
for  procurement,  like  planes  or  carriers,  or  something  else,  and  one  or 
two  examples  of  the  requirements  of  supplies — do  I  use  the  correct 
term  ? 

Mr.  McNeil.  Yes;  I  understand. 

Senator  Cotton.  And  sIioav  us  in  those  special  items  or  appropria¬ 
tion  titles  how  the  two  methods  would  work  and  what  would  be  the 
effect  of  this  bill,  and  the  budget  information  and  tables. 

Mr.  McNeil.  I  think  I  can  do  that,  Senator.  We  would  have  to 
understand  that  working  out  a  single  example  is  rather  simple.  It 
is  when  we  put  the  literally  thousands  of  items  together  that  we  get 
into  our  problem. 

I  would  like  to  complete  an  answer  to  Senator  Symington. 

I  do  not  mean  to  say  that  we  could  not  do  it,  but,  in  a  reasonable 
period  of  time,  I  think* we  could  get  to  a  point  on  the  expenditure  side 
where  we  could  be  almost  as  proficient  as  we  are  on  the  other  side  at 
the  moment. 

We  have  been  working  on  this  phase  of  the  problem  during  the  last 
3  or  4  years  to  get  where  we  are  now.  We  do  not  consider  our  ex- 
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penditure  estimating  by  program  as  satisfactory  as  our  estimating  on 
total  program  costs. 

So  all  1  meant  was  tHat  it  would  take  time  to  put  such  a  system  in 
and  make  it  work. 

Senator  Symington.  I  do  not  want  to  pass  any  compliments  out 
here,  but  I  do  not  think  there  is  anybody  in  the  Pentagon  more  knowl¬ 
edgeable  of  figures  and  problems  of  figures  than  you  are,  and  I  have  a 
great  respect  for  your  opinion.  On  the  other  hand,  you  see  these 
periodic  disclosures  of  waste.  For  example,  I  was  pretty  shocked  to 
read  the  testimony  that  has  just  been  published  in  the  House  Military 
Appropriations  Subcommittee.  It  does  not  have  to  do  with  this 
Administration  or  that  Administration.  It  has  to  do  with  both  Ad¬ 
ministrations. 

Mr.  McNeil.  Yes,  that  is  right. 

Senator  Symington.  I  noticed  that  Secretary  Wilson  said  he  was 
“mad  and  sad.”  I  think  those  were  two  of  the  words  he  used  after 
reading  that  record. 

Mr.  McNeil.  Those  were  exact  quotes. 

Senator  Symington.  Is  that  right  ? 

Mr.  McNeil.  Those  were  exact  quotes. 

Senator  Symington.  It  was  on  page  161,  I  believe. 

I  know  that  there  was  a  case  where  a  plane  was  believed  faulty  and, 
for  many,  many  months  after  it  was  purchased,  or  6  months 
afterward,  at  times,  killing  test  pilots  due  to  engine  failure.  That 
story  broke  as  the  result  of  a  great  newspaper’s  investigation,  for 
which  it  got  an  award. 

Now,  I  know  and  you  know,  and  I  know  that  you  know  that  I  know, 
that  there  was  no  skulduggery  in  that  situation.  The  chances  would 
be  less  than  1  percent.  It  is  just  the  fact  that  we  have  really  loose 
management  control  through  cost  control  which,  as  I  understand  Sena¬ 
tor  Byrd’s  approach  to  the  problem,  is  the  thing  that  he  is  so  anxious 
to  get. 

There  are  always  a  lot  of  methods  by  which  you  can  make  a  budget 
balance,  or  an  estimate  balance,  for  example — you  can  stop  buying  or 
you  can  defer  shipments — you  can  do  a  lot  of  things  to  justify  a  posi¬ 
tion— of  course,  against  that  you  have  to  balance  how  much  you  need. 
In  business  y.du  could  not  do  that  if  the  stores  were  crying  for  mer¬ 
chandise.  But,  at  the  same  time,  in  Government  you  have  a  better 
chance  of  doing  it,  especially  in  the  Department  of  Defense,  unless 
you  are  in  a  war. 

Now,  all  I  say  is,  would  it  not  be  better — and  I  am  just  thinking 
this  thing  out  with  you  here — to  force  the  Department  to  a  closer 
analysis — and  that  is  what  we  are  really  talking  about,  Mr.  Secretary, 
as  I  see  it.  Would  it  not  be  better  to  force  them  to  a  closer  analysis 
of  actual  expenditures  in  the  year  in  question,  so  that  what  you  would 
really  get,  as  I  see  it,  would  be  better  control  on  the  part  of  each 
service  of  the  money  that  is  granted  to  them  by  the  Department  of 
Defense  ? 

Mr.  McNeil.  I  think  anything  that  we  can  do  which  will  encourage 
that  will  be  helpful. 

On  the  item  that  you  just  mentioned,  however,  I  do  not  believe  that 
appropriating  on  an  expenditure  basis  would  have  prevenfe'd  the 
matter.  I  have  examined  that  rather  carefully.  I  examined  the 
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House  Committee  report,  as  did  Secretary  Wilson,  and  we  said,  “Let’s 
take  that  report  and  see  how  much  we  can  get  out  of  it  to  improve 
our  operations.” 

Senator  Symington.  I  thought  his  testimony  was  very  constructive 
on  that. 

Mr.  McNeil.  In  other  words,  he  did  not  oppose  it  or  attempt  to 
whitewash  a  thing.  We  all  really  wanted  to  find  out  if  there  was 
anything  in  the  report  which  would  help  correct  the  machinery  to 
avoid  recurrence  in  the  thousands  of  transactions  we  have. 

I  do  not  believe  that  any  change  we  are  talking  about  here  would 
have  affected  that  case.  In  fact,  one  of  the  real  problems  is  how  do 
you  get  people,  when  they  find  something  is  drifting  into  trouble,  and 
this  is  true  in  business  as  well,  to  cut  off  something,  once  you  know’ 
it  is  not  going  to  work,  or  once  you  think  you  are  in  trouble.  That 
item  plus  another  one  that  was  canceled  last  year — it  was  not  the  same 
type  of  situation,  but  the  item  was  not  going  to  be  a  productive  or 
really  effective  type  of  equipment  because  of  delay  in  development — 
was  an  instance  where  I  think  we  waited  a  little  too  long  to  drop  it  off. 
But  how  do  you  get  that  done  promptly  when  the  people  need  a  more 
advanced  article  desperately,  and  sincerely  hope  and  believe  it  will 
work  out.  Hope  is  a  great  thing  in  this  world,  and  they  hope  that 
some  development  will  come  along  to  make  it  work. 

Senator  Symington.  Let  me  ask  you  this.  In  business,  almost 
every  company  has  what  is,  in  effect,  termed  a  monthly  balance  sheet, 
earnings,  statement,  and  balance  sheet,  showing  assets  and  liabilities, 
current  and  fixed,  and  earnings  against  costs,  and  so  forth. 

And  that  is  broken  down  now  to  where  you  generally  submit  it 
every  month,  as  you  do  the  whole  business  to  your  stockholders  every 
year. 

In  business,  I  found  out  that  if  you  had  a  statement  that  was  a  weekly 
statement,  that  was  much  better  than  a  monthly  statement,  giving 
various  things  incident  to  your  fiscal  position  and  quite  a  lot  incident 
to  your  operating  setup. 

Then  we  got  it  down  to  a  day.  Every  day  we  had  certain  figures 
distributed  around  on  mimeographed  sheets,  so  that  every  day  we 
had  a  check. 

Mr.  McNeil.  Particularly  on  the  trouble  spots. 

Senator  Symington.  I  beg  your  pardon? 

Mr.  McNeil.  Particularly  on  the  trouble  spots. 

Senator  Symington.  That  is  right.  For  example,  in  a  foundry, 
you  can  allocate  per  sand  casting,  if  you  are  still  in  sand  castings, 
per  day.  What  I  think  now  is  that  if  you  tighten  this  thing  up,  and 
that  is  what  we  are  talking  about,  this  would  be  tighter  cost  control. 
You  can  get  your  authorization — I  am  in  complete  agreement  on  that, 
that  you  ought  to  present  your  whole  program  to  the  proper  com¬ 
mittees — but  then  you  say,  “This  is  the  money  that  we  want  this  year, 
because  this  is  the  estimate  of  what  we  will  spend.” 

If  you  do  not  spend  it,  it  goes  back  to  the  Treasury,  and  if  you  need 
more  than  that,  then  you  come  in  for  a  supplemental,  which,  as  a 
matter  of  interest,  we  do  pretty  nearly  every  year.  Has  there  ever 
been  a  year  in  the  Defense  Department  when  you  did  not  come  in  for 
one  supplemental  ? 

Mr.  McNeil.  It  is  usually  one  or  more,  sir. 

Senator  Symington.  All  right. 
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Mr.  McNeil.  I  might  say,  Senator,  that  not  necessarily  with  this 
objective  in  mind,  but  realizing  the  importance  of  trying  to  get  a  good 
idea  of  what  you  are  going  to  spend,  we  have  been  devoting  consid¬ 
erable  elfort  to  evaluating  operations  on  that  basis,  in  recent  years, 
although  it  has  not  been  a  mandatory  part  of  the  budgeting  process. 

I  might  say  this,  that  3  or  4  years  ago,  or  even  10  years  ago,  the 
initial  estimate  of  what  would  actually  be  spent  in  a  given  year  out  of 
the  available  authority  would  run  from  25  to  40  to  50  percent  in  the 
aggregate  above  the  amounts  that  actually  were  spent.  In  the  last 
2  years,  we  are  getting  to  a  point  where  the  program  managers  are 
getting  their  estimates  down  within  10  to  15  percent  above  what  would 
be  a  good  gross  estimate.  We  have  been  devoting  a  great  deal  of  elfort 
to  that  side  of  the  business,  even  under  the  present  budget  structure. 

We  felt  that  once  the  House  Committee  cleaned  up,  what  I  thought 
was  a  very  bad  practice,  as  I  mentioned  a  moment  ago,  of  providing, 
let  us  say,  10  percent  down  and  the  balance  contract  authority,  which 
was  the  old  method  of  providing  contract  authority,  and  started  to 
|  fund  or  appropriate  for  the  full  amount  of  the  programs  as  presented 
and  approved,  a  great  step  forward  was  taken  to  clean  up  the  thing. 
Then  the  Congress  helped  us  a  great  deal  by  providing  a  continuing 
type  of  appropriations  for  most  of  our  long-term  procurements.  That 
was  a  real  help,  and  frankly  it  has  saved  the  Government  a  great  deal 
of  money  because — and  I  think  you  would  know  this  perhaps  better 
than  almost  any  of  us — if  you  have  something  such  as  the  aircraft 
you  mentioned  a  minute  ago,  and  the  people  involved  can  cancel  and 
use  the  funds  for  something  that  is  good,  it  is  much  easier  to  get  that 
decision  made  to  cancel,  to  close  out  or  to  slow  down  the  ineffective, 
unsatisfactory  purchase. 

If,  however,  it  is  “dead  money,”  you  will  find,  I  think,  human  nature 
being  what  it  is,  that  the  proponent  will  hang  on  as  long  as  he  can. 

Senator  Symington.  That  is  so. 

Mr.  McNeil.  A  good  example  may  be  found  in  the  case  of  the 
Marine  Corps.  Alien  the  Marine  Corps  was  provided  continuing 
type  apporpriations  there  was,  in  the  following  year,  substantial 
adjustments  in  tl^pir  procurement  programs. 

Senator  Symington.  Now,  when  you  say  “continuing  money,”  do 
1  you  mean  revolving  funds  irrespective  of  obligation  ? 

Mr.  McNeil.  No,  sir. 

Senator  Symington.  What  do  you  mean  by  continuing  money? 
Define  that. 

Mr.  McNeil.  No  year  funds.  When  appropriated,  it  is  available 
for  obligation  until  it  is  completely  used.  It  does  not  lapse  on  J une  30. 

Senator  Symington.  I  think  we  are  all  opposed  to  that,  unless  it 
is  required  under  long-term  procurement  programs. 

Mr.  McNeil.  We  have  only  applied  it  to  long-term  procurement. 
But  the  Marine  Corps  had  never  had  it  even  for  such  procurement. 
They  had  always  had  annual  appropriations.  Their  program  under 
previous  annual  appropriations  was  considered  reasonably  sound. 

However,  in  the  year  in  which  they  were  granted  no-year  authority 
for  their  major  procurement,  they  immediately  went  back  over  their 
list  of  outstanding  material  and  dropped  out  about  $300  million  worth 
of  materiel  because  they  felt,  “If  we  can  use  that  authority  for  more 
modern  sear,  there  is  no  point  in  accepting  something  that  is  sub¬ 
standard,”  and  so  forth. 
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I  would  say  we  definitely  saved  by  that  change  in  method  of  financ¬ 
ing  $300  million  for  the  Government.  Otherwise  we  would  have  taken 
the  other  material  and  immediately  had  a  requirement  to  replace  it 
with  the  more  modern  equipment. 

Senator  Symington.  Yes. 

Mr.  McNeil.  I  think  the  Air  Force  has  done  the  same  thing. 

Senator  Symington.  Now,  Mr.  Secretary,  you  got  down  to  the 
bottom  of  page  3.  I  have  one  more  question,  and  unless  some  of  the 
other  Senators  have  a  question,  I  would  like  you  to  proceed  with  your 
statement. 

The  question  I  would  like  to  ask  you  is  if  you  put  in  : 

Considering  the  lead  time  which  must  be  allowed  in  incurring  obligations  in 
advance  of  incurring  costs. 

That  in  itself  would  simply  be  a  recognition  of  the  problem  and  would 
not  change  the  basic  idea;  would  it? 

Mr.  McNeil.  No;  it  is  a  recognition  of  the  problem,  and  implies 
that  you  have  to  provide  in  some  form  the  authority  to  make  these 
long-term  commitments. 

Senator  Symington.  Right.  In  other  words,  it  is  a  request  for 
obligational  authority,  but  not  a  request  for  a  change  from  the  basic 
concept  of  cost-based  budgets  ? 

Mr.  McNeil.  No. 

Senator  Symington.  Right? 

Mr.  McNeil.  But  again,  I  want  to  make  it  clear  that  cost-based 
budget,  I  think,  must  mean  two  things:  One  is  acquisition  cost  on 
equipment,  major  equipment;  and  the  cost,  of  consumption  in  normal 
housekeeping  and  day-to-day  operations. 

Senator  Symington.  Right.  But  you  would  not  want  to  extend 
the  money  that  you  asked  for  beyond  what  you  would  spend  in  the 
year  in  question ;  right  ? 

Mr.  McNeil.  Not  if  Congress  provided  for  a  completely  new  sys¬ 
tem  ;  no. 

Senator  Symington.  And  what  you  are  really  saying  in  this  un¬ 
derlined  part  of  your  talk  is  to  ask  that  full  consideration  be  given 
to  long-term  items,  regardless  of  whether  you  do  or  do  not  have  the 
expenditure  situation  in  the  bill  as  of  now ;  right  ? 

Mr.  McNeil.  That  is  right,  sir. 

Senator  Symington.  Senator  Cotton,  do  you  have  any  further 
questions  at  this  point  ? 

Senator  Cotton.  No. 

Senator  Symington.  Senator  Martin  ? 

Senator  Martin.  No  questions. 

Mr.  McNeil.  But  to  make  this  clear,  sir,  I  think  that  if  this  bill 
did  contemplate  such  a  change,  it  would  be  helpful  to  outline  the 
whole  problem  and  to  state  the  basis  of  appropriations  and  costs  of 
long  lead-time  obligations. 

Senator  Symington.  Do  you  have  any  language  that  you  would  like 
to  see  included  in  the  bill  ? 

Mr.  McNeil.  We  have  some,  but  it  does  not  give  the  complete  pack¬ 
age  that  I  would  urge  be  considered. 

Senator  Symington.  Will  you  proceed? 

Mr.  McNeil.  Right,  sir. 
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Next,  insert  in  section  216  (c)  the  wording  underscored  above  after 
the  words  “shall  be  prepared  on  a  cost  basis.” 

Insert  in  section  216  (d)  the  underscored  words:  “The  budget  re¬ 
quired  by  section  201  of  this  act  to  be  transmitted  to  the  Congress 
shall  contain  information  on  program  costs  and  accomplishment  as 
well  as  obligations  and  expenditures  *  *  *” 

You  must  keep  those  two  things  in  the  picture. 

Senator  Symington.  May  I  ask  just  purely  for  information,  what 
is  the  definition  of  “accomplishment”?  Does  that  mean  what  you 
have  actually  done  to  date  on  the  overall  program  ? 

Mr.  McNeil.  What  we  have  done  on  the  program  to  date,  yes,  where 
it  stands.  [Continuing :] 

4.  Add  to  section  216  (e)  to  define  the  cost  basis  of  budgets,  as  fol¬ 
lows: 

(e)  The  cost  basis  of  budgets,  as  provided  in  this  section,  shall  mean : 

(1)  cost  of  acquisition  in  the  case  of  programs  for  construction  of  public  works 
or  procurement  and  production  of  materiel. 

(2)  cost  of  goods  and  services  consumed  in  the  base  of  operating-  and  admin¬ 
istrative-type  programs. 

(3)  depreciation  of  capital  assets  employed  shall  be  excluded  as  a  cost  except 
in  cases  specifically  authorized  by  law. 

While  the  proposed  bill  does  not  provide  for  changing  the  basis  of 
appropriations  from  obligational  authority  to  accrued  expenditures  or 
costs,  as  recommended  by  the  Hoover  Commission,  we  would  like  to 
mention  that  the  Department  of  Defense  is  not  opposed  to  that  idea 
and  believes  it  has  merit,  provided  the  concept  of  obligational  author¬ 
ity  is  retained,  as  for  example  by  the  provision  of  separate  contract 
authority  by  the  Congress,  in  the  manner  recommended  by  the  Hoover 
Commission. 

We  mentioned  a  moment  ago  that  we  had  outlined  our  thoughts  on 
that. 

Senator  Symington.  Excuse  me,  Mr.  Secretary.  Let  me  just  be 
sure  I  understand  here.  What  you  are  adding,  as  I  understand  it, 
under  No.  4,  is  that,  you  want  a  more  precise  definition;  is  that  right? 

Mr.  McNeil.  Yes,  sir ;  that  is  one  of  the  points. 

Senator  Symin*gton.  You  do  not  change  the  idea  that  you  only  ask 
for  the  money  you  need  for  the  year  in  question,  but  you  want  a  pre¬ 
cise  definition  with  respect  to  complete  clarification  before  the  Con¬ 
gress  of  the  total  cost  over  the  long  pull  of  the  entire  program  ? 

Mr.  McNeil.  The  current  cost,  as  well  as  the  obligational  authority 
that  you  need  to  carry  on. 

Senator  Symington.  Right. 

Now,  one  other  question  here  on  page  5,  because  it  does  not  do  us 
any  good  to  read  this  without  understanding  it.  You  say,  “We  would 
like  to  mention  that  the  Department  of  Defense  is  not  opposed  to 
that  idea  and  believes  it  has  merit,”  the  idea  being  to  change  the  basis 
of  appropriation  from  obligational  authority  to  accrued  expendi¬ 
tures. 

I  think  we  understand  that,  that  is  just  shortening  it  up  to  the  year 
in  question. 

Mr.  McNeil.  As  a  matter  of  fact,  we  are  trying  to  take  the  present 
system  and  approach  that  ideal  at  the  present  time. 

Senator  Symington.  Right.  But  you  say,  “provided  the  concept 
of  obligational  authority  is  retained.”  Of  course,  that  would  have  to 
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be  retained.  Otherwise,  you  would  have  a  complete  balk  from  some  of 
your  suppliers;  do  you  not  agree? 

Mr.  McNeil.  That  is  right.  But  if  you  read  the  writings  and  re¬ 
ports  of  many  people  who  have  written  on  this  subject,  they  drop 
this  out,  ignore  it,  or  play  it  down,  and  I  think  it  is  a  vital  part  of 
this  whole  package. 

Senator  Symington.  Yes.  Thank  you. 

Mr.  McNeil.  Now,  there  is  another  section  of  the  bill  that  would 
require  the  Bureau  of  the  Budget  to  assign  personnel  to  serve  in  each 
principal  department  and  agency. 

We  would  question  whether  the  Budget  and  Accounting  Act  should 
be  amended,  as  proposed,  to  prescribe  the  designation  and  assignment 
of  Bureau  of  the  Budget  personnel  to  serve  in  the  principal  depart¬ 
ments  and  agencies. 

Informally,  we  have,  I  think,  a  very  excellent  working  relationship 
with  the  Bureau  of  the  Budget;  in  fact,  we  are  doing  what  this -pro¬ 
poses.  We  have  tried  to  operate  for  a  number  of  years  on  the  basis 
that,  the  “safe  is  open”  and  the  Bureau  is  welcome  to  information  they 
need  day  in  and  day  out,  365  days  of  the  year. 

In  fact,  there  are  more  than  two  now  regularly  assigned  in  and  out 
of  Army,  Navy  and  Air  and  our  place,  because  we  want  our  programs 
to  be  in  such  shape  that  we  do  not  care  who  scrutinizes  them.  We 
think  that  is  proper,  so  we  have  worked  out  an  arrangement  which 
is  time  saving,  as  well.  As  you  recall,  years  ago  we  used  to  submit 
the  budget  on  September  15  to  the  Bureau  of  the  Budget,  followed  by 
a  series  of  hearings  there  from  September  to  December.  In  fact,  other 
agencies  are  still  doing  it. 

We  have  shortened  the  time  required  because  now,  by  more  or  less 
living  with  us  on  an  informal  basis,  they  know  what  ‘is  in  our  pro¬ 
posals.  Therefore,  we  eliminate  2  or  3  months  of  time  previously 
required  to  process  a  budget  and,  in  that  way,  we  can  get  the  Joint 
Chiefs  plan  2  or  3  months  later.  The  people  who  are  working  on 
the  procurement  plans  have  2  or  3  months’  more  time  to  develop  their 
plans  and  make  decisions  closer  to  the  year  in  which  we  are  to 
operate. 

Senator  Symington.  Now,  you  are  talking  about  section  I  (c) 
here  ? 

Mr.  McNeil.  J  es,  sir,  but  I  do  question  whether  such  a  thin <r 
should  be  written  into  law.  It  is  an  administrative  matter  and — — 

Senator  Symington.  Actually,  if  I  am  not  mistaken,  the  Bureau  of 
the  Budget  is  in  the  Executive  Office  of  the  President,  is  it  not? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  So,  if  lie  wanted  to  do  it  that  way  he  would 
do  it  if  he  thought  it  would  be  better. 

Mr.  NcNeil.  Certainly. 

Senator  Symington.  And  what  you  really  would  be  doing  if  von 
passed  this  part  of  the  law,  would  be  creating  by  statute  somethin o- 
which  is  fundamentally  an  operating  and  administrative  problem? 

Mr.  McNeil.  That  is  correct,  sir. 

Senator  Symington.  Because  the  Bureau  of  the  Budo-et  is  either 
satisfied  or  dissatisfied  with  the  nature  of  their  relationship  with  the- 
Pentagon  and  the  Department  of  Defense,  and  that  is  their  problem 
as  the  direct  representative  of  the  President,  is  it  not  ? 

Mr.  McNeil.  Exactly,  sir. 
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Senator  Symington.  Yes.  Now,  that  comes  to  another  point  that 
we  discussed.  I  think  Mr.  Bordner  and  I  discussed  it  the  other  day. 
This  one  1  wish  you  would  give  consideration  to  and  I  would  just  as 
soon  not  have  you  answer  it  right  away.  Just  give  it  some  thought. 

One  thing  that  has  always  worried  me  is  that  when  we  get  the 
budget  finally  over  here,  it  looks  like  the  biggest  telephone  book  in  the 
world  and  I  know  that  I  am  totally  incapable  of  grasping  it  in  the 
time  available.  The  Executive  Department  starts  off,  July  3,  I  be¬ 
lieve  is  the  day.  They  start  working  on  the  next  budget.  Then  in  the 
fall,  some  time,  the  Services  have  ironed  out  with  the  Department  of 
Defense,  and  the  Secretary  of  Defense  has  made  his  decision.  Then 
it  goes  to  the  Bureau  of  the  Budget  some  time  in  the  late  fall  and 
it  has  to  be  decided  in  the  early  winter  in  order  that  the  President 
can  make  his  speech  to  the  Congress,  or  his  annual  message.  Is  that 
about  right  ? 

Mr.  McNeil.  Yes. 

Senator  Symington.  In  J anuary. 

Mr.  McNeil.  Except,  as  I  say,  we  have  eliminated  that  second  set 
of  hearings  in  the  Bureau  of  the  Budget  that  used  to  take  from 
September  to  December.  Now,  we  have  consolidated  those  to  save 
some  time  and  get  a  better  job  done. 

Senator  Symington.  Yes.  When  are  you  through  with  the  Bureau  ? 
That  is  interesting. 

Mr.  McNeil.  About  December  15. 

Senator  Symington.  About  December  15.  In  any  case— and  there 
is  nobody  who  would  know  better — give  me  your  frank  opinion  as  to 
just  how  long  the  Congress  has  to  analyze  the  budget  prior  to  the 
time,  for  example,  when  you  come  up  to  the  Senate  Armed  Services 
Committee  for  authorization  of  the  program. 

Mr.  McNeil.  Well - 

Senator  Symington.  Senator  Russell  likes  to  get  it  over  with  as 
soon  as  possible,  so  would  you  say  he  had  30  days? 

Mr.  McNeil.  In  the  House — I  beg  your  pardon  ? 

Senator  Symington.  Thirty  days?  Would  that  be  too  much  or 


too  little? 

Mr.  McNeil.  It  is  about  30  days,  3  weeks  to  30  days,  before  the 
first  hearings  before  the  House  Appropriations  Committee. 

Senator  Symington.  I  was  going  to  say,  it  would  be  a  little  less 
than  30  days  and,  therefore,  except  for  your  appearance  before  the 
Appropriations  Committee,  which  would  be  later,  April  or  May - 

Mr.  McNeil.  Well,  in  the  House,  they  have  been  starting  about 
the  first  of  February  and  running  through  until  the  last  week  in 
March  or  early  April — about  3  months. 

Senator  Symington.  That  is  right,  so  even  in  that  source  of  all 
the  money,  you  have  a  very  short  time.  Therefore,  my  question  is, 
what  would'  you  think  of  Representatives  in  the  Congress  now — let 
me  hasten  to  add— with  no  authority  and  probably  no  right  to  speak 
except  to  ask  questions  at  the  meetings— but  say  that  members  of  the 
Appropriations  Committee  of  the  Congress,  staff  members,  who  would, 
of  course,  have  to  be  approved  by  the  executive  branch,  being  allowed 
to  sit  in  on  the  formulation  of  ‘the  budget.  What  would  you  think 


of  that?  . 

Mr.  McNeil.  It  would  depend  on  the  definition  of  “sit  m. 
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Senator  Symington.  That  is  right. 

Mr.  McNeil.  xYs  far  as  inquiring  constantly  through  the  whole  6 
months’  period,  I  would  be  happy  to  show  what  we  were  doing  and 
why.  However,  as  to  the  question  whether  they  were  to  sit  in  at  the 
meetings  where  the  decisions  are  made,  I  would  question  whether  that 
would  be  quite  the  right  thing  to  do.  They  could,  however,  live  with 
us  close  enough  to  know  what  was  happening  and  what  was  in  the 
budget  and  why.  I  think  the  latter  might  be  very  helpful  to  all  sides. 

I  might  add  this,  sir,  and  this  is  a  personal  view— that  if  we  could 
find  some  way  to  have  a  professional  staff,  who  could  serve,  let  us  say, 
both  the  House  and  the  Senate,  in  order  that  a  more  complete  job 
would  be  done  by  individuals  who  were  experienced  in  aircraft,  in 
electronics,  in  research,  in  personnel — it  would  not  take  a  very  big 
staff— the  Appropriations  Committee  could  know  what  was  happening 
and  what  was  in  the  budget.  When  our  hearings  start  in  both  .the 
Senate  and  the  House,  they  would  have  presented  to  the  committees 
certain  policy  questions  and  the  pros  and  cons  of  principal  issues  so 
that  there  would  be  a  more  direct  and  incisive  appi’oach  to  the  prob¬ 
lem. 

I  think  it  would  be  helpful  to  both  the  executive  branch  and  the 
Congress. 

Senator  Symington.  Now,  you  say  you  work  from  the  first,  of  July 
in  the  executive  branch,  from  the  first  of  July  to,  say  the  middle  of 
January,  as  a  guess.  That  is  6i/2  months. 

Mr.  McNeil.  Yes. 

Senator  Symington.  And  during  that  time  you  have  the  capacity  to 
analyze,  check  and  recheck  your  program? 

Mr.  McNeil.  YYs. 

Senator  Symington.  And  when  you  get  through  you  give  us  a  tele¬ 
phone  book — and  it  is  a  beauty — -and  in  it  is  65  cents  of  our  tax  dollar, 
and  maybe  more  than  that  if  you  extend  it  into  other  fields  that  are 
ancillary  to  defense,  like  atomic  energy. 

So  you  have  at  least  65  cents  of  your  tax  dollar  and  we,  in  the  Con¬ 
gress,  from  an  authorization  standpoint,  have  3  weeks’  to  4  weeks’ 
time  to  analyze  before  we  act. 

So  my  feeling  is,  based  on  the  experience  in  this  side  of  the  Govern¬ 
ment  as  well  as  on  the  other  side,  that,  regardless  of  whose  fault  it  is — 
I  am  not  blaming  anybody — the  system  has  grown  to  a  point  where 
now  the  check  by  the  Congress  is  pretty  theoretical. 

Mr.  McNeil.  YVell,  sir,  we  are  attempting  to  close  that  gap.  I 
do  not  know  how  adequately,  but  in  recent  years,  and  this  year  again, 
in  order  to  put  our  program  before  the  Congress  so  that  it  can  be 
better  understood  in  a  reasonable  length  of  time,  we  have  been  pre¬ 
paring  about  a  60-page  document  which  is  submitted  to  the  Appro¬ 
priations  Committees,  called  the  Budget  Highlights.  There  we  show 
our  asset  position,  what  we  have,  what  we  have  used,  and  have  not 
used,  our  expenditures  by  major  appropriations,  expenditures  expected 
for  the  following  year  as  well  as  the  past,  and  an  outline  of  major 
programs  in  terms  of  materiel. 

xYs  to  aircraft,  it  lists  the  aircraft  by  type  and  model,  and  also 
shows  the  inventory  by  type  and  model,  as  well  as  the  production  and 
acceptance  schedules. 
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On  the  section  for  ships  it  shows  what  the  situation  is  on  the  ships 
under  construction  and  the  details  of  the  new  conversion  program. 
It  covers  also  personnel,  Reserve  forces,  those  in  drill  pay,  and  so 
forth. 

I  agree  that  the  budget  document  does  not  give  a  very  good  picture, 
even  if  you  are  familiar  with  it,  of  what  is  intended  to  be  accomplished. 
We  think  our  Budget  Highlight  book  does  a  great  deal  more. 

Senator  Symington.  Yes. 

Mr.  McNeil.  Of  course,  one  of  the  problems  is  that  a  great  deal  of 
that  material  in  the  Budget  Highlight  book  is  classified.  Some  of  it  is 
not,  however,  and  could  be  used  generally. 

Senator  Symington.  Let  us  take  a  typical  illustration  and  I  will 
not  labor  it  any  further.  But  take  the  Nike  and  the  Talos.  There 
a  subcommittee  of  our  Armed  Services  Committee  is  in  the  process 
of  analyzing  that  situation,  and  I  am  sure  that  their  beliefs  will  have 
considerable  impact — I  am  not  on  the  committee — with  the  Senate 
Appropriations  Committee  when  that  matter  comes  up.  It  involves 
ft  millions  of  dollars. 

Mr.  McNeil.  Yes. 

Senator  Symington.  And  yet  they  do  not  really  get  much  of  a 
chance  to  really  test  the  performance  of  the  two  weapons  in  accord¬ 
ance  with  Senator  Jackson’s  suggestion  which  I  thought  was  quite 
sound.  There  seems  to  be  a  question  about  the  relative  merits  of  these 
weapons.  Also,  one  missile  is  considerably  less  expensive  than  the 
other,  and,  therefore,  the  taxpayers  are  deeply  interested.  There  seems 
to  be  a  difference  of  opinion,  right  in  the  Pentagon  itself,  as  to  which 
is  the  better.  This  is  the  type  and  character  of  thing  where  I  believe 
we  ought  to  have  more  time,  if  possible,  before  authorizations  and 
appropriations  are  handled. 

Mr.  McNeil.  Going  back  to  the  thought  that  I  expressed  a  moment 
ago,  maybe  it  would  be  asking  too  much,  but  if  the  House  and  Senate 
jointly  could  have  a  professional  staff  of  6,  8  or  10  knowledgeable 
specialists  in  particular  fields  whether  it  be  personnel,  consumption- 
type  material,  aircraft  or  electronics,  so  that  they  kept  abreast  of  the 
program,  then  when  the  hearings  were  opened,  I  think  their  attention 
would  be  directed  to  developing  policy-type  questions,  and  the  staff 
L  could  have  ascertained  the  reasonable  accuracy  of  our  proposals,  as 
W  far  as  the  detail  was  concerned,  and  it  might  be  helpful  to  all  sides. 

Senator  Symington.  I  would  agree  with  that. 

Mr.  McNeil.  I  would  urge - 

Senator  Symington.  Would  you  object,  for  example,  to  this  as  an 
academic  approval?  Suppose  the  House  Military  Subcommittee  of 
the  House  Appropriations  Committee  assigned  a  man  to  the  3  serv- 
-  ices,  because  your  budget  originates  in  the  3  services  prior  to  it  being 
presented  to  the  Secretary  of  Defense ;  right  ? 

Mr.  McNeil.  Yes. 

Senator  Symington.  And  that  that  man  followed  the  reasons  why 
the  budget  proposals  were  what  they  were.  In  your  meetings,  he 
would  have  absolutely  no  authority.  In  fact,  it  would  be  understood 
that  he  did  not  talk;  he  just  registered.  And  then  he  would  come  to 
you  or  somebody  you  assigned  for  clarification  after  the  meetings  in 
question.  But  then  he  could  come  back  and  report  to  Congressman 
Mahon  and  Congressman  Cannon,  the  chairman  of  the  full  committee, 
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or,  if  it  is  shifted  around,  Congressman  Wigglesworth  and  Congress¬ 
man  Taber,  and  they  would  have  a  feel  of  it  as  the  budget  was  formu¬ 
lated,  you  see  ?  That  is  my  only  thought  about  it. 

Mr.  McNeil.  Well,  I  do  not  believe  it  should  go  quite  that  far.  I 
would  think  not  as  far  as  participating  in  the  decisions,  even  as  an 
observer.  I  see  nothing  to  prevent,  however,  such  a  stall  member 
having  program  information  by  living  there  and  following  programs 
constantly,  let  us  say,  the  electronic  program  constantly  all  the  way 
through,  so  that  he  became  knowledgeable,  but  without  getting  into 
the  phase  of  the  question  dealing  with  participating  in  decision  meet¬ 
ings  even  as  an  observer. 

Senator  Symington.  Would  he  be  more  knowledgeable  ?  Except 
for  Senators  with  a  genius  for  figures,  like  Senator  Byrd,  or  I  re¬ 
member  Senator  Case  when  he  was  on  that  committee  in  the  House 
had  a  very  rapid  grasp  of  it — it  seemed  to  me  that  the  average  Senator 
would  have  a  better  understanding  of  what  they  were  putting  up 
these  billions  upon  billions  of  dollars  for.  That  is  the  basis  of  the 

thought.  .  . 

Mr.  McNeil.  For  my  part,  I  would  welcome  a  more  intimate  inter¬ 
est  by  the  two  Appropriations  Committees  on  a  year-round  basis 
than  we  have  had.  It  would  be  helpful  if  it  could  be  handled  by  one 
single  joint  staff  although  I  do  not  know  whether  that  is  possible. 
One  of  the  real  problems  that  we  have— and  I  think  you  probably 
experienced  it  some  years  ago  yourself — is  a  considerable  number  of 
different  groups  of  people  looking  into  our  programs,  but  frequently 
just  shallowlv,  because  thev  do  not  have  time  to  spend  on  it.  It  would 
be  helpful  for  us  to  have  fewer  groups— as,  for  example,  a  single 
joint  staff — on  a  continuing  but  more  thorough  basis. 

Senator  Symington.  Right. 

Mr.  McNeil.  And  so  if  we  could  get  a - 

Senator  Symington.  And  all  the  way  back  to  the  Voorhees  com¬ 
mittee  days.  Do  you  remember? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  Now,  let  me  ask  this.  Would  you  be  good 
enough  to  furnish  this  subcommittee  with  a  statement  along  these 
lines,  which  would  not  in  any  way  commit  you,  but  to  express,  if  it 
were  done,  what  your  thoughts  were  as  to  the  best  ivay  of  doing  it? 

Mr.  McNeil.  Yes. 

Senator  Symington.  Senator  Martin,  would  you  have  any  objec¬ 
tion  to  that,  sir? 

Senator  Martin.  Not  at  all. 

Senator  Symington.  Without  objection,  then,  the  subcommittee 
will  request  that  the  Department  of'  Defensse  and  its  Assistant  Sec¬ 
retary  in  charge  of  the  money  will  give  the  subcommittee  his  idea  as 
to  how  this  aspect  of  budget  procedure  could  be  best  handled  from 
the  standpoint  of  more  time,  which  would  automatically  mean  more 
knowledge  on  the  part  of  the  authorization  committees  and  the  Ap¬ 
propriations  Committees  regarding  the  budget  of  the  year  in  ques¬ 
tion.  (The  information  requested  regarding  a  joint  staff  for  the 
Apropriations  Committees  of  the  Senate  and  the  House  of  Represent¬ 
atives  follows:) 
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Assistant  Secretary  of  Defense 

WASHINGTON  2  5,  1).  C. 

In  the  course  of  m.v  appearance  before  your  committee  on  S.  3188,  it  was  in¬ 
dicated  that  your  committee  would  desire  to  have  my  personal  views  as  to  how 
the  appropriate  committees  of  Congress  might  best  secure  a  more  meaningful 
and  comprehensive  understanding  of  the  legislative  and  appropriation  re¬ 
quests  presented  to  the  Congress.  Because  the  question  was  developed  during 
consideration  of  accounting  and  budgetary  aspects,  it  is  assumed  that,  while 
the  word  “legislative”  was  used  that  any  contribution  that  I  might  be  expected 
to  make  would  be  primarily  from  the  budgetary  aspects  and  as  it  affects  the 
Appropriations  Committees. 

Generally,  the  problem  would  deal  with  the  preparation,  presentation,  and 
subsequent  consideration  by  the  Congress  of  requests  for  appropriations,  and 
it  seems  to  me  that  it  can  be  subdivided  into  two  rather  clear-cut  phases.  The 
first,  dealing  with  the  preparation  and  presentation  of  the  budget  has  many 
facets.  By  the  enactment  of  title  IV  of  the  National  Security  Act,  as  amended, 
the  Congress  indicated  rather  clearly  that  the  performance-type  budget  was 
to  be  adopted.  The  performance  budget  contemplates  that  all  costs  relating  to 
a  logical  and  identifiable  program  be  included  as  a  project  or  a  budget  program, 
that  there  be  a  logical  grouping  of  projects  or  budget  programs  by  the  primary 
functions  of  the  military  departments,  and  that  there  be  a  segregation  between 
capital  and  current  operating  costs.  These  are  the  most  important  elements 
for  proper  consideration  both  within  the  executive  branch  and  by  the  Appro¬ 
priations  Committees  of  the  Congress. 

While  there  is  considerable  work  yet  to  be  done,  considerable  progress  has 
been  made  toward  this  objective  in  all  the  services.  The  most  recent  example 
of  an  individual  step  toward  this  objective  was  the  development  and  presenta¬ 
tion  to  the  Appropriations  Committee  of  the  House  of  Representatives,  of  a 
revised  structure  for  the  maintenance  and  operation  appropriation  for  the  Army. 
The  fiscal  year  1958  budget  is  to  be  submitted  with  all  pertinent  costs  of  some 
35  identifiable  programs,  each  complete  in  itself.  During  fiscal  year  1957,  the 
Army’s  efforts  in  this  would  be  devoted  toward  making  the  transition.  It  is  my 
belief  that  when  this  is  effected  for  the  first  time  we  will  have  a  completely 
understandable  and  largely  simplified  structure  for  the  presentation  of  the  ap¬ 
propriation  request. 

There  are  many  additional  sfteps  being  taken  to  resolve  this  problem  of  making 
an  understandable  budget  and  program  presentation.  One  is  development  of  a 
system  that  gives  proper  measures  of  consumption.  Real  progress  is  being  made 
in  this  direction  by  establishment  of  the  stock  fund  principle  in  all  three  mili¬ 
tary  departments.  This  principle,  simply  stated,  means  that  material  of  a  con¬ 
sumption  nature  taken  off  the  shelf  for  use  is  charged  to  the  current-using  appro¬ 
priation,  thus  providing  both  better  knowledge  and  increased  control  by  the 
Department  and  the  Congress  of  expenditures  in  the  broad  field  of  maintenance 
and  operation. 

Another  step  of  a  similar  nature  is  the  expanding  application  of  the  principle 
of  financing  industrial  and  commercial-type  activities  by  working  capital  funds — 
sometimes  loosely  termed  the  “corporate  principle.”  This  provides  a  customer- 
supplier  relationship  and,  at  the  same  time,  provides  a  simple  and  effective  way 
of  ascertaining  the  costs  of  goods  and  services  produced  by  Government-operated 
activities.  An  additional  large  segment  of  this  program  was  approved  by  the 
House  Appropriations  Committee  in  its  report  on  the  Department’s  request  for 
appropriations  for  fiscal  year  1957. 

The  adoption  of  a  system  providing  for  financial  accounting  for  property  and 
resultant  improvement  in  inventory  management  represents  additional  progress 
toward  the  desired  objectives. 

I  would  like  to  repeat  that  all  of  the  above  are  excellent  steps  under  any  kind 
of  organizational  or  procedural  plan  for  proper  preparation,  presentation,  and  con¬ 
sideration  of  the  Departments’  budget  request,  and  I  am  in  full  accord  with  the 
committee  report  at  the  time  of  enactment  of  title  IV  which  stated  that  “The  per¬ 
formance  budget  does  not  dilute,  but  strengthens,  legislative  control  and  respon¬ 
sibility”  and  again  where  the  committee  said  “As  a  matter  of  fact,  the  perform¬ 
ance  budget  sharpens  congressional  control  over  the  Department  of  Defense  by 
giving  more  comprehensive  and  reliable  information”  and  that  “it  affords  the 
individual  Members  of  Congress  the  means  of  understanding  what  the  Military 
Establishment  is  doing  and  what  the  costs  are.” 
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The  second  part  of  the  overall  problem,  it  seems  to  me,  deals  with  the  organi¬ 
zational  and  procedural  aspects  of  congressional  consideration  of  the  depart¬ 
mental  appropriation  requests.  As  I  mentioned  in  my  testimony  of  March  27, 
I  do  not  believe  it  would  he  particularly  helpful  to  consider  a  plan  which  con¬ 
templated  congressional  staff  representation  in  the  course  of  the  preparation  and 
formulation  of  requests  to  be  made  of  the  Congress,  to  the  extent  of  participating 
in  decisions  that  were  being  made  as  to  executive  branch  recommendations  which 
were  subsequently  to  be  made  to  the  Congress. 

During  my  testimony  I  did  state,  however,  and  would  like  to  repeat,  that  I 
have  personally  felt  that  it  would  be  helpful  if  the  Appropriations  Committees, 
simpler  method  of  understanding  the  various  aspects  of  our  programs  and  the 
underlying  policies  related  thereto,  and  that  a  small  staff  of  specialists  in  the 
various  fields  of  procurement,  personnel  research,  etc.,  might  be  of  substantial 
assistance  to  the  committees.  Presently,  the  competent,  hardworking  staffs  of 
the  two  Appropriations  Committees  have  little  time  to  pursue  on  a  continuing 
and  specialized  basis  the  underlying  aspects  of  the  many  various  important 
programs  of  the  Department. 

In  the  past,  the  committee  chairmen  have,  on  numerous  occasions,  named  what 
might  be  termed  “ad  hoc”  committees  or  groups  to  examine  our  requests  and  the 
underlying  policies.  For  the  most  part,  the  personnel  choseu  from  outside  sources 
have  been  competent,  but  in  each  instance  have  had  the  disadvantage  of  having 
to  pick  up  from  the  beginning  and  file  their  reports  at  the  end  of  2  or  3  months. 
It  would  seem  to  me  that  rather  than  depend  on  short-time  specialists’  efforts 
in  this  regard,  the  committees  could  be  assisted  by  a  small  group  of  specialists 
working  on  a  continuing  basis  under  the  supervision  of  the  present  staff  directors 
to  analyze  requests  and  relate  them  to  underlying  policies,  thus  providing  com¬ 
mittee  members  with  less  individual  effort  on  their  part  with  the  basis  for  a 
comprehensive  understanding,  review,  and  interrogation.  Naturally,  from  the 
point  of  view  of  the  Department,  it  would  be  helpful  if  such  a  continuing  analysis 
and  review  could  be  made  by  a  single  group  under  the  joint  staff  direction  of  both 
committees.  However,  the  manner  and  the  extent  to  which  the  Appropriations 
Committees  desire  to  pursue  their  analysis  and  review  is  a  matter  entirely  within 
their  province. 

W.  J.  McNeil. 

Mr.  McNeil.  Would  I  be  getting  into  hot  water  if  I  suggested - 

Senator  Symington.  We  can  go  off  the  record. 

Mr.  McNeil.  In  such  a  statement  that  it  would  be  nice  if  the  two 
committees  could  have  a  single  staff.  Is  that  asking  too  much  ? 

Senator  Symington.  Not  at  all. 

Mr.  McNeil.  I  do  not  mean - 

Senator  Symington.  I  do  not  know  that  it  would  be  agreed  to,  but  I 
personally  see  no  objection  to  it.  It  would  just  be  a  question  of  the  divi¬ 
sion  of  the  legislative  responsibility,  just  as  we  talk  about  the  division 
of  powers  in  other  matters.  Nobody  in  the  Government  has  had  as 
much  experience  as  you  have  had  now  in  this  feature  of  the  overall 
Defense  Department  picture,  because  you  have  been  with  it  since  the 
beginning  and  you  had  great  experience  before  the  three  services  were 
combined  into  the  Department  of  Defense.  I  think  the  subcommittee 
would  be  tremendously  interested  in  anything  that  you  might  have 
today  on  any  basis  as  to  how  the  Congress  can  have  a  better  chance 
to  analyze  the  budget  before  we  are  obligated  to  pass  on  it. 

Mr.  McNeil.  I  would  be  glad  to,  sir. 

Senator  Symington.  On  the  military  budget. 

Mr.  McNeil.  Incidentally,  when  I  mentioned  one  staff,  I  did  not 
mean  that  each  Appropriations  Committee  would  not  have  its  own 
staff  to  handle  their  respective  bills.  I  was  merely  thinking  of  the 
single  staff  for  specialists  in  these  different  technical  or  program  fields. 

Senator  Symington.  I  understand  that.  And  the  whole  budget 
system  in  the  Congress  is  a  fluid  and  functional  one,  where  there  is 
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a  close  relationship  that  ultimately  becomes  completely  identified  as 
a  result  of  conferences  in  the  event  of  possible  disagreements. 

Hr.‘  McNeil.  Yes.  I  would  like  to  think  our  budget  would  be 
accepted  by  the  Congress  on  the  basis  of  knowledge  that  it  was  sound 
all  the  way  through  and  there  were  good  reasons  for  things  that  were 
being  done. 

Continuing  with  section  2  (b)  of  the  bill,  this  section  would  amend 
section  113  of  the  Budget  and  Accounting  Act  to  require  each  agency 
to  maintain  its  accounts,  on  an  accrual  basis  in  accordance  with  stand¬ 
ards  prescribed  by  the  Comptroller  General,  to  show  currently,  com¬ 
pletely.  and  clearly  the  costs,  resources,  and  liabilities  of  such  agency. 
It  is  further  provided  that  the  accounting  system  required  shall  in¬ 
clude  monetary  property  accounting  records.  These  accounting  re¬ 
quirements  naturally  should  accompany  the  use  of  the  cost  basis  of 
budgeting. 

It  is' doubtless  not  intended  to  imply  that  an  agency  should  maintain 
its  accounts  exclusively  on  an  accrual  basis,  because  that  would  mean 
the  agency  would  not  maintain  its  accounts  on  the  basis  of  available 
appropriations  and  administrative  subdivisions  thereof  in  the  manner 
otherwise  directed  by  the  Congress  in  order  to  prevent  the  overobliga¬ 
tion  of  funds  and  incurring  of  deficiencies  prior  to  the  recording  of 
costs  or  liabilities  in  the  accounts  on  the  accrual  basis.  In  order  to 
adequately  control  its  funds,  each  agency  must  continue  to  account 
for  obligations  incurred  in  advance  of  costs.  In  other  words,  it  must 
go  beyond  the  accrual  basis  of  accounting  as  generally  practiced  in 
industry. 

Senator  Symington.  Now,  I  am  sorry,  but  I  do  not  quite  under¬ 
stand  that—  m 

In  order  to  adequately  control  its  funds,  each  agency  *  *  * 

When  you  use  the  word  “agency,”  do  you  mean  each  service? 

Mr.  McNeil.  Each  department. 

Senator  Symington.  Each  department;  each  service,  in  effect. 

Mr.  McNeil.  Yes. 

Senator  Symington.  Including  the  Department  of  Defense? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  You  could  consider  the  Marine  Corps  from 
this  standpoint  as  part  of  an  agency? 

Mr,  McNeil.  Yes,  sir;  or  any  other  executive  department. 

Senator  Symington.  I  see.  You  say : 

In  order  to  adequately  control  its  funds,  each  agency  must  continue  to  account 
for  obligations  incurred  in  advance  of  costs.  In  other  words,  it  must  go  beyond 
the  accrual  basis  of  accounting  as  generally  practiced  in  industry. 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  I  am  not  quite  sure  I  understand  that. 

Mr.  McNeil.  Well,  if  Congress  provides  us  $1  billion  to  maintain 
and  operate  1,000  posts,  camps,  and  stations  scattered  around  the 
world,  we  cannot  use  over  $1  billion.  We  must  have  the  mechanism  to 
see  that  we  do  not. 

Senator  Symington.  Unless  you  come  in  for  a  supplemental. 

Mr.  McNeil.  Yes,  that  is  correct.  But  would  the  Congress  desire  us 
to  let  each  station  commander  spend  whatever  he  chose  on  an  accrual 
basis  and  then  add  up  the  costs,  and  if  we  are  short,  come  up  and  ask 
for  more  money? 
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Senator  Symington.  Yes.  Rut  1  used  to  have  about  100  distribu¬ 
tors  all  over  the  country,  and  they  were  given  certain  allowances. 
Believe  me,  there  was  no  idea  that  we  would  approve  any  excess  above 
that  allowance  unless  they  came  to  us  and  justified  it. 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  So  I  do  not  quite  see  the  difference  between  the 
cost  control  of  industry  and  the  cost  control  of  Government  in  that 
particular  case. 

Mr.  McNeil.  There  is  a  difference.  It  is  not  too  great  a  difference. 
But  many  people,  when  they  loosely  talk  about,  “Well,  we  will  just  go 
on  the  accrual  basis,”  think  that  is  the  solution.  But  there  must  be  also 
the  mechanism  which  you  use  in  business,  but  in  business  if  your  sales 
went  up,  you  could  authorize  them  to  go  further  ;  in  our  case,  we  can¬ 
not  do  it'  just  within  ourselves  beyond  the  limit  that  Congress  has 
authorized.  Our  control  has  to  be  a  little  sharper. 

Senator  Symington.  I  see.  You  think  in  business  you  could  do  it 
probably  on  the  premise  that  the  President  had  trust  and  confidence 
of  the  board  of  directors?  You  could  do  it  as  an  Executive  deci¬ 
sion — 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  Whereas  here  under  the  law  you  must  get  the 
approval  of  your  board  of  directors,  which  in  this  case  is  the  Con¬ 
gress  :  is  that  your  point  ? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  I  see. 

Mr.  McNeil.  Therefore,  our  control  has  to  be  a  bit  more  precise. 

Senator  Symington.  And  formal? 

Mr.  McNeil.  And  formal. 

Senator  Symington.  I  see. 

Mr.  McNeil.  That  is  really  the  point  we  are  making. 

Senator  Symington.  I  think  I  stopped  you  at  ‘‘moreover.” 

Mr.  McNeil.  Moreover,  it  is  necessary  that  each  agency  shall  main¬ 
tain  accounts  on  a  cash  basis,  as  also  required  by  the  Congress,  in 
accounting  for  appropriations  on  the  books  of  the  Treasury,  in  de¬ 
termining  the  annual  cash  surplus  or  deficit  of  the  Government  as  a 
whole,  and  in  order  to  account  for  expenditures  in  relation  to  amounts 
budgeted. 

There  has  also  been  some  misunderstanding  on  the  part  of  some 
accountants  outside  the  Federal  Government  of  the  special  account¬ 
ing  needs  of  the  Government  and  some  impatience  with  the  mainte¬ 
nance  of  the  obligation  and  expenditure  bases  of  accounting. 

Senator  Symington.  Now,  you  were  so  clear  in  your  previous  defini¬ 
tion  that  I  would  appreciate  your  dwelling  on  this  a  little  bit. 

Mr.  McNeil.  Well,  during  discussions  with  several  groups  from 
outside  accounting  firms,  and  some  from  business,  there  has  been 
some  impatience  with  the  fact  that  we  felt  we  had  to  maintain  control 
over  obligations,  and  to  see  that  we  did  not  obligate  more  than  Congress 
gave  us  for  a  particular  service  or  program. 

Senator  Symington.  This  bill  from  that  standpoint  would  help 
you  a  little  bit,  would  it  not  ? 

Mr.  McNeil.  I  do  not  see  where  it  would  help  it,  sir.  I  do  not 
believe  that  would  change. 

Senator  Symington.  Well,  let  us  see,  now.  You  would  have  a 
direct  return  on  your  expenditure  situation  on  the  basis  of  one-fifth  of 
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a  5-year  program.  That  might  tend  to  make  you  more  careful  in 
your  estimating,  that  you  say  has  been  so  much  improved,  as  against 
your  actual  needs.  I  think  that  is  pretty  direct.  I  will  agree  with 
you. 

Mr.  McNeil.  There  have  been  those  also  who,  while  recognizing 
requirements  for  maintenance  of  accounts  on  the  basis  of  obligations 
and  expenditures,  have  proposed  the  maintenance  of  separate  account¬ 
ing  systems  on  the  accrual  basis,  including  resources,  liabilities,  and 
cost  of  operations,  independent  of,  or  overlapping  the  accounting  for 
the  appropriated  funds  for  which  the  agency  is  accountable.  In  gen¬ 
eral,  it  is  usually  proposed  that  such  separate  accounts  be  reconciled 
with  the  appropriated  fund  accounts  so  far  as  obligations  and  costs 
a, re  concerned,  but  generally  there  is  no  consideration  given  to  account¬ 
ing  for  resources  and  liabilities  in  relation  to  the  specilic  appropriation 
and  fund  subdivisions. 

I  can  add  a  bit  to  that.  We  have  had  several  proposals  made  that 
accounting  should  be  done  on  the  accrual  basis  without  regard  to  the 
source  of  funds.  We  believe  that  any  accounting  system  we  establish 
on  the  cost  basis  must  tie  in  to  the  way  you  people  give  us  the  money, 
and  do  it  in  a  single  system. 

I  hate  to  take  the  time  of  your  subcommittee  with  this  type  of  de¬ 
tailed  discussion,  but  this  is  one  of  the  points  that  has  caused,  I  would 
say,  some  delay  in  going  ahead  with  a  firm  program  for  fiscal  improve¬ 
ment  in  the  executive  department. 

Senator  Symington.  As  long  as  you  understand  my  position  on  this, 
speaking  for  myself  only,  I  do  not  think  you  can  have  a  more  impor¬ 
tant  hearing  than  this  on  the  Hill,  because  if  we  do  not  somehow  get 
the  record  out  so  that  we  start  building  in  the  Department  of  Defense 
on  the  basis  of  progress,  the  free  world,  from  the  standpoint  of  de¬ 
fense,  is  going  to  lose.  And  the  only  way  I  know  to  earn  more  money 
if  your  sales  stay  the  same  and  you  have  these  long-term  programs,  is 
to  reduce  your  costs. 

So  what  we  are  really  talking  about  here  is  how  to  get  more  defense 
for  the  taxpayers’  dollar ;  is  that  not  correct? 

Mr.  McNeil.  That  is  correct,  sir. 

Senator  Symington.  And  what  could  be  more  important  than  that, 
with  the  whole,  concept  of  our  way  of  life  in  the  balance?  So  don’t  you 
worry  about  the  time  you  take. 

Mr.  McNeil.  This  gets  a  bit  on  the  technical  side,  and  I  did  not 
want  to  lead  you  in  too  much  detail.  But  we  are  getting  at  the  heart 
of  some  of  the  reasons  we  have  not  adopted  the  incomplete  accrual 
plan  and  gone  ahead  with  it,  I  believe. 

While  we  agree  that  the  use  of  the  accrual  basis  of  accounting  is 
desirable  to  the  extent  of  providing  the  same  basis  of  accounting  as  re¬ 
quired  for  budgeting  on  a  cost  basis,  we  believe  it  is  important  that 
there  be  no  indication  in  the  bill  of  either  implying  possible  elimination 
of  the  obligation  and  expenditure  basis  of  accounting  for  funds  or  any 
possible  requirement  to  duplicate  such  accounting  through  the  use  of 
another  system,  even  with  the  understanding  that  there  be  reconcilia¬ 
tions'  between  the  two  systems.  The  accrual  basis  of  accounting  can 
be  integrated  within  the  basis  of  fund  accounting  without  the  use 
of  any  separate  system  of  accounts,  nor  requirement  for  a  reconcilia¬ 
tion  between  separate  cost  and  obligation  accounts.  Such  integration 
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is  often  facilitated  by  the  use  of  revolving  funds,  as  in  the  Department 
of  Defense,  for  financing  inventories  of  consumable  materiel  and  pro¬ 
duction  of  goods'  and  services  in  industrial  and  commercial-type 
activities,  for  sale  to  activities  financed  by  appropriated  funds. 

The  proposed  bill  would  provide  that  the  Comptroller  General  pre¬ 
scribe  standards  for  implementing  the  provisions  for  establishing  the 
accrual  basis  of  accounting.  We  believe  this  responsibility  should  be 
m  the  executive  branch  of  the  Government,  in  the  Director  of  the  Bu¬ 
reau  of  the  Budget.  Such  standards  are  not  separable  from  standards 
for  the  cost  basis  of  budgeting. 

Senator  Symington.  Let  us  get  into  that  just  a  minute  here:  “The 
proposed  bill  would  provide  that  the  Comptroller  General  prescribe 
standards  for  implementing  the  provisions  of  establishing  the  accrual 
basis  of  accounting.” 

Now,  what  do  you  mean  by  that,  Mr.  McNeil  ?  That  is  nice  language 
there,  but  I  can’t  quite  follow  it. 

Mr.  McNeil.  It  is  stated  in  section  2  (b)  of  the  bill,  and  my  point 
that  I  wanted  to  make,  sir,  was  along  the  lines  we  discussed  about  an 
hour  ago.  I  think  we  have  accounting  tie-in  to  a  financial  structure 
in  such  a  way  as  to  encourage  or  force  management  decisions.  And 
there  is  too  much  of  a  tendency  sometimes  to  develop  accounting  for 
accounting’s  sake— to  see  that  two  columns  balance - 

Senator  Symington.  I  will  agree  with  that. 

Mr.  McNeil.  Instead  of  gearing  it  so  that  the  boss  can  better  rim 
the  business. 

Senator  Symington.  I  wall  agree  with  that.  In  other  words,  it  is 
a  straight  recording  proposition  to  assure  that  you  have  not  done 
anything  unethical  or  illegal,  but  no  real  effort  to  improve  your 
performances  or  your  operations  as  a  result  of  the  figures  that  you 
hav°  recorded;  is  that  correct? 

Mr.  McNeil.  And  while  the  Comptroller  General  has  some  very 
excellent  people,  and  he  himself.  I  think,  is  quite  competent,  my  point 
is  this,  that  the  emphasis  there  in  that  agencv  must  be,  and  properly 
should  be,  on  accounting  and  audit.  But  I  think  the  emphasis  in 
our  Department  has  to  be  on  getting  figures  that  help  senior  com¬ 
manders,  secretaries,  and  managers  to  be  better  able  to  run  the 
business. 

So  I  would  like  to  put  the  emphasis  on  that,  but  certainlv  would 
expect  the  Comptroller  General  to  examine  them  to  see  whether  they 
satisfied  good  accounting  objectives— that  is  fine— and  if  they  did  not 
take  action  with  you  people  to  bring  us  into  line. 

That  is  all  right.  But  I  want  to  repeat,  I  want  the  emphasis  on 
accounting  to  run  the  business,  and  not  for  accounting’s  sake  alone. 

Senator  Symington.  I  would  like  to  make  a  comment.  But  before 
I  do.  would  vou  complete  reading  at  the  top  of  page  9  ? 

Mr.  McNeil.  I  did  not  understand  you. 

Senator  Symington.  I  said,  I  think  you  stopped  at  “we  believe”  at 
the  top  of  nage  9. 

Mr.  McNeil.  Yes.  I  have  just  covered  the  balance  of  that  para¬ 
graph  m  mv  comments,  sir. 

S°nafr>r  Symington.  Will  vou  read  it  again  to  be  sure? 

Mr.  McNeil.  We  believe  that  this  responsibilitv  should  be  in  the 
executive  branch  of  the  Government,  I  think  in  the  Director  of  the 
Bureau  of  the  Budget. 
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The  standards  for  accounting,  I  think,  have  to  be  such  that  they  tie 
in  to  the  cost  basis  of  budgeting,  or  whatever  system  of  budgeting 

you  are  using.  , .  ,  , 

What  I  am  really  saying  is  that,  I  think  it  is  an  executive  branch 

job,  because  it  is  a  management  job. 

Senator  Symington.  Nobody  has  more  respect  for  the  General  Ac¬ 
counting  Office  than  I  have  under  its  great  former  manager,  the 
Honorable  Lindsay  Warren,  and  also  under  its  present  fine  man¬ 
ager,  the  present  Comptroller.  But.  what  you  are  saying  here  is  that 
vou  believe  that  the  functioning  cost  systems  incident  to  the  handling 
of  the  Department  of  Defense  are  an  administrative  matter  for  the 
executive  branch  if  you  are  going  to  get  management  control  through 
cost  control ;  is  that  correct? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  And  you  do  not  believe  that  the  (Ten  era  I  Ac¬ 
counting  Office  should  reach  into  the  methods  used,  although  they, 
of  course,  have  full  supervision  over  the  results? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  Is  that  correct? 

Air  McNeil  Ygs  sir. 

Senator  Symington.  I  am  inclined  to  agree  with  you  on  the  prin¬ 
ciple  involved. 

Air  McNeil.  Ygs  sir. 

I  want  to  add  that  the  Comptroller  General  and  the  General  Ac¬ 
counting  Office  have  been  of  great  help  to  us,  back  during  the  war 
and  since.  That  is  why  I  said  that  they  have  some  very  fine  people. 

Senator  Symington.  There  is  no  better  organization  in  Govern- 

m<Mr.  McNeil.  I  do  not  think  they  need  confine  themselves  strictly 
to  audit  in  the  narrow  sense,  but  rather  audit  and  reporting  to  you 
as  the  board  of  directors,  as  to  whether  our  systems  are  working,  and 

so  forth.  That  is  fine.  . 

Senator  Symington.  And  if  tliey  get  too  far  into  tlie  details  ot 
your  method  of  cost  control  or  management  control  through  cost 
control,  then  in  effect  they  are  assuming  an  authority  for  which  they 
do  not  have  the  responsibility  ? 

Mr.  McNeil.  That  is  correct,  sir. 

Senator  Symington.  Is  that  right? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  I  might  add,  Senator,  that  the  Secretary  and 
I  have  never  discussed  this  matter  before.  At  least,  if  we  have,  it 
was  not  less  than  6  years  ago. 

Mr.  McNeil.  Six  years  ago. 

Senator  Martin.  You  are  doing  all  right. 

Mr.  McNeil.  For  these  reasons  we  suggest  a  complete  restatement 
of  the  proposed  section  113  (c)  as  follows— something  along  these 
lines : 

(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection, 
the  head  of  each  executive  agency  shall,  in  accordance  with  standards  pre¬ 
scribed  by  the  Director  of  the  Bureau  of  the  Budget,  cause  the  accounts  of 
such  agency  to  be  so  maintained  as  to  show  completely  and  clearly  all  expend¬ 
able  resources,  liabilities,  available  balances,  and  costs  incurred  as  well  as  obli¬ 
gations  incurred,  under  each  appropriation  and  allocation  or  allotment  thereof, 
with  a  view  to  facilitating  the  preparation  of  agency  reports  to  include  cost 
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data  .as  required  by  section  21fi  of  the  Budget  and  Accounting  Act  of  1921. 
Iu  addition,  the  accounting  system  required  shall  include  adequate  monetary 
property  accounting  records,  integrated  with  the  appropriated-fund  accounts. 
Wherever  desirable  to  facilitate  this  integration,  the  use  of  revolving  funds 
shall  be  encouraged  to  finance  procurement  and  inventories  of  consumable  ma¬ 
teriel  and  production  of  goods  and  services  for  sale  on  a  reimbursable  basis 
to  consuming  activities  linanced  by  appropriated  funds. 

1  want  to  touch  on  a  point  there.  In  my  experience,  I  have  found 
that  the  use  of  revolving  funds  to  maintain  inventories  of  consump¬ 
tion-type  materiel  is  one  of  the  greatest  steps  forward  in  encouraging 
both  better  management  of  inventories,  the  adoption  of  better  mer¬ 
chandising  methods,  as  well  as  providing  one  of  the  finest  methods 
for  measuring  the  value  of  materiel  consumed  in  getting  a  job  done, 
and  it  is  virtually  automatic.  It  is  virtually  automatic  because  when 
it  is  sold  for  consumption,  you  have  a  measure  of  what  it  has  taken  to 
get  that  job  done.  And  in  effect  it  fits  right  into  a  system  of  budgeting 
on  the  basis  of  cost  of  consumption. 

Senator  Symington.  Yes. 

Mr.  McNeil.  So  we  feel  that  every  place  where  we  have  established 
a  revolving  fund,  we  have  made  real  profit  for  Uncle  Sam. 

It  takes  some  time  to  shake  it  down,  and  people  have  to  set  used  to 
handling  it,  but  wherever  it  has  been  installed  and  properly  operated 
it  has  been  working  very  well. 

Now,  section  2  (c)  of  the  act  would  further  amend  the  Budget  and 
Accounting  Act  by  adding  section  120  to  establish  in  the  Bureau  of 
the  Budget  under  the  supervision  of  the  Director  thereof,  a  staff 
Office  of  Accounting,  the  head  of  which  shall  be  the  Assistant  Director 
of  Accounting. 

The  Department  of  Defense  sees  merit  in  this  recommendation  from 
the  standpoint  that  it  would  provide  a  better  means  of  effecting 
improved  integrated  budgeting  and  accounting  for  the  Government 
as  a  whole,  and  this  would  have  an  impact  upon  the  Department  of 
Defense  as  well  as  other  Government  agencies.  Logically,  the  func¬ 
tions  of  budgeting  and  accounting  improvements  go  hand  in  hand 
and  both  are  properly  placed  within  the  executive  branch  of  the 
Government.  Therefore,  if  legislation  is  believed  necessary,  we  be¬ 
lieve  it  desirable  that  the  Budget  and  Accounting  Act  be  amended, 
consistent  with  the  establishment  of  this  function  in  the  Bureau  of 
the  Budget,  to  provide  that  all  budgeting  and  accounting  principles 
and  standards  should  be  established  by  the  Director  of  the  Bureau  of 
the  Budget  in  the  executive  branch  of  the  Government  rather  than  by 
the  Comptroller  General. 

And,  I  might  add,  for  the  reasons  we  discussed  a  moment  ago. 

Senator  Symington.  Yes.  In  effect,  the  General  Accounting  Office 
is  an  arm  of  the  Congress ;  is  it  not  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  And  the  Director  of  the  Bureau  of  the  Budget 
is  an  arm  of  the  executive  ? 

Mr.  McNeil.  That  does  not  mean  that  day  after  day  they  cannot 
be  very  helpful,  and  we  might  turn  to  them  for  assistance  some  time. 

Senator  Symington.  Yes. 

Mr.  McNeil.  The  proposed  bill  would  also  amend  the  Budget  and 
Accounting  Act  by  adding  section  121  which  would  establish  require¬ 
ments  for  the  head  of  each  executive  agency  to  appoint  a  comptroller 
to  be  directly  responsible  to  him. 
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Senator  Symington.  Who  is  “him”  ? 

Mr.  McNeil.  That  is  intended  to  mean  the  head  of  the  agency,  each 
department  of  Government. 

Senator  Symington.  In  other  words,  it  would  refuse  him  the  power 
of  executive  delegation;  is  that  right? 

Mr.  Bordner.  No. 

Mr.  McNeil.  No.  I  think,  sir,  we  have  used  the  word  “him”  and 
we  should  have  said  “the  comptroller  responsible  to  the  head  of  such 
executive  agency.”  We  are  just  defining  “him.” 

Senator  Symington.  Yes.  But  when  you  say  “the  head  of  such 
executive  agency,”  you  preclude  his  being  able  to  delegate  that  respon¬ 
sibility  to  anybody  in  the  department;  do  you  not? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  And  that  is  a  management  decision  that  you 
are  going  to  establish  by  legislation ;  is  it  not? 

Mr.  McNeil.  Yes;  that  would  be  the  result  of  it.  However,  I 
do  feel  that  the  Comptroller  in  our  Department,  the  Comptroller 
of  the  Air  Force,  should  report  to  the  head  of  the  Department,  and 
in  the  field  the  Comptroller  should  report  to  the  commander. 

Senator  Symington.  But  then  you  get  into  this  problem  that  we 
had,  where  the  question  was :  Was  he  to  be  a  civilian  or  was  he  to  be 
a  military  man?  And  I  think  we  decided  that  if  the  No.  1  man 
was  to  be  a  civilian,  the  No.  2  man  had  to  be  a  military  man,  and  vice 
versa;  is  that  right? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  Is  that  still  the  way  it  is  ? 

Mr.  McNeil.  That  is  still  the  way  it  is.  But  I  did  not  care  whether 
he  was  military  or  civilian,  as  long  as  we  got  the  best  man  for  the  job. 

Senator  Symington.  Yes.  But  my  only  point  is  that  if  you  have  a 
lieutenant  general  as  the  Comptroller,  it  is  pretty  difficult  to  segre¬ 
gate  him  from  the  chain  of  command  and  put  him  under  the  Secretary 
of  the  Air  Force  or  the  Secretary  of  the  Navy.  This  would  seem 
to  be  an  arbitrary  law  that  that  is  what  you  have  to  do  if  you  made  a 
military  man  Comptroller. 

Mr.  McNeil.  Well,  that  problem  would  arise,  sir.  Of  course,  in 
title  IV  of  the  National  Security  Act,  we  already  have  this  legislation 
in  the  Department  of  Defense. 

Senator  Symington.  When  the  subject  came  up,  I  think  that  some 
of  us  felt  that  the  important  thing  to  do  was  to  get  the  right  man, 
and  not  to  have  any  arbitrary  establishment  that  he  had  to  be  a  civilian 
or  he  had  to  be  a  military  man. 

Mr.  McNeil.  Of  course,  since  then,  Congress  has  established  ip 
Army,  Navy,  and  Air,  an  Assistant  Secretary  for  Financial  Manage¬ 
ment,  and  that  gets  us  into  one  more  facet  of  this  problem. 

Senator  Symington.  That  is  right.  I  can  see  that. 

Mr.  McNeil.  Is  “financial  management”  a  broader  term  than  the 
word  “comptroller”  ? 

Senator  Symington.  Yes. 

Mr.  McNeil.  If  a  comptroller  is  merely  to  see  that  the  facts  and 
figures  are  together,  that  is  one  job.  Then,  next  comes  the  analysis 
of  the  programs  to  show  progress,  efficiency,  and  so  forth,  and  it 
gets  a  bit  broader  than  sometimes  is  considered  the  definition  of 
a  “comptroller.” 
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Senator  Symington.  Running  through  this  bill  and  analyzing  it  in 
your  statement  here,  it  seems  to  me  that  you  are  trying  to  legislate 
management  functions.  That  may  be  an  oversimplification. 

Mr.  McNeil.  I  believe  this  bill — we  are  trying  not  to  be  too  critical 
of  it,  but  certainly  it  does — and  I  think  most  of  these  are  things  that 
can  be  done  administratively,  everything  in  the  bill,  partically,  but 
if  you  chose  to  pass  it  or  to  pass  a  bill  of  this  type,  we  were  attempting 
at  least  to  give  our  thoughts  on  it. 

Senator  Symington.  Yes. 

Mr.  McNeil.  This  section  also  provides  certain  specific  functions 
and  duties  of  the  agency  comptrollers. 

We  have  certain  thoughts  to  express  on  this  point.  First,  it  is 
not  necessary  in  the  case  of  Department  of  Defense,  because  title  IV 
of  the  National  Security  Act  covers  this  subject  on  a  much  broader 
basis.  And,  if  this  act  is  passed,  we  feel  it  quite  important  that  this 
proposed  legislation  not  supersede  or  take  the  place  of  title  IV  of 
the  National  Security  Act,  although  I  am  not  sure  that  the  language 
of  the  bill  would  have  that  effect. 

Next,  the  Comptroller’s  functions,  as  provided  by  the  bill  (in  the 
language  of  the  statement  of  the  Department  of  Defense  views) ,  we 
think  greatly  underemphasize  his  budget  responsibilities.  While  his 
accounting  responsibilities  are  important,  as  emphasized  by  the  Com¬ 
mission,  I  think  his  budget  responsibilities  are  even  greater. 

Senator  Symington.  Now,  when  you  say  that,  Mr.  Secretary,  just 
what  do  you  mean  by  that,  “his  accounting  responsibilities  are  ob¬ 
viously  important”;  do  you  mean  his  management  responsibilities 
when  you  talk  about  budget  responsibilities? 

Mr.  McNeil.  No. 

Senator  Symington.  What  do  you  mean  by  that  ? 

Mr.  McNeil.  I  believe  I  describe  that  a  little  later  in  this  para¬ 
graph — 

Senator  Symington.  All  right. 

Mr.  McNeil  (continuing).  If  I  do  not  cover  it  at  this  point. 

Senator  Symington.  I  am  sorry. 

Mr.  McNeil.  We  do  not  think  that  the  Commission’s  report  ade¬ 
quately  set  forth  the  concept  of  the  Comptroller  or,  in  our  case,  the 
Assistant  Secretary  for  Financial  Management  in  Army,  Navy,  or 
Air,  or  Defense,  in  that  he  should  provide  an  independent  review  and 
analysis  of  budgets,  as  well  as  reports  on  performance  and  that  he 
should  assist  the  Secretary  of  the  Department  as  a  coordinator,  in 
reconciling  and  balancing  with  other  programs  the  budget  claims  for 
financial  support  of  the  several  fields  of  operating  interest,  each  pro¬ 
gram  having  its  advocate  at  the  top  level,  and  balancing  those  with 
the  potential  resources  including  the  spending  authority  granted  by 
Congress. 

This  does  not  mean  that  the  Comptroller  or  Assistant  Secretary  for 
Financial  Management  actually  controls  the  operations  or  serves  as 
general  manager  or  is  the  superior  of  his  teammates  who  have  the 
responsibility  for  actual  operations.  The  reason  I  say  that,  is  that  it 
is  the  one  place  in  Army,  Navy,  and  Air  where  all  the  various  programs 
come  together.  I  think  the  analysis  of  the  various  programs  and 
fund  requirements  should  be  given  to  the  Chief  of  Staff  or  the  Secre¬ 
tary,  who  must  make  the  decisions.  The  same  principle  would  apply 
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in  the  case  of  field  commanders.  Ills  job  is  to  analyze  the  programs 
and  present  all  the  facts  in  connection  with  them. 

Senator  Symington.  This  is  one  place  where  I  might  run  into  a 
little  disagreement  with  you,  because,  first,  you  have  the  question  of  the 
Comptroller  and  then  you  say  “or  Assistant  Secretary  for  Financial 
Management.”  That  is  an  internal  problem  so  that  you  do  not  have 
dual  lines  of  responsibility  and  authority  on  an  organizational  chart. 
On  the  other  hand,  the  Comptroller  should  in  no  sense  be  a  policy¬ 
maker.  That  is  correct ;  is  it  not  ? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  And  if  he  is  not  a  policymaker,  then  he  is 
fundamentally  a  staff  man  and  not  an  operating  man.  Would  that 
be  a  fair  statement  ? 

Mr.  McNeil.  That  is  correct. 

Senator  Svmington.  And,  therefore,  his  position  would  be  purely 
one  of  an  advisory  nature  and  he  would  be  used  as  much  or  as  little 
as  his  chief  would  want,  who  would  be  say,  in  your  case,  the  Secretary 
of  Defense,  or  the  Deputy  depending  on  how  you  operate  your  delega¬ 
tion.  It  would  depend  on  how  much  he  wanted  to  use  you. 

Mr.  McNeil.  That  is  correct. 

Senator  Symington.  On  the  other  hand,  as  I  see  it,  if  we  agree  to 
that j  we  do  not  want  to  have  the  law  arbitrarily  rule  out  any  position 
of  policy  that  might  be  delegated  to  you  by  the  Secretary  of  Defense; 
is  that  it? 

Mr.  McNeil.  That  is  correct,  but  a  little  more  than  that.  The  bill 
deals  with  accounting  only;  I  mean  it  emphasizes  accounting.  We 
think  it  is  too  narrow  in  that  respect. 

So,  assuming  that  the  Head  of  the  Agency  chose  to  use  him  only 
as  a  staff  to  get  the  things  together,  to  present  analyses  of  this  or  that 
for  his  use,  and  that  he  had  to  stay  out  of  the  room  whenever  decisions 
were  made — say  you  carried  it  that  far.  Even  so,  the  language  in 
this  bill  emphasizes  accounting  but  not  those  other  facets  which  I  think 
are  very  important,  which  is  an  explanation  of  what  figures  mean. 

Senator  Symington.  In  other  words,  the  bill  emphasizes  the  record¬ 
ing  angle,  as  you  see  it,  at  the  expense  of  the  interpretation  of  account¬ 
ing  to  get  better  management ;  is  that  it  ? 

Mr.  McNeil.  That  is  correct ;  and  performance. 

Senator  Symington.  Now,  of  course,  I  would  like  to  make  it  pretty 
clear  on  the  record  that  there  have  been  comments  that  there  is  already 
too  much  control  by  the  Comptroller.  Someone  has  said  that  he  who 
controls  the  purse  strings,  controls  all,  and  we  have  heard  some  criti¬ 
cism  of  the  functioning  in  the  Department  of  Defense  on  the  basis  that 
the  Office  of  the  Comptroller  was  abnormally  predominant  on  the 
organizational  chart.  Would  you  like  to  comment  on  that? 

Mr.  McNeil.  I  have  heard  that,  too,  sir. 

Senator  Symington.  Do  you  believe  it  is  justified  ? 

Mr.  McNfil.  No,  sir;  I  do  not.  I  will  say  this,  that  the  money 
function  is  frequently  the  target  of  a  rifle  shot  where  perhaps  a  shot¬ 
gun  should  be  used.  One  reason  for  that  comment  is  that  decisions 
are  frequently  implemented  through  the  money  channel  even  though 
the  money  people  did  not  make  the  decision. 

Senator  Symington.  In  other  words,  if  the  Secretary  of  Defense 
decides  to  put  a  money  ceiling  on  the  three  services  he  has  got  to 
establish  that  ceiling  by  giving  instructions  to  his  comptroller? 
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Mr.  McNeil.  That  is  correct. 

Senator  Symington.  Would  it  be  in  order  at  this  technical  hearing 
to  ask  if  the  Secretary  of  Defense  has  been  putting  ceilings  on  the 
Department  of  Defense  or  on  each  of  the  three  services  ? 

If  my  distinguished  colleague  from  Iowa  said  that  that  is  not  a 
proper  question  for  this  hearing,  I  would  be  the  first  to  withdraw  the 
question. 

Senator  Martin.  I  have  no  objection. 

Senator  Symington.  All  right,  there  is  no  objection.  How  about 
that? 

Mr.  McNeil.  Not  in  the  form  that  I  think  you  have  in  mind. 

Senator  Symington.  Now,  don’t  guess  as  to  what  I  think,  you  say 
what  you  think. 

Mr.  McNeil.  All  right;  not  as  to  a  total;  there  have  been  none. 

Senator  Symington.  Not  as  to  a  total  ? 

Mr.  McNeil.  A  total. 

Senator  Symington.  When  you  say  “total”  do  you  mean  a  total  for 
each  service  ? 

Mr.  McNeil.  That  is  right.  Now,  on  individual  programs  in  dif¬ 
ferent  parts  of  the  world,  or  different  programs,  “let  us  keep  it  to  this 
figure  until  we  see  where  we  are  going.”  Yes.  that  happens  as  far  as 
individual  management  decisions  time  after  time,  and  I  think  it  is 
all  right. 

Senator  Symington.  You  have  to  establish  a  total  for  the  Depart¬ 
ment  of  Defense,  do  you  not? 

Mr.  McNeil.  That  is  right.  Well,  we  haven’t  had  any  ceilings  in 
the  form  in  which  we  used  to  have  the  budget  ceilings  set  at  the  begin¬ 
ning  of  the  year.  We  haven’t  had  those  in  the  last  C  years. 

Senator  Symington.  In  other  words,  you  have  not  had  the  Depart¬ 
ment  of  Defense  say,  “all  the  money  that  we  are  told  by  the  executive 
branch,  tire  President,  and  the  Secretary  of  the  Treasury  and  the 
Bureau  of  the  Budget,  the  three  who  have  the  most  interest  with  the 
President’s  authority” — you  have  not  heard  anybody  say,  “all  the 
money  that  we  can  spend  in  the  Department  of  Defense  is  so  much 
for  this  fiscal  year”? 

Mr.  McNeil.  No. 

Senator  Symington.  And,  therefore,  you  have  not  had  the  Secre¬ 
tary  of  Defense  say  for  each  service  or  any  of  the  services,  “This  is 
all  the  money  you  can  spend  for  this  year”  ? 

Mr.  McNeil.  No.  As  a  figure  which  it  is  hoped  will  me  reached, 
yes,  but  no  ceilings  in  the  form  that  we  used  to  have  when,  for  exam¬ 
ple — I  think  you  will  recall  in  1948  and  1949 — we  had  a  specific  flat 
dollar  ceiling  before  we  even  started  to  prepare  the  budget. 

Senator  Symington.  Yes. 

Mr.  McNeil.  Even  after  the  budget  was  passed,  we  at  times  had  a 
flat,  dollar  ceiling  on  the  amounts  we  were  to  spend  during  the  year. 

Senator  Symington.  And  I  thought  that  was  wrong. 

Mr.  McNeil.  We  have  not  had  ceilings  in  that  form,  although  cer¬ 
tainly  there  have  been  statements  as,  “we  hope  you  can  keep  in  this 
general  ball  park”,  but  no  ceilings  like  the  old - 

Senator  Symington.  If  you  had,  say,  five  component  parts  to  the 
Navy,  and  you  said  “each  component  part  can  spend  only  so  much,” 
in  effect,  would  you  not,  after  you  added  those  all  up  be  saying  to  the 
Navy  that  “you  can  only  spend  so  much”  ? 
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Mr.  McNeil.  We  have  not  had  a  blank  check  but  neither  have  we 

had  a  rigid  ceiling.  . 

What  I  am  really  trying  to  say  is  that,  ‘'Now,  what  do  you  think  is 
the  least,  or  what  do  you  think  it  will  take  to  carry  out  this  general 
program?  Well,  the  amount  will  come  out  so  much.” 

“Can't  we  get  that  down  a  little  bit?  We  will  set  that  for  you  as 
a  target  to  try  to  reach.” 

But  there  has  not  been  any  mandatory  ceiling  such  as  we  used  to 
have. 

Senator  Symington.  I  do  not  want  to  belabor  the  question,  but  let 
us  take  this  situation.  We  have  had  unclassified  information  given 
to  us  that  the  Air  Force  asked  for  so  much  money  for  1957  and  the 
Navy  asked  for  so  much  money,  and  the  Army  asked  for  so  much 
money,  and  in  each  case  that  request  for  money  was  materially  re¬ 
duced.  I  believe,  also,  that  it  was  reduced  in  at  least  one  case,  heavily, 
in  the  Department  in  question  before  it  was  even  presented  to  the 
Secretary  of  Defense. 

Mr.  McNeil.  I  think  that  is  true  in  all  three. 

Senator  Symington.  Was  it  true  in  all  three? 

Mr.  McNeil.  Yes. 

Senator  Symington.  If  that  is  true,  weren't  you  establishing  a 
ceiling?  It  is  sort  of  like  the  chicken  and  the  egg  but,  nevertheless, 
are  you  not  establishing  a  ceiling  first  in  the  departments  from  the 
standpoint  of  the  civilian  over  the  military,  and  then  another  ceiling 
of  the  top  civilian  over  the  three  services? 

Mr.  McNeil.  No,  I  do  not  believe  it  works  quite  like  that,  sir.  I 
think  you  will  find  in  this  rather  indefinite  field  in  which  we  are  work¬ 
ing — by  “indefinite”  I  mean  nobody  knows  for  sure  whether  this  equip¬ 
ment  is  quite  ready  to  buy  or  exactly  what  the  opposition  is  going  to 
do,  or  when,  or  if  certain  things  will  happen — initial  estimates,  pre¬ 
pared,  let  us  say,  at  subordinate  commands,  are  based  upon  their  in¬ 
terpretation  of  perhaps  some  broadly  written  guidelines  which  in¬ 
clude  the  words,  “see  that  we  have  adequate  reserves.” 

Well,  adequate  reserves  can  mean  anything  up  to  5  years,  as  an 
example.  Perhaps  the  general  policy  will  be  that  “adequate”  reserves 
are  desired,  but  “adequate”  reserves  might  be  considered  a  year’s 
supply  on  hand,  although  when  it  is  translated  at  a  lower  echelon  of 
a  bureau,  tech  service,  or  command,  “adequate”  means,  say,  enough  for 
5  years. 

In  reviewing  estimates  the  initial  figure  is  brought  down  to  a  figure 
which  conforms  to  the  basic  decision  that  we  will  have  6  months’  or  a 
year’s  reserves  of  this  type  of  material.  You  will  have  a  reduction  in 
dollars.  Without  anybody  intentionally  padding  the  thing  initially. 
It  does  not  bother  me  initially  to  see  a  statement  of  the  aggregate  that 
anybody  would  like,  whether  they  can  justify  it  in  good  conscience  or 
not,  although  it  is  difficult  to  handle  and  causes  problems. 

I  recall  many  such  instances.  I  recall  an  instance  back  in  1952  or 
1953,  and  it  serves  today — there  was  a  general  policy  that  we  wanted 
some  mobilization  reserves  of  Army  equipment.  But  we  had  also 
decided  as  a  general  policy — and  this  was  Secretary  Lovett — that  in 
the  area  of  vehicles,  that  on  the  very-liard-to-get  things,  we  would 
have  substantial  reserves;  on  the  moderately  difficult  ones,  we  would 
have  a  lesser  percentage  of  reserves ;  and  on  the  commercial-type  items, 
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we  would  have  a  minimum  of  reserves.  Yet  down  in  one  wing  of  the 
building  there  were  5  officers  in  charge  of  5  programs  for  5  different 
kinds  of  vehicles.  All  of  the  five  thought  that  they  ought  to  have  the 
same  percentage,  approaching  100  percent  reserves,  whereas  Lovett 
felt  that  10  percent  of  a  theoretical  reserve  of  commercial  trucks  was 
all  right,  but  when  we  got  the  two  and  one-half,  rather  easily  built 
trucks,  that  25  or  30  percent  was  all  right,  and  on  the  very  difficult 
ones,  50  percent. 

Yet  the  budget  came  in  initially  on  all  of  those  for  almost  a  maxi¬ 
mum  mobilization  reserve,  not  taking  that  into  account. 

Now,  that  would  cause  a  big  dollar  reduction.  But  did  it  affect 
the  real  security  of  the  country  ? 

Senator  Symington.  In  other  words,  what  we  have  is  certain  goals, 
and  the  military  say,  “This  is  what  we  need  to  reach  those  goals,” 
for  example,  a  137-wing  program.  And  then  you  analyzed  the  budg¬ 
et  and  say,  “Based  upon  what  you  have  given  us  and  our  analysis 
of  certain  things” — and  trucks  is  an  excellent  illustration — engine 
life  might  be  another,  and  lead  time  might  be  a  third,  if  we  are^ust 
talking  about  appropriations  and  not  expenditures,  but  then  you  say, 
“We  think  you  can  do  it  for  less  than  that.”  Is  that  right  s  .  u, 
Mr.  McNeill.  That  is  right. 

Senator  Symington.  And,  of  course,  that  decision  of  the  Secre¬ 
tary  of  Defense  is  final.  But  let  me  ask  you  this  question - 

Mr.  McNeil.  Let  me  add  just  one  thing.  You  mentioned  engines, 
and  that  is  a  difficult  one.  A  couple  of  years  ago,  some  engine  re¬ 
quirements  were  shown  in  the  budget  for  225  percent  spares  as  com¬ 
pared  with  installed  equipment. 

Senator  Symington.  Yes,  I  recall  that. 

Mr.  McNeil.  But  if  you  examined  currently  what  was  going  on 
at  Sacramento  and  Norfolk  and  the  naval  installations,  you  would 
find  that  in  the  meantime  the  life  of  that  engine  had  been  extended 
to  the  point  when  probably  70  to  75  percent  spare  engine  was  about 
right.  At  that  time,  we  were  not  sure  that  that  would  be  true,  and 
the  budget  went  in  for  110  percent  spares.  Before  the  money  was 
spent,  actually,  it  was  brought  down  to  75.  But  we  had  6  months  in 
order  to  prove  it. 

Senator  Symington.  Yes.  I  think  it  is  a  very  constructive  and 
logical  saving.  That  is  the  reason  I  mentioned  engines. 

Mr.  McNeil.  Yes ;  those  kinds  of  things. 

Now,  we  have  another  one  right  at  the  moment  where  we  submitted 
a  budget  in  December  in  good  faith,  calling  for  a  certain  number  of 
very  complicated  computers.  I  think  there  is  a  requirement  there. 
W e  now  find  that  we  are  not  going  to  be  able  to  get  them. 

Senator  Symington.  So  that  automatically  reduces  your  neces¬ 
sity  for  appropriation,  and  in  no  way  affects  your  expenditures' 
right  ? 

Mr.  McNeill.  Well,  our  expenditures  will  be  down  a  little  bit  be¬ 
cause  we  are  not  going  to  get  them  as  fast.  They  are  running  into 
some  difficulty - 

Senator  Symington.  Oh.  I  thought  you  said  you  did  not  need 
them. 

Mr.  McNeill.  No.  I  said  I  think  the  need  is  there. 

Senator  Symington.  Oh,  I  understand. 

Mr.  McNeill.  But  they  are  not  going  to  be  able  to  make  them. 


BUDGETING  AND  ACCOUNTING 


203 


Senator  Symington.  Now,  let  me  ask  you  this  question.  What 
factors  were  used  in  setting  up  these  targets  or  limitations  by  the 
Office  of  the  Department  of  Defense  prior  to  receiving  the  judgment  of 
the  respective  service  Secretaries  and  the  members  of  the  Joint  Chiefs 
of  Staff?  What  factors  were  used? 

Mr.  McNeill.  I  do  not  believe  I  quite  understand  your  question, 
sir.  Would  you  mind - 

Senator  Symington.  You  mentioned  in  your  previous  testimony, 
“targets,”  and  this  question  the  staff  has  asked  me  to  ask.  “What 
factors  were  used  in  setting  up  these  targets  or  limitations  by  the 
Department  of  Defense  prior  to  receiving  the  judgment  of  the  re¬ 
spective  service  Secretaries  and  the  members  of  the  Joint  Chiefs?” 

Mr.  McNeil.  Well,  it  didn’t  work  quite  that  way,  sir. 

Senator  Symington.  Now,  you  describe  that  for  us,  will  you? 

Mr.  McNeil.  First — we  are  getting  considerably  away  from  this  bill, 
but  it  is  a  very  pertinent  subject - 

Senator  Symington.  I  asked  you  that - - 

Mr.  McNeil.  Well,  in  the  first  place,  the  Chiefs  are  the  ones  who 
recommend  the  basic. force  structure. 

Senator  Symington.  Let  me  just  interrupt  you  there.  I  do  not 
think  we  are  getting  away  from  the  bill,  because  we  started  talking 
about  the  position  of  the  Comptroller  in  the  question  of  policy. 

Now,  with  the  premise  that  the  Comptroller  is  a  staff  man  and  not 
an  operating  man,  I  am  in  the  most  complete  agreement  that  he  should 
be  in  policy,  because  through  him  is  the  best  chance  for  good  manage¬ 
ment  through  good  cost  control,  you  see. 

Mr.  McNeil.  Except  that  the  final  decision  should  not  be  his. 

Senator  Symington.  I  agree  with  that,  of  course.  As  I  say,  that  is 
the  premise  of  my  statement,  that  he  is  a  staff  man.  No  staff  man  makes 
a  final  decision. 

Mr.  McNeil.  Yes. 

Senator  Symington.  But  on  the  other  hand,  if  you  say  that  the 
Comptroller  should  be  a  man  who  goes  beyond  simple  accounting 
procedure,  I  completely  agree.  You  would  never  run  a  business  unless 
you  interpreted  the  figures  to  have  better  management.  You  would 
go  broke  in  a  relatively  short  time. 

On  the  other  hand,  if  that  is  true,  then  I  think  we  have  a  right 
to  say  as  part  of  the  consideration  of  the  bill  as  to  what  is  the  nature 
of  the  Comptroller’s  functions  when  he  functions  in  a  policy  field 
beyond  the  accounting  field.  Is  that  not  a  fair  observation  ? 

Mr.  McNeil.  Yes,  that  is. 

Senator  Symington.  All  right. 

Mr.  McNeil.  Of  course,  the  question  on  the  whole  process  of  de¬ 
veloping  a  plan  goes  a  bit  beyond  the  Comptroller  function. 

Senator  Symington.  Yes,  except  that  the  Comptroller  is  involved 
through  the  delegation  of  policy — and  you,  I  think,  said  that  it 
had  to  be  done  through  the  money  when  the  decision  was  made.  Then 
I  would  like  to  know  what  is  the  nature  of  the - 

Mr.  McNeil.  I  think  I  said  “frequently.”  If  not,  I  would  like  to 
amend  it. 

Senator  Symington.  Frequently.  Well,  let  us  get  into  electronics 
and  take  one  of  those  “frequencies.” 

Mr.  McNeil.  Well,  going  back  to  the  other,  first,  in  the  case  of  the 
basic  force  structure,  which  is  the  key,  the  Chiefs  made  a  recom¬ 
mendation  in  1953  for  what  was  popularly  called  the  New  Look.  This 
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was  really  a  3-year  target  for  force  levels.  That  established  for  the 
Army  a  force  in  terms  of  men  in  the  neighborhood  of  1  million  men. 
It  established  a  force  structure  for  the  Navy  of  about  1,000  ships  of 
which  about  400  would  be  warships,  and  for  the  Marine  Corps  3  divi¬ 
sions,  and  3  air  wings,  and  for  the  Air  Force  137  wings,  broken  down 
by  it  heavy  bomber  and  bomber  and  fighter  wings,  and  so  forth. 

Now,  the  Chiefs  have  never - 

Senator  Symington.  Excuse  me  just  a  minute.  As  a  matter  of 
technical  information,  as  an  instruction  to  me,  isn’t  that  Marine  es¬ 
tablishment  by  statute  as  well  as  by  decision  of  the  Department? 

Mr.  McNeil.  I  believe  it  is,  sir. 

Senator  Symington.  Wouldn’t  that  be  a  little  different  from  the 
other  three? 

Mr.  McNeil.  Yes.  But  I  think  this  came  after  the  establishing  of 
the  so-called  New  Look  as  a  target. 

Senator  Symington.  Yes.  When  you  revised  the  National  Secu¬ 
rity  Act  of  1949,  3  divisions  and  3  wings  were  spelled  out  for  the 
Marines  in  the  bill,  were  they  not? 

Mr.  McNeil.  No.  I  think  it  was  in  another  act  or  another  hearing 
or  another  resolution,  but  not  in  the  Security  Act,  sir. 

Senator  Symington.  All  right.  Go  ahead. 

Mr.  McNeil.  But  anyway,  that  force  structure  also  includes  the 
number  of  personnel  for  the  3  services,  or  the  4  services,  if  you  count 
the  Marines  as  the  fourth  service. 

The  Chiefs,  however,  deal  with  the  major  force  structure,  and  not 
with  many  of  the  collateral  units,  which  take  about  half  of  the  re¬ 
sources  in  terms  of  peojile  and  materiel.  That,  is,  there  are  always 
tow-target  squadrons  and  small  boats  and  tugs  and  those  things  which 
do  not  come  into  the  basic  structure. 

The  Chiefs’  recommendations,  as  approved  by  the  Security  Council 
and  the  President,  include  a  general  statement  of  the  degree  of  readi¬ 
ness,  that  they  are  shooting  for.  Considered  also  is  whether  they  are 
planning  for  the  long  pull  and  whether  they  are  shooting  for  a  certain 
date.  If  they  are  shooting  for  a  certain  date,  then  things  are  more 
the  result  of  mathematics.  If  they  are  shooting  for  the  long  pull,  it 
requires  a  great  many  management  and  judgment  decisions. 

Following  that,  there  is  usually  issued  by  the  Secretary  of  Defense 
a  guidance  statement.  That  is  made  up  based  on  drafts,  and  partici¬ 
pated  in  by  Army,  Navy,  and  Air  as  well  as  the  Assistant  Secretaries 
of  Defense  for  research,  engineering,  and  supply,  and  so  forth.  Fi¬ 
nally  it  is  issued. 

Now,  there  again  appear  broad  statements  and  frequently  the  word 
“adequate”  is  used,  which  can  be  subject  to  a  great  many  interpreta¬ 
tions,  of  course,  depending  upon  how  close  the  people  are  to  an  under¬ 
standing  of  what  you  are  trying  to  accomplish. 

Based  on  that,  on  those  two  things.  Army,  Navy,  and  Air  begin  the 
preparation  of  their  more  detailed  plans  as  to  new  procurement  and 
as  to  the  bases  they  desire  be  operated  and  maintained. 

Incidentally,  the  force  plan  also  includes  the  number  of  aircraft 
by  types  and  divisions  and  regiments  to  be  maintained. 

There  is  one  more  thing  that  is  involved,  and  that  is  the  general 
statement  as  to  the  leArel  of  mobilization  reserves  by  classes  of  items 
that  are' to  be  achieved  in  any  particular  time  period,  that  is,  X 
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months  of  supply  will  be  on  hand  and  maintained  indefinitely  until 
the  policies  change. 

Then  Army,  Navy,  and  Air  prepare  their  estimates  and  using  cer¬ 
tain  criteria,  they  will  estimate  the  number  of  flying  hours,  the  num¬ 
ber  of  steaming  hours,  the  number  of  maneuvers,  for  example,  in  the 
Army.  Those  will  be  translatetd  into  materiel  requirements  and  re¬ 
quirements  in  terms  of  people  and  employment. 

Those  estimates  are  submitted  then,  first,  in  Army,  Navy,  and  Air 
and  in  that  process  invariably  there  are  a  number  of  things  that  were 
brought  to  the  attention  of  the  chiefs  of  service  and  the  Secretary,  that 
they  do  not  plan  to  do  in  this  particular  year. 

As  a  consequence,  some  estimates  are  changed. 

The  three  budgets  are  then  submitted  to  the  Secretary  of  Defense, 
and  in  that  process  of  examination  the  research  part  will  be  pulled 
out  and  go  down  to  research,  items  in  which  you  wanted  to  get  tech¬ 
nical  views,  “will  this  project  for  solid  fuels,  or  some  other  type 
of  thing,  will  this  have  a  chance?”  “How  much  effort  should  be  put 
on  this  or  that  project  in  this  time  span  ?” 

The  Assistant  Secretary  will  make  his  views  known,  such  as— “This 
is  not  ready “This  looks  pretty  good.”  In  supply  and  logistics  the 
same  approach:  “This  looks  good;”  “This  requirement  for  a  food 
level,  clothing  level,  or  what  not,  is  about  right;”  “This  goes  way 
beyond  anything  in  the  basic  policy.”  And  the  same  way  in  the  med¬ 
ical  field  and  in  construction. 

Now,  getting  back  to  this  bill,  we  attempt  to  pull  all  of  those 
things  together,  because  we  have  attempted  to  live  with  these  pro¬ 
grams  as  we  have  gone  along.  Then  we  present  a  markup,  if  you  want 
to  call  it  that,  and  give  reasons  as  to  why  some  of  those  things  shoidd 
not  be  in.  That  points  up  many  policy  issues :  should  we  or  shouldn’t 
we  go  ahead  at  this  time  ? 

Then  we  attempt  in  a  series  of  meetings,  which  this  last  year  ran 
about  3  weeks,  with  the  Secretary  of  Defense,  the  Deputy  Secretary, 
and  the  Secretaries  and  chiefs  of 'the  services  around  the  table  consid¬ 
ering  all  the  reasons  for  and  against  particular  programs  to  come  to 
certain  conclusions. 

Senator  Symington.  Let  me  interrupt  you  there.  I  am  tremen¬ 
dously  interested  in  this  testimony  you  are  giving.  You  mentioned 
policy.  Are  there  any  policies  besides  military  preparedness  that 
influences  the  decisions?  Before  you  answer  that,  I  want  to  give 
you  a  thought  which  I  think  is  important.  In  the  hearings,  open 
hearings,  I  might  add  of  the  Senate  Military  Preparedness  Subcom¬ 
mittee,'  Secretary  Wilson  stated  that  he  was  surprised  at  what  the  re¬ 
sults  did  to  the  Air  Force.  That  is  pretty  close  to  verbatim,  and 
Secretary  Keyes  added  to  that,  “we  were  very  surprised  to  have  Mr. 
Talbott  show  us  what  this  did  to  the  Air  F orce.” 

That  is  on  the  record  in  May  of  1953,  I  think,  during  hearings 
on  the  1954  budget.  Therefore,  it  obviously  was  not  in  that  case  a 
question  of  strictly  mil  itary  preparedness. 

I  want  to  mention  that  because  you  have  been  a  very  fine  witness  this 
morning  and  I  did  not  want,  in  any  sense,  to  risk  trying  to  mousetrap 
you  on  that  question. 

Mr.  McNeil.  No,  I  did  not  think  you  did. 
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Yes,  there  are  other  considerations.  One  is  that  if  the  basic  policy 
is  right — and  that  is,  are  we  trying  to  develop  a  machine  which  avoids 
one  of  the  old  weaknesses  we  used  to  have  of  peaks  and  valleys,  and 
shooting  the  works  this  year  and  drying  up  next — yes,  those  things 
apply.  How  can  we  keep  this  thing  running  rather  smoothly  for  3 
or  4  years,  not  knowing  whether  something  could  happen  today  or  5 
years  from  now,  instead  of  shooting  the  works  and  drying  it  up  and 
not  having  that  item,  perhaps,  in  production  ? 

Yes,  those  things  all  enter  into  it. 

Senator  Symington.  Let  me  rephrase  it  for  you  this  way  so  that 
I  can  be  clear.  In  a  published  editorial  recently  in  this  town,  it  said 
that  the  production  of  B-52  bombers  was  less  than  25  percent  of  17  a 
month,  and  there  are  not  many  people  who  cannot  work  out  that  less 
than  25  percent  of  17  is  4,  or  under. 

Now,  just  put  that  over  here  like  that,  No.  1,  and  then  say,  No.  2, 
that  we  all  agree  that  the  B-36  and  possibly  the  B-47  also  are  getting- 
pretty  old.  I  know  it  was  designed  in  1940  before  we  got  into  the  war. 

Now,  anybody  will  agree,  I  think,  that  as  soon  as  we  can  replace  the 
B-36  s  with  the  B-52’s  or  something  even  improved,  the  better  it  will 
be.  And,  therefore,  wouldn’t  you  say  that  economic  factors  are  in¬ 
volved  m  the  production  schedule  of  the  B-52’s  to  replace  the  B-36’s? 

Mr.  McNeil.  No,  I  don’t - 

Senator  Symington.  My  staff  member  here  says  that  Secretary  Wil¬ 
son  has  talked  about  taking  into  consideration  “what  the  economy  can 
stand.  ’  I  am  trying  to  be  completely  frank  in  the  questioning.  Now, 
you  talked  in  analyzing  the  bill  about  the  policy  aspect  of  the  comp¬ 
troller. 


Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  So,  I  am  asking  you  from  the  technical  stand¬ 
point,  isn’t  the  question  of  what  the  economy  can  stand  one  of  the 
primary  matters  discussed  at  the  time  that  the  military  budget  is 
formulated  finally  for  presentation  to  the  Bureau  of  the  Budget? 

Mr.  McNeil.  Yes,  but  I  believe  more  in  relation  to  what  said  a 
minute  ago— what  is  the  smartest  thing  to  do,  in  trying  to  avoid  peaks 
and  valleys  and  keep  the  whole  program  moving  at  a  reasonably  high 
level  for  a  long  time  ?  It  so  happens  that  that  also  fits  into  the  other 
definition  to  a  degree. 

But  taking  the  B-52  that  you  mentioned  a  minute  ago— and  I  am 
probably  going  a  bit  beyond  my  scope  here  in  mentioning  it - 

Senator  Symington.  That  is  all  right,  I  am  sure  we  would  be  most 
interested  m  any  thought  you  had  on  it. 

Mr.  McNeil.  I  do  recall  that  almost  2  years  ago,  when  the  idea 
was  presented  of  establishing  a  second  facility  for  the  B-52,  it  was 
known  that  considerable  money  would  be  involved.  There  was  no 
question  of  whether  there  was  a  ceiling  or  no  ceiling,  or  whether  the 
economy  could  or  could  not  stand  it.  It  was  thought  that  it  was  a 
good  management  decision  at  the  time,  to  get  ready  to  go  beyond  the 
one  facility  then  operating.  J 

There  was  no  question  of  a  ceiling.  It  just  seemed  like  a  smart 
management  decision  to  make  under  all  the  circumstances. 

nrnhohNk  every?fne  ,is  ™w  that  did  get  underway,  because  you 
probably  are  quite  familiar  with  the  fact  that  they  will  start  to  pro¬ 
duce  their  first  aircraft  at  the  second  source  much  earlier  than  would 
have  been  the  case  had  we  waited  until  this  year,  or  even  last  fall. 
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Senator  Symington.  Yes.  Now,  let  me  ask  you  one  other  technical 
question  along  this  line  because  we  are  getting  to  the  point  now  where 
we  will  have  to  recess  and  come  back  at  another  time  convenient  for 
the  committee.  But,  I  would  like  you  to  finish  your  statement. 

On  this  question  of  impounding  the  money  on  the  part  of  the  execu¬ 
tive  branch,  as  you  know,  that  was  done  to  the  tune  of  a  good  many 
hundreds  of  millions  of  dollars  in  1948,  and  I  thought  it  was  wrong 
then  and  so  said.  Then,  in  fiscal  1956,  it  was  done  with  respect  to 
the  Marines.  The  money  was  impounded  and  the  Marines  were  not 
maintained  at  the  strength  that  the  Congress  wanted.  It  was  not 
a  question  of  the  Congress  failing  to  furnish  the  money.  The  money 
was  appropriated.  It  was  a  question  of  carrying  out  the  congres¬ 
sional  position. 

I  want  to  ask  your  comments  on  the  wisdom  of  that.  What  is  the 
technical  aspect  of  what  happens  when  the  Congress  appropriates 
that  money  and  it  isn’t  spent?  Does  it  go  back  to  the  Treasury  or 
how  do  you  handle  that  from  the  standpoint  of  the  services? 

I  think  in  the  case  of  the  Air  Force  in  1948,  it  was  $800  million, 
$700  million,  or  $800  million.  I  believe  it  was  $800  million  in  the 
final  compromise. 

But,  anyway,  in  the  case  of  the  Marines,  it  was  $46  million,  as  I 
remember  it,  or  thereabouts. 

Mr.  McNeil.  $36  million,  I  believe. 

Senator  Symington.  $36  million.  Well,  whatever  it  was,  I  will 
bet  that  I  am  closer  with  the  $46  million  than  you  are  with  $36  million. 

Mr.  McNeil.  You  usually  are,  sir. 

Senator  Symington.  What  happens  to  that  money?  Is  it  just  not 
spent  and  returned  to  the  Treasury  ? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  What  is  the  technical  procedure  in  that  case? 

Mr.  McNeil.  Well,  in  that  case  I  believe  the  total  appropriation 
was  about  $600  million  or  thereabouts. 

Senator  Symington.  Let  us  talk  about  the  Marines.  Is  that  it? 

Mr.  McNeil.  Yes;  just  the  Marines  for  pay  and  allowances. 

Senator  Symington.  About  $600  million? 

Mr.  McNeil.  Yes;  about  $600  million  for  pay  and  allowances  for 
the  Marine  Corps. 

When  the  strength  figures  were  established  and  the  curves  of  intake 
and  outgo  were  established,  the  decision  was  made  in  the  administra¬ 
tion  that  they  would  gear  the  strength  in  fiscal  year  1956  into  what¬ 
ever  plan  would  be  presented  to  the  Congress  this  year,  which  was 
about  205,000  men.  The  Marines  worked  out  the  best  system  they 
could  to  relate  the  intake  and  outgo  to  the  training  load.  That  took 
so  much  money  and,  therefore,  they  asked  for  an  apportionment  of 
the  portion  of*  the  appropriation  needed  for  that  resulting  strength. 
The  difference  just  was  not  touched  and  still  remains  there. 

Senator  Symington.  That  would  be  about  50  percent  of  whatever 
that  figure  was.  I  think  you  kept  about  50  percent. 

Mr.  McNeil.  Something  like  that,  sir. 

Senator  Symington.  Now,  is  that  money  applied  to  other  naval 
things  ? 

Mr.  McNeil.  No. 

Senator  Symington.  Or  is  it  just  simply  not  spent  ? 
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Mr.  McNeil.  No;  it  just  stays  there  because  it  has  not  been  re¬ 
leased  for  use. 

Senator  Symington.  I  see,  it  just  stays  there.  Is  it  dead  money? 

Mr.  McNeil.  It  will  be  dead  on  June  30. 

Senator  Symington.  It  will  be  dead  on  June  30? 

Mr.  McNeil.  Yes. 

Senator  Symington.  At  this  time,  it  will  not. 

Mr.  McNeil.  It  will  not  be  available  for  any  other  obligational  use. 

Senator  Symington.  I  see.  It  is  just  not  picked  up  from  the  Treas¬ 
ury  Department  to  pay  bills;  is  that  right? 

Mr.  McNeil.  That  is  right. 

Senator  Symington.  I  see. 

Now,  what  page  are  we  on  here  ?  We  are  almost  through.  I  think 
we  are  on  page  12  of  13  pages. 

Would  you  like  to  file  the  rest  for  the  record  at  this  point? 

Mr.  McNeil.  I  just  might  make  one  statement  on  page  13. 

Senator  Symington.  Senator  Martin  suggested  that  we  go  ahead. 
I  was  frankly  thinking  of  his  time. 

Senator  Martin.  Yes. 

Senator  Symington.  Will  you  complete  your  statement,  Mr.  Secre¬ 
tary  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  Fine. 

Mr.  McNeil.  The  bill  requires  the  head  of  each  agency  to  seek,  and 
presumably  be  guided  by,  the  Assistant  Director  for  Accounting, 
Bureau  of  the  Budget,  a  proposed  new  statutory  office,  with  respect 
to  all  Comptroller  appointments. 

We  believe  that  this  advice  should  be  on  a  voluntary  basis  and  not 
written  into  the  statute. 

Section  3  would  require  simplification  of  the  allotment  system 
although  it  is  questionable  whether  such  a  provision  of  law  is  required. 
The  Department  of  Defense  concurs  in  the  objective  of  this  provi¬ 
sion,  provided  it  is  understood  that  some  military  department  installa¬ 
tions  may  have  more  than  one  operating  unit  located  thereon.  Con¬ 
siderable  progress  has  already  been  made  and  is  continuing  rapidly 
within  the  Department  of  Defense  toward  achievement  of  this  objec¬ 
tive. 

Senator,  I  would  like  to  mention  that  we  are  trying  to  make  progress 
toward  improvement  of  this  allotment  system,  which  has  been  archaic 
and  almost  unworkable  and  we  want  a  single  allotment  to  a  field  com¬ 
mander  to  get  an  identifiable  job  done.  Where  there  is  some  confu¬ 
sion,  however,  is  that  we  have  pieces  of  real  estate  on  which  there 
are  3  or  4  separate,  different,  and  distinct  kinds  of  activities. 

Senator  Symington.  Describe  the  allotment.  I  think  I  under¬ 
stand,  but  just  in  case  I  do  not,  describe  the  allotment-of-funds  con¬ 
cept  as  briefly  as  you  can.  I  am  only  thinking  of  defining  the  term. 

Mr.  McNeil.  In  our  case,  the  definition  of  allotment  is  the  advice  of 
approval  of  an  operating  budget  of  a  field  installation. 

Senator  Symington.  In  other  words,  what  you  are  trying  to  do 
is  locate  the  cost  of  that  operation  against  a  specific  installation, 
instead  of  having  an  overall  setup  where  it  is  very  hard  to  segregate 
the  costs  of  that  particular  installation  ?  Is  that  right  ? 
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Mr.  McNeil.  That  is  right.  But  if  there  was  only  a  single-purpose 
installation  with  a  single  fence  around  it,  we  want  to  have  it  have  its 
own  operating  budget.  . 

Senator  Symington.  And  your  purpose  in  doing  that  is  to  be  able 
to  pin  on  a  particular  supervisor  or  commander  or  the  particular  place 
in  question  as  to  whether  or  not  he  is  operating  poorly  or  better  or 

worse?  .  . 

Mr.  McNeil.  That  is  right.  But  we  want  to  give  linn  a  single 
pot  of  resources  to  get  an  identifiable  job  done  instead  of  giving  him 
20,  30,  or  40,  as  has  been  the  case  in  the  past. 

Senator  Symington.  I  see. 

Mr.  McNeil.  One  of  the  major  requirements  for  further  reductions 
of  unnecessary  “pockets  of  funds”  is  believed  to  be  the  further  devel¬ 
opment  of  the  method  of  financing  cross-servicing  between  depart¬ 
ments  upon  a  reimbursable  basis,  rather  than  by  separate  citation  of 
the  ordering  agency’s  funds  in  connection  with  individual  transac¬ 
tions  affecting  the  cost  of  work  ordered.  Working  capital  funds 
have  provided  one  solution  of  this  difficulty,  although  this  is  not  a 
primary  objective  of  the  use  of  such  funds.  Further  development  in 
this  direction  of  financing  services  upon  a  reimbursable  basis,  under 
the  allotment  of  the  performing  activity,  awaits  changes  in  Budget- 
Treasury  Regulation  No.  1  by  the  Director  of  the  Bureau  of  the 
Budget  and  the  Secretary  of  the  Treasury,  with  the  collaboration 
of  the  Comptroller  General. 

Just  to  explain  that,  we  want  to  go  one  step  further,  and  I  think 
there  is  sentiment  developing  to  do  it,  which  will  improve  our  whole 
operation  in  defense,  at  least,  and  that  is  providing  the  installation 
commander  with  a  single  pot  of  resources  to  operate  a  substantial 
identifiable  function  at  that  installation,  but  then  if  he  takes  on 
work  from  a  neighboring  installation,  that  they  pay  him,  and  he, 
without  further  administrative  complications  or  paperwork,  uses* 
those  reimbursements  to  do  the  work  for  his  neighbor. 

Senator  Symington.  Yes. 

Mr.  McNeil.  It  has  been  one  of  the  things  that  has  bothered  the 
Department  of  Defense  a  great  deal  in  recent  years. 

Senator  Symington.  Bet  me  make  one  comment  on  that.  You  will 
never  find  a  good  machine-shop  foreman  or  foundry  foreman  who 
is  really  good  who  is  not  carrying  around  in  his  pocket  what  his 
operations  were  that  month  or  the  previous  month,  as  against  the 
month  before  that.  And  that  is  what  you  are  trying  to  instill  in  the 
military ;  is  that  right  ? 

Mr.  McNeil.  Yes,  sir,  and  particularly  in  our  industrial  and  com¬ 
mercial  type  operations,  and  to  the  extent  that  we  can  in  the  combat 
side  without  encumbering  them  with  a  lot  of  paperwork. 

Senator  Symington.  Right. 

Mr.  McNeil.  Now,  section  4  of  the  proposed  bill  would  require 
establishment  of  a  single  account  under  each  present  annual  appro¬ 
priation.  We  think  this  would  simplify  integration  of  accounting 
for  costs  and  obligations,  which  is  one  of  the  most  important  objec¬ 
tives  of  the  bill,  as  well  as  permit  the  agencies  to  settle  claims  against 
appropriations.  But  the  provision  in  section  4  is  really  one  you  are 
dealing  with  in  the  other  bill  which  you  have  considered.  I  think 
you  lucre  an  amendment  to  the  other  bill  which  is  acceptable,  and  after 
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we  go  tilong  under  that  for  a  while,  it  is  possible  that  you  may  wish 
to  consider  in  1,  2,  or  3  years,  a  further  modification  to  achieve  this 
second  step  of  the  Hoover  Commission  recommendation. 

Senator  Symington.  Fine. 

Mr.  McNeil.  But  I  think  we  have  to  grow  up  to  it. 

Senator  Symington.  Senator  Martin,  have  you  any  questions? 

Senator  Martin.  No. 

Senator  Symington.  I  would  like  to  say  that  we  will  recess  the 
hearing. 

Mr.  Secretary,  Mr.  Brasfield,  the  Assistant  Comptroller  General, 
was  kind  enough  to  come. 

Is  he  here?  Mr.  Brasfield? 

Mr.  Brasfield.  Yes. 

Senator  Symington.  I  want  to  apologize  that  we  took  this  long, 
but  we  have  been  trying  to  find  out  what  these  bills  are  all  about. 
And  inasmuch  as  you  object,  as  I  understand  it,  to  some  of  the  testi¬ 
mony  of  the  Department  of  Defense,  if  you  would  appear  here  at 
10  o’clock  tomorrow,  you  have  at  least  had  an  opportunity  to  get  in 
detail  their  position  on  this  matter. 

We  would  appreciate  it  very  much. 

Mr.  Brasfield.  Thank  you,  sir. 

Senator  Symington.  Thank  you  very  much. 

We  would  like  to  say,  Mr.  Secretary,  that  there  are  some  reserva¬ 
tions  on  the  part  of  the  Comptroller  General’s  Office  with  respect  to 
your  position,  and,  therefore,  although  you  have  been  very  good 
with  your  time  and  I  am  sure  probably  cannot  make  it  tomorrow,  we 
would  appreciate  having  some  representative  here  from  your  Depart¬ 
ment  whom  you  have  authorized  to  speak  for  your  position. 

Mr.  McNeil.  Yes,  sir. 

Senator  Symington.  And  unless  there  is  any  further  business,  we 
will  recess,  then,  until  tomorrow  at  10  o’clock. 

Mr.  McNeil.  May  I  make  one  suggestion,  sir? 

Senator  Symington.  Yes,  indeed. 

Mr.  McNeil.  In  looking  into  this  whole  problem  from  the  Govern¬ 
ment’s  side  and  how  we  could  get  some  business  application  in  Gov¬ 
ernment,  I  talked  to  Dr.  Lloyd  Morey,  who  until  recently  was  presi¬ 
dent  of  the  University  of  Illinois,  and  who  has  done  considerable 
work  on  the  problems  of  Government,  Federal  and  State,  financing. 
He  was  in  the  Pentagon  one  day  recently  and  made  what  I  thought 
was  the  clearest  statement  of  the  differences  between  Government  and 
business  financial  and  accounting  requirements,  that.  I  had  ever  heard, 
both  from  the  congressional  viewpoint  and  the  spending  agency  view¬ 
point. 

I  said  to  him  before  he  left,  “That  was  the  best  oral  statement  of  the 
problem  that  I  have  heard.  Would  you  mind  writing  it  down  for 
me?” 

He  did. 

Because  of  his  grasp  of  it,  it  is  possible  that  this  subcommittee 
might  wish  to  call  him  as  a  witness. 

Senator  Symington.  Would  you  like  to  submit  it  for  the  record? 

Mr.  McNeil.  I  would  like  to  submit  this  for  the  record  if  I  may, 
because  it  is  an  excellent  statement  of  the  problem.1 


1  See  p.  227  for  Comments  on  Federal  Budgeting  and  Accounting,  by  Dr.  Lloyd  Morey. 
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Senator  Symington.  Fine.  We  will  discuss  it  with  the  subcom¬ 
mittee  as  to  whether  or  not  we  will  call  him  as  a  witness.  What  was 

his  name,  again  ?  . ,  ,  ...  Tt  • 

Mr.  McNeil.  Dr.  Lloyd  Morey.  lie  was  president  ot  the  Uni¬ 
versity  of  Illinois  until  about  last  September.  lie  has  since  retired. 
But  he  has  had  an  interest  in  this  problem  for  years,  and  has  made  as 
clear  a  statement  as  I  have  seen  of  the  problem.  . 

Senator  Symington.  I  want  to  say  for  the  subcommittee  m  the 
absence  of  the  regular  chairman  that  I  think  your  testimony  this 
morning  has  been  very  constructive.  We  deeply  appreciate  the  time 
that  you  have  given  to  this  problem. 

Senator  Martin.  I  would  like  to  second  your  statement,  Senator. 
Senator  Symington.  Thank  you,  Senator.  And  thank  you,  Mr. 
Secretary. 

Mr.  McNeil.  Thank  you,  sir. 

(Whereupon,  at  12:45  p.  m.,  the  subcommittee  recessed  to  recon¬ 
vene  at  10  a.  m.,  Wednesday,  March  28,  1956.) 

(Prepared  statement  referred  to  by  Mr.  McNeil,  on  p.  162  and  Mr. 
Lanman,  p.  89  follows :) 

Statement  of  Department  of  Defense  Views  on  S.  3199 


A  bill  to  improve  governmental  budgeting  and  accounting  methods  and  pro¬ 
cedures,  and  for  other  purposes. 

This  bill  covers  many  recommendations  in  the  Hoover  Commission  Report  on 
Budet  and  Accounting.  It  covers  important  methods  and  procedures  in  govern¬ 
mental  budgeting  and  accounting.  These  are  administrative  matters  which  couhV 
be  handled  without  legislation,  although  when  enunciated  in  law  may  have  an 
important  effect  on  expediting  desirable  improvements. 

Our  comments  which  follow  are  selective  and  represent  our  comments  to  the 
Bureau  of  the  Budget  on  the  recommendations  in  the  Hoover  Commission  re¬ 
ports.  These  comments  have  not  been  approved  by  the  Bureau  of  the  Budget  or 
by  the  President.  Copies  of  the  comprehensive  views  of  the  Department  of 
Defense  on  the  Hoover  Commission  recommendations  covered  by  this  legislation 
are  available  and  we  should  like,  in  the  interest  of  time,  to  place  them  in  the 
record. 


COST  BASED  BUDGETS,  ACCOUNTS,  AND  REPORTS 

Section  1  (b)  of  the  proposed  bill  would  amend  section  216  of  the  Budget  and 
Accounting  Act  to  require  the  use  of  cost-based  budgets  in  each  department  and 
establishment  and  their  subordinate  units  for  jmrposes  of  administration  and 
operation,  including  fund  control.  It  would  also  require  the  use  of  cost-based 
budgets  in  all  requests  for  regular,  supplemental,  or  deficiency  appropriations 
which  are  submitted  to  the  Bureau  of  the  Budget. 

We  believe  the  use  of  cost-based  budgets  on  the  basis  outlined  hereinafter 
is  desirable.  Loose  application  of  this  concept  as  advocated  by  many  without 
knowledge  of  Government  requirements  and  without  Government  management 
experience,  could  lead  to  many  difficulties. 

It  should  be  clearly  understood  that  the  use  of  cost-based  budgets  should  not 
result  in  eliminating  the  requirement  for  budgeting  for  expenditures  and  for 
obligational  authority  to  be  provided  to  an  agency,  by  appropriation  or  other¬ 
wise,  in  order  to  incur  obligations  in  advance  of  incurring  costs.  The  Department 
of  Defense  acquires  a  great  deal  of  materiel  and  undertakes  construction  under 
long-term  contracts  far  in  advance  of  expenditures  or  delivery  of  materiel. 
While  it  might  be  necessary  to  point  this  out,  there  are  some  who  in  urging 
the  use  of  cost-based  budgets,  have  not  fully  recognized  the  requirement  for 
operating  within  appropriation  limitations  based  upon  necessary  financial  author¬ 
ity  for  obligations  to  be  incurred  in  advance  of  costs.  Some  have  also  seemed 
to  indicate  there  is  a  basic  conflict  between  budgets  based  on  cost  and  those 
based  on  requirements  for  obligational  authority.  Actually  there  should  be  no 
conflict.  Obligational  authority  should  be  requested  and  provided  in  terms  of 
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cost,  although  the  cost  impact  will  he  in  future  fiscal  periods.  Likewise, 
fund  control  within  an  agency  must  be  based  upon  granting  obligational  authority 
to  subordinate  units. 

While  we  note  no  feature  in  the  bill  which  would  change  the  present  concepts 
of  providing  obligational  authority  to  departments  and  agencies  through  appro¬ 
priations,  nor  which  would  revise  existing  laws  with  respect  to  the  adminis¬ 
trative  control  of  obligations  within  appropriation  authority  provided  by  Con¬ 
gress,  we  believe  the  bill  might  have  been  worded  to  indicate  more  clearly  that 
no  such  changes  are  intended.  Moreover,  we  believe  it  would  be  helpful  if  this 
proposed  revision  of  section  216  were  to  contain  an  additional  definition  of 
what  is  meant  by  the  cost  basis  of  budgets.  For  example,  in  the  case  of  some 
programs,  cost  means  “acquisition  cost,”  as  in  the  case  of  construction  of  public 
works,  and  procurement  and  production  of  materiel.  In  the  case  of  operating 
and  administrative-type  programs  it  means  cost  of  goods  and  services  consumed. 
However,  it  should  generally  be  understood  that  cost  of  depreciation  of  facilities 
procured  under  appropriations  would  not  be  included  as  an  operating  cost  by 
activities  utilizing  such  facilities,  except  as  otherwise  authorized  by  law,  as 
in  the  case  of  revolving  funds  where  the  acquisition  of  capital  assets  is  financed 
by  such  funds  and  depreciation  is  permitted  to  he  charged  as  a  cost  of  the  goods 
or  services  sold  by  the  activities  operated  under  such  funds. 

Therefore,  the  following  clarifying  amendments  of  the  proposed  bill  are 
suggested  for  consideration : 

( 1 )  Change  the  last  sentence  under  section  216  (a)  to  add  the  italicized  clause : 
“Fluid  allocations  within  the  departments  and  establishments  shall  be  made 
on  the  basis  of  such  cost  budgets,  considering  the  lead  time  which  must  be  allowed 
in  incurring  obligations  in  advance  of  inclining  costs.” 

(2)  Insert  in  section  216  (c)  the  wording  italicized  above  after  the  word 
“shall  he  prepared  on  a  cost  basis.” 

(3)  Insert  in  section  216  (d)  the  italicized  words:  “The  budget  required  by 
section  201  of  this  Act  to  be  transmitted  to  the  Congress  shall  contain  infor¬ 
mation  on  program  costs  and  accomplishments  as  well  as  obligations  and 
expenditures.  *  *  *” 

(4)  Add  section  216  (e)  to  define  the  cost  basis  of  budgets  as  follows: 

“(e)  The  cost  basis  of  budgets,  as  provided  in  this  section  shall  mean: 

“(1)  cost  of  acquisition  in  the  case  of  programs  for  construction  of 
public  works  or  procurement  and  production  of  materiel. 

“(2)  cost  of  goods  and  services  consumed  in  the  case  of  operating- 
and  administrative-type  programs. 

“(3)  depreciation  of  capital  assets  employed  shall  be  excluded  as  a 
cost  except  in  cases  specifically  authorized  by  law.” 

While  the  proposed  bill  does  not  provide  for  changing  the  basis  of  appropria¬ 
tions  from  obligational  authority  to  accrued  expenditures  or  costs,  as  recom¬ 
mended  by  the  Hoover  Commission,  we  would  like  to  mention  that  the  Depart¬ 
ment  of  Defense  is  not  opposed  to  that  idea  and  believes  it  has  merit,  provided 
the  concept  of  obligational  authority  is  retained,  as  for  example  hy  the  provision 
of  separate  contract  authority  by  the  Congress,  in  the  manner  recommended 
hy  the  Hoover  Commission.  In  fact,  the  Assistant  Secretary  of  Defense  (Comp¬ 
troller)  made  a  concrete  written  proposal  on  this  subject  in  February  1953  1  at 
the  request  of  Senator  Byrd.  We  shall  be  glad  to  provide  this  committee  with 
a  copy  of  the  memorandum  prepared  for  Senator  Byrd  (see  p.  92). 

BUREAU  OF  BUDGET  REPRESENTATIVES  IN  EACH  AGENCY 

Section  1  (c)  of  the  proposed  bill  would  require  the  Bureau  of  the  Budget  to 
assign  personnel  to  serve  in  each  principal  department  and  agency. 

It  is  questionable  whether  the  Budget  and  Accounting  Act  should  be  amended 
as  proposed  to  prescribe  the  designation  and  assignment  of  Bureau  of  the  Budget 
personnel  to  serve  in  the  principal  departments  and  establishments,  under  rules 
and  regulations  of  the  President,  for  the  purpose  of  maintaining  continuous 
review  of  budget  preparation  and  administration  and  assist  the  agency  in 
carrying  out  its  managerial  functions  and  responsibilities.  In  particular  there 
is  no  good  reason  why  the  law  should  require  the  assignment  of  “no  more  than 
two  persons  for  each  principal  subdivision  of  a  department  or  establishment,”  nor 
that  the  person  so  assigned  “shall  possess  the  combined  skills  of  the  statistician, 
cost  accountant,  administrative  expert,  and  program  analyst.”  This  entire  pro¬ 
vision  should  lie  omitted  from  law  because  it  is  an  administrative  matter. 
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Section  2  (b)  would  amend  section  113  of  tlie  Budget  and  Accounting  Act  to 
require  eacli  agency  to  maintain  its  accounts,  on  an  accrual  basis  in  accordance 
with  standards  prescribed  by  the  Comptroller  General,  to  show  currently,  com¬ 
pletely,  and  clearly  the  costs,  resources,  and  liabilities  of  such  agency.  It  is 
further  provided  that  the  accounting  system  required  shall  include  monetary 
property  accounting  records.  These  accounting  requirements  natuially  should 

accompany  the  use  of  the  cost  basis  of  budgeting.  ... 

It  is  doubtless  not  intended  to  imply  that  an  agency  should  maintain  its 
accounts  exclusively  on  an  accrual  basis,  because  that  would  mean  the  agency 
would  not  maintain  its  accounts  on  the  basis  of  available  appropriations  and 
administrative  subdivisions  thereof  in  the  manner  otherwise  directed  by  the 
Congress  in  order  to  prevent  the  overobligation  of  funds  and  incurring  of  de¬ 
ficiencies  prior  to  the  recording  of  costs  or  liabilities  in  the  accounts  on  the 
accrual  basis.  In  order  to  adequately  control  its  funds,  each  agency  must  con¬ 
tinue  to  account  for  obligations  incurred  in  advance  of  costs.  In  other  words,  it 
must  go  beyond  the  accrual  basis  of  accounting  as  generally  practiced  in  indus¬ 
try.  Moreover,  it  is  necessary  that  each  agency  shall  maintain  accounts  on  a 
cash  basis,  as  also  required  by  the  Congress,  in  accounting  for  appropriations  on 
the  books  of  the  Treasury,  in  determining  the  annual  cash  surplus  or  deficit  of 
the  Government  as  a  whole,  and  in  order  to  account  for  expenditures  in  relation 

to  amounts  budgeted.  ,  ,  . 

There  has  also  been  some  misunderstanding  on  the  part  of  some  accountants 
outside  the  Federal  Government  of  the  special  accounting  needs  of  the  Govern¬ 
ment.  and  some  impatience  with  the  maintenance  of  the  obligation  and  expendi¬ 
ture  bases  of  accounting.  There  have  been  those  also  who,  while  recognizing 
requirements  for  maintenance  of  accounts  on  the  basis  of  obligations  and  expendi- 
tures  have  proposed  the  maintenance  of  separate  accounting  systems  on  the 
accrual  basis,  including  resources,  liabilities,  and  cost  of  operations,  independent 
of  or  overlapping  the  accounting  for  the  appropriated  funds  for  which  the 
ag'encv  is  accountable.  In  general,  it  is  usually  proposed  that  such  separate 
accounts  be  reconciled  with  the  appropriated  fund  accounts  so  far  as  obligations 
and  costs  are  related,  but  generally  there  is  no  consideration  given  to  accounting 
for  resources  and  liabilities  in  relation  to  the  specific  appropriation  and  fund 

subdivisions.  , 

While  we  agree  that  the  use  of  the  accrual  basis  of  accounting  is  desirable  to 
the  extent  of  providing  the  same  basis  of  accounting  as  required  for  budgeting 
on  a  cost  basis  (as  previously  explained),  we  believe  it  is  important  that  there 
be  no  indication  in  the  bill  of  either  implying  possible  elimination  of  the  obliga¬ 
tion  and  expenditure  basis  of  accounting  for  funds  or  any  possible  requiienient 
to  duplicate  such  accounting  through  the  use  of  another  system,  even  with  the 
understanding  that  there  be  reconciliations  between  the  two  systems.  The  ac¬ 
crual  basis  of  accounting  can  be  integrated  within  the  basis  of  fund  accounting 
without  the  use  of  any  separate  system  of  accounts,  nor  requirement  for  a  recon¬ 
ciliation  between  separate  cost  and  obligation  accounts.  However,  such  inte¬ 
gration  is  often  facilitated  by  the  use  of  revolving  funds,  as  in  the  Department 
of  Defense,  for  financing  inventories  of  consumable  materiel  and  production  of 
goods  and  services  in  industrial-  and  commercial-type  activities,  for  sale  to 

activities  financed  by  appropriated  funds. 

The  proposed  bill  would  provide  that  the  Comptroller  General  prescribe  stand¬ 
ards  for  implementing  the  provisions  for  establishing  the  accrual  basis  of  ac¬ 
counting.  We  believe  this  responsibility  should  be  in  the  executive  branch  of 
the  Government,  in  the  Director  of  the  Bureau  of  the  Budget.  Such  standards 
are  inextricable  from  standards  for  the  cost  basis  of  budgeting.  Moreover,  a 
further  provision  in  the  bill  establishes  the  position  of  Assistant  Director  of  the 
Bureau  of  the  Budget  for  Accounting  to  spearhead  accounting  improvements  in 
the  executive  branch.  This  should  mean  transfer  of  leadership  in  the  joint 
accounting  program  to  the  Bureau  of  the  Budget. 

For  these  reasons  we  suggest  a  complete  restatement  of  the  proposed  section 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection,  the 
head  of  each  executive  agency  shall,  in  accordance  with  standards  prescribed  by 
the  Director  of  the  Bureau  of  the  Budget,  cause  the  accounts  of  such  agency  to 
be  so  maintained  as  to  show  completely  and  clearly  all  expendable  resources, 
liabilities,  available  balances,  and  costs  incurred  as  well  as  obligations  incurred, 
under  each  appropriation  and  allocation  or  allotment  thereof,  with  a  view  to 
facilitating  the  preparation  of  agency  reports  to  include  cost  data  as  required 
by  section  210  of  the  Budget  and  Accounting  Act  of  1021.  In  addition,  the  ac- 
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counting  system  required  shall  include  adequate  monetary  property  accounting 
records,  integrated  with  the  appropriated  fund  accounts.  Wherever  desirable 
to  facilitate  this  integration,  the  use  of  revolving  funds  shall  be  encouraged  to 
finance  procurement  and  inventories  of  consumable  materiel  and  production  of 
goods  and  services  for  sale  on  a  reimbursable  basis  to  consuming  activities 
financed  by  appropriated  funds.” 


STAFF  OFFICE  OF  ACCOUNTING 

Section  2  (c)  of  the  act  would  further  amend  the  Budget  and  Accounting  Act 
by  adding  section  120  to  establish  in  the  Bureau  of  the  Budget  under  the  super¬ 
vision  of  the  Director  thereof  a  staff  Office  of  Accounting,  the  head  of  which  shall 
be  the  Assistant  Director  of  Accounting. 

The  Department  of  Defense  sees  merit  in  this  recommendation  from  the  stand¬ 
point  that  it  would  provide  a  better  means  of  effecting  improved  integrated 
budgeting  and  accounting  for  the  Governmnet  as  a  whole,  and  this  would  have 
an  impact  upon  the  Department  of  Defense  as  well  as  other  Government  agencies. 
Logically,  the  functions  of  budgeting  and  accounting  improvements  go  hand  in 
hand  and  both  are  properly  placed  within  the  executive  branch  of  the  Govern¬ 
ment.  Therefore,  we  believe  it  desirable  that  the  Budget  and  Accounting  Act 
be  amended,  consistent  with  the  establishment  of  this  function  in  the  Bureau  of 
the  Budget,  to  provide  that  all  budgeting  and  accounting  principles  and  standards 
should  be  established  by  the  Director  of  the  Bureau  of  the  Budget  in  the  executive 
branch  of  the  Government  rather  than  by  the  Comptroller  General 


COMPTROLLERS  FOR  EXECUTIVE  AGENCIES 

The  proposed  bill  would  also  amend  the  Budget  and  Accounting  Act  by  adding 
section  121  which  would  establish  requirements  for  the  head  of  each  executive 
agency  to  appoint  a  comptroller  to  be  directly  responsible  to  him.  It  also  pro¬ 
vides  certain  specific  functions  and  duties  of  the  agenev  comptrollers  Criticism 
of  this  section  is  as  follows  : 

■nr(1!  ^  is  necess»ry  in  the  case  of  Department  of  Defense,  because  title 
IV  of  the  National  Security  Act  covers  this  subject  on  a  much  broader  basis. 
(It  is  important,  however,  that  the  present  proposed  legislation  shall  not  super- 
sec lethe  provisions  of  title  IV,  although  there  may  be  some  question  as  to 
whether  the  proposed  law,  if  passed,  would  have  such  effect. ) 

(2)  The  Comptroller’s  functions,  as  provided  by  the  bill  (in  the  language  of 
the  statement  of  Department  of  Defense  views)  “greatly  underemphasize  his 
budget  responsibilities.  While  his  accounting  responsibilities  are  important, 
as  emphasized  by  the  Commission,  his  budget  responsibilities  are  even  greater! 
The  Commission’s  report  does  not  adequately  set  forth  the  concept  that  the 
Comptroller  (or  the  Assistant  Secretary  for  Financial  Management)  should 
provide  an  independent  review  and  analysis  of  budgets,  as  well  as  reports  on 
performance,  and  that  he  should  assist  the  Secretary  of  the  Department  as  a 
coordinator  in  reconciling  and  balancing  with  each  other,  the  budget  claims 
lor  financial  support  of  the  several  fields  of  operating  interest  (each  of  which 
has  its  advocate  at  top  level)  with  the  potential  resources,  including  spending 
authority  granted  by  the  Congress.  This  does  not  mean  that  the  Comptroller 
(or  Assistant  Secretary  for  Financial  Management)  actually  controls  the 
operations,  or  serves  as  a  general  manager,  or  is  the  superior  of  his  teammates 
who  have  responsibility  for  actual  operations  in  their  respective  fields.  The 
Department  of  Defense  has  been  active  in  the  development  of  this  concept  in  the 
I  ederal  Government.” 

k*11  requires  the  head  of  each  agency  to  seek,  and  presuinablv  be 
guided  by,  the  advice  of  the  Assistant  Director  for  Accounting,  Bureau  of  the 
Budget,  a  proposed  new  statutory  office,  with  respect  to  all  comptroller  ap¬ 
pointments.  (It  is  believed  the  use  of  such  advice  should  be  on  purely  a 
voluntary  basis.  See  Commission  recommendations  Nos.  10  and  12  and  De- 
n'n'tter'') '  °*  Defense  views  thereon.  This  provisions  should  not  be  a  statutory 


SIMPLIFICATION  OF  ALLOTMENT  SYSTEM  FOR  ALLOCATING  FUNDS 

Section  3  would  require  simplification  of  the  allotment  system  although  it  is 
questionable  whether  such  a  provision  of  law  is  required.  The  Department  of 
Defense  concurs  in  the  objective  of  this  provision,  provided  it  is  understood 
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that  some  military  department  installations  may  have  more  than  one  operating 
unit  located  thereon.  Considerable  progress  has  already  been  made  and  is 
continuing  rapidly  within  the  Department  of  Defense  toward  achievement 
of  this  objective  under  guidance  of  the  Assistant  Secretary  of  Defense  (Comp¬ 
troller).  .  „  ,  . 

One  of  the  major  requirements  for  further  reductions  of  unnecessary  pockets 
of  funds”  is  believed  to  be  the  further  development  of  the  method  of  financing 
cross-servicing  between  departments  upon  a  reimbursable  basis,  rather  than  by 
separate  citation  of  the  ordering  agency’s  funds  in  connection  with  individual 
transactions  affecting  the  cost  of  work  ordered.  Working  capital  funds  have 
provided  one  solution  of  this  difficulty,  although  this  is  not  a  primary  objective 
of  the  use  of  such  funds.  Further  development  in  this  direction  of  financing 
services  upon  a  reimbursable  basis,  under  the  allotment  of  the  performing  activity, 
awaits  changes  in  Budget-Treasury  Regulation  No.  1,  by  the  Director  of  the 
Bureau  of  the  Budget  and  the  Secretary  of  the  Treasury,  with  the  collaboration 
of  the  Comptroller  General. 

SINGLE  AGENCY  ACCOUNTS 

Section  4  of  the  proposed  bill  would  require  establishment  of  a  single  account 
under  each  present  annual  appropriation.  This  would  simplify  integration  of 
accounting  for  costs  and  obligations,  which  is  one  of  the  most  important  ob¬ 
jectives  of  the  bill,  as  well  as  permit  the  agencies  to  settle  claims  against  appro¬ 
priations  which  presently  lapse. 

This  provision  is  also  the  subject  of  S.  3362  upon  which  we  have  made  a 
previous  statement. 

(Attachment  to  views  on  S.  3199) 

Department  of  Defense  Views  on  Implementation  of  Report  on  Budget  and 

Accounting 

(These  comments  are  those  of  the  Department  of  Defense  and  should  not  be 
considered  as  representing  the  position  of  the  administration.  Also  they  do  not 
necessarily  represent  the  final  conclusions  of  the  Department.) 

By  Commission  on  Organization  of  the  Executive  Branch  of  the  Government, 

October  1955 


RECOMMENDATION  NO.  1 

(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions ; 

(b)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well-qualified  employees  whose  duties  should  include  con¬ 
tinuous  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  preparation 
and  administration  and  other  facets  of  the  Bureau’s  managerial  responsibilities; 

and  .  , .  „ 

(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau 

of  the  Budget  for  that  purpose. 

Department  of  Defense  position 

Concur  in  principle. 

Comments 

The  Bureau  of  the  Budget  and  the  Department  of  Defense  already  have  long- 
established  arrangements  whereby  well-qualified  employees  of  the  Bureau  are 
assigned  on  a  continuing  year-round  basis  to  review  of  agency  budgets  and  other 
aspects  of  financial  management  of  all  components  of  the  Department  of  Defense 
Much  of  these  reviews  are  conducted  on  the  site.  The  constructive  results  of 
these  arrangements  are  acknowledged.  The  staff  of  the  Office  of  the  Secretary  of 
Defense  is  also  engaged  in  reviews  of  agency  budgets  and  other  aspects  of  man¬ 
agement  of  the  military  departments;  this  should  mean  a  lesser  requirement  for 
review  by  representatives  of  the  Bureau  of  the  Budget.  _ 

Parts  (a)  and  (c)  of  this  recommendation  relate  to  expansion  of  the  Bureau 
and  increase  of  its  resources.  It  is  believed  “reorientation”  of  the  Bureau  s 
emphasis  on  managerial  functions  and  on  operating  budgets  rather  than  upon 
formulation  of  the  annual  President’s  budget  might  result  in  more  effective  uti¬ 
lization  of  present  personnel  and  resources. 


216 


BUDGETING  AND  ACCOUNTING 


Implementation 

Primarily  by  the  Bureau  of  the  Budget  but  Department  of  Defense  will  cooper¬ 
ate. 

RECOMMENDATION  NO.  2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on  the 
conduct  of  their  operations.  On  the  basis  of  the  agencies’  reports  and  other  avail¬ 
able  information,  the  Bureau  should  prepare  for  the  President  an  annual  report 
on  performance  for  the  executive  branch  as  a  whole. 

Department  of  Defense  position 
Concur. 

Comments 

The  Department  of  Defense  believes  this  recommendation  to  be  a  constructive 
one  and  would  cooperate  wholeheartedly  in  its  implementation.  However,  it  is 
addressed  to  the  President  and  the  Bureau  of  the  Budget  for  application  upon  a 
governmentwide  basis.  If  this  recommendation  were  implemented,  great  care 
would  be  required  in  selecting  the  types  of  data  to  be  included  and  the  manner 
of  presentation;  there  would  be  great  danger  that  such  reports  -would  not  serve 
the  intended  purpose. 

Implementation 

Department  of  Defense  will  cooperate  in  the  establishment  of  such  a  program, 
if  it  is  established  on  a  government  wide  basis. 

RECOMMENDATION  NO.  3 

See  recommendation  No.  7. 

RECOMMENDATION  NO.  4 

That  the  executive  budget  continue  to  be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  information  on  program  costs  and  accomplish¬ 
ment,  and  by  a  review  of  performance  by  organizational  units  where  these  do  not 
coincide  with  performance  budget  classifications. 

Department  of  Defense  position 

Concur.  See  recommendation  No.  5  below  for  comments  and  implementation. 

RECOMMENDATION  NO.  5 

That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems. 

Department  of  Defense  position 
Concur. 

Comments 

These  two  recommendations  are  a  statoutory  requirement  of  section  403  of  the 
National  Security  Act,  as  amended.  In  this  respect,  the  following  significant  state¬ 
ment  of  basic  principles  is  contained  in  the  Senate  Armed  Services  Committee  re¬ 
port  on  the  National  Security  Act  Amendments  of  1949  : 

“Basic  principles. — The  underlying  principles  of  the  performance  budget  are 
clear  and  simple.  The  performance  budget  contemplates — 

“(a)  that  all  costs  relating  to  a  logical  and  identifiable  program  be  in¬ 
cluded  as  a  project  or  a  budget  program  for  presentation  and  justification 
by  the  Department  concerned  to  the  Bureau  of  the  Budget,  the  President, 
and  the  Congress,  and  for  administration  and  reporting  after  the  appropri¬ 
ation  of  moneys ; 

“(b)  that  there  be  a  logical  and,  so  far  as  practical,  uniform  grouping  of 
projects  or  budget  programs  by  the  primary  functions  of  the  military  de¬ 
partments,  with  this  grouping  paralleling  so  far  as  possible,  the  organization 
and  management  structure; 

“(c)  that  there  be  a  segregation  between  capital  and  current  operating 
categories." 

While  much  progress  has  been  made  by  the  Department  of  Defense  (with  the 
aid  and  encouragement  of  the  Appropriation  Committees),  there  are  still  some 
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desirable  additional  improvements  required  in  order  to  attain  the  full  objectives 

with  respect  to  both  recommendations.  ,  .  .  „  , , 

One  important  special  problem  which  is  now  being  studied,  by  request  of  the 
House  Appropriation  Committee,  concerns  the  budgeting,  appropriation,  and  ac¬ 
counting  for  the  element  of  military  personnel  cost  of  snppoi  t-type  ac  ti\  ities  like 
any  other  elements  (objects)  of  cost  of  such  activities — that  is,  such  costs  should 
be  appropriated  for  and  accounted  for  as  part  of  the  total  costs  of  the  respectne 
programs,  functions,  or  activities.  It  is  noted  that  the  Commissions  report  ap¬ 
pears  to  endorse  this  objective  (see  p.  38). 


Implementation 

Department  of  Defense  will  continue  development  in  connection  with  imple¬ 
mentation  of  title  IV  of  National  Security  Act,  as  amended. 


RECOMMENDATION  NO.  6 

See  recommendation  No.  7. 


RECOMMENDATION  NO.  7 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely,  charges  for  the  cost  of  goods  and 
services  estimated  to  be  received. 

RECOMMENDATION  NO.  6 

That  executive  agency  budgets  be  formulated  and  administeied  on  a  cost  basis. 


RECOMMENDATION  NO  3 

That  for  management  purposes,  cost  based  operating  budgets  be  used  to  de¬ 
termine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented 
by  periodic  reports  on  performance. 


RECOMMENDATION  NO  14 


That  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently , 
completely  and  clearly  all  resources  and  liabilities,  and  the  costs  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting. 

Recommendations  7,  6,  3,  and  14  are  related  with  respect  to  the  technical  bases 
of  budgeting  and  accounting  for  governmental  funds  for  the  purposes  of  con¬ 
gressional,  Presidential,  and  agency  control.  It  is  desirable  to  comment  upon 
them  as  a  group.  These  four  recommendations  deal  with  the  financial  manage¬ 
ment  process  through  budget  formulation  and  appropriation,  the  operating  budget 
and  establishing  allocations  and  allotments,  and  account  keeping  and  financial 
reporting.  The  Commission  proposals  in  this  area  include  (1)  basing  appropria¬ 
tions  on  estimated  accrued  expenditures,  and  (2)  in  addition  providing  con¬ 
gressional  contract  authorizations  to  cover  procurement,  construction,  etc.  Only 
the  first  aspect  of  this  proposal  is  included  in  the  numbered  recommendations, 
leaving  the  second  aspect  to  be  extracted  from  the  supporting  text  of  the  Com¬ 
mission  report  (see  p.  23).  It  is  possible  to  deal  with  the  matter  moie  clear  y 
if  both  aspects  of  the  Commission  proposal,  as  described  on  page  23,  are  recog¬ 
nized  as  included. 


Department  of  Defense  position 

Concur  in  principle  but  believe  that  recommendations  as  stated  are  not  com¬ 
plete.  See  comments  below. 


Comments 

Bases  of  budgeting  and  accounting . — The  use  of  the  “accrued  expenditure  and 
"cost  bases”  of  budgeting  and  accounting  would  contribute  greatly  to  financial 
control  at  all  levels.  However,  it  is  important  to  properly  define  these  terms. 

The  “accrued  expenditure”  basis  should  be  understood  to  include  charges  for 
progress  payments  under  long-term  contracts  as  well  as  charges  for  the  cost  of 
goods  and  services  received  during  the  budget  year  under  other  contracts  and 
employment  arrangements,  as  recognized  by  the  task  force  on  page  38  of  its  re¬ 
port.  In  the  case  of  construction  work  and  procurement  of  much  heavy  military 
equipment,  contractual  payments  are  required  to  be  made  during  the  course  of 
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performance  of  the  contracts  in  order  to  finance  the  contractors,  and  such  pay¬ 
ments  are  in  advance  of  the  receipt  of  the  goods  or  completion  of  construction — 
such  amounts  also  represent  accrued  expenditures  when  properly  charged. 

The  cost  basis  should  be  understood  to  mean : 

(а)  In  the  case  of  acquisition  of  property — cost  of  resources  applied  in  pro¬ 
curement,  production,  or  construction  of  such  property  actually  received  or 
completed,  and 

(б)  In  the  case  of  operating  activities — cost  of  resources  consumed  in  opera¬ 
tion  and  maintenance,  excluding  depreciation  or  writeoffs  of  capital  assets  em¬ 
ployed  in  operation  or  maintenance  except  for  industrial-  and  commercial-type 
activities  where  improved  management  tools  would  result,  as  may  be  appropriate 
under  approved  Government  policy. 

It  appears  desirable  to  state  the  general  understanding  that  application  of  the 
accrual  basis  of  accounting  should  be  modified  in  the  Federal  Government  to  ex¬ 
clude  depreciation  on  capital  property  except  for  industrial-  and  commercial-type 
activities  in  those  instances  where  improved  management  tools  would  result, 
as  may  be  appropriate  under  approved  Government  policy.  This  is  the  generally 
accepted  principle  of  application  of  the  accrual  basis  of  accounting  in  American 
State  and  local  governments  which  utilize  it.  And  we  believe  it  is  generally 
agreed  that  no  useful  purpose  would  be  served  by  estimating  or  recording  monthly 
or  annual  depreciation  on  military  buildings  and  structures,  ships,  aircraft, 
combat  vehicles,  guns,  etc. 

It  is  important  in  financial  control  to  budget  and  account  for  the  cost  of 
acquisition  of  all  property  (including  both  capital  property  and  consumption- 
type  materiel,  or  inventories,  the  cost  of  which  is  chargeable  to  operations  when 
consumed ) . 

Budgeting  and  accounting  for  the  cost  of  acquisition  of  property  presents  spe¬ 
cial  problems  in  the  Department  of  Defense  because  of  the  immense  amount  of 
construction  of  facilities  and  procurement  and  production  of  materiel,  all  of 
which  has  a  long  lead  time  between  planning  (or  programing)  and  completion 
or  delivery.  Control  of  cost  of  acquisition  demands  advance  budgeting,  authori¬ 
zation  of,  and  accounting  for  costs  of  procurement,  production,  and  construction, 
as  well  as  for  expenditures.  Currently  such  budgeting,  authorization,  and  ac¬ 
counting  are  provided  in  terms  of  “obligations”  as  well  as  expenditures.  As 
noted  above,  in  recommending  institution  of  the  use  of  the  accrual  and  cost 
bases  of  accounting,  the  Commission’s  recommendations  did  not  include  in  the 
formal  budget  and  reports  the  obligation  basis  of  advance  cost  authorizations. 
That  such  inclusion  was  intended  appears  evident  from  the  report  discussion, 
page  23. 

Basis  of  congressional  appropriations., — In  the  report  discussion  (p.  23)  it 
is  brought  out  that  in  recommending  change  in  the  basis  of  congressional  appro¬ 
priations  to  accrued  expenditures,  the  Commission  recommends  use  of  addi¬ 
tional  contracting  authority  to  cover  construction,  procurement,  and  production 
involving  expenditures  beyond  the  budget  year.  This  would  assure  continuance 
of  the  present  type  of  obligation  control,  although  in  a  different  form. 

As  indicated  in  the  Commission’s  report,  the  Assistant  Secretary  of  Defense 
(Comptroller)  of  the  Department  of  Defense  has  previously  expressed  the 
opinion  that  the  idea  of  an  annual  expenditure  budget  has  merit,  and  that  while 
there  are  certain  administrative  difficulties  to  be  overcome,  he  does  not  believe 
them  to  be  insurmountable.  Such  difficulties  are  concerned  primarily  with  the 
difficulty  of  estimating  the  year  of  delivery  of  materiel  or  performance  of  services 
under  long-term  contracts.  As  a  result,  it  would  be  impossible  to  precisely  pre¬ 
dict  or  estimate  in  which  fiscal  year  the  contract  expenditures  might  fall.  There¬ 
fore,  it  should  be  understood  that  unexpended  balances  of  appropriations  at 
the  end  of  any  fiscal  year  for  the  purpose  of  meeting  contractual  payments  should 
be  carried  over  to  cover  the  expenditures  to  the  extent  they  may  subsequently 
materialize.  It  should  also  be  understood  that  when  the  Congress  authorizes 
obligations  to  be  undertaken  without  simultaneously  authorizing  payments  by 
appropriation  action  (to  the  extent  it  is  estimated  expenditures  will  not  be  pay¬ 
able  during  the  same  year  the  obligations  are  placed),  the  legal  consequence  is 
that  the  Congress  (or  any  future  Congress)  is  committed  to  making  future 
appropriations  to  meet  the  required  payments  (including  settlement  of  claims 
in  the  case  of  contracts  terminated  for  the  convenience  of  the  Government). 

Inasmuch  as  the  proposed  contract  authority  eventually  results  in  payments  by 
the  Government,  it  may  well  be  asked  what  purpose  is  served  by  deferring  the 
making  of  appropriations  in  full  to  cover  such  payments.  Does  this  provide 
more  congressional  control?  In  a  strict  theoretical  sense,  it  does  not  increase 
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congressional  control.  However,  the  proposed  division  of  contract  and  expendi¬ 
ture  authority  might  well  have  the  result  of  providing  an  incentive  for  improved 
expenditure  budgeting  and  improved  production  and  performance  scheduling, 
with  resultant  economies.  At  least,  by  substitution  of  contract  authority  for 
advance  appropriations,  the  substantial  reduction  of  the  present  large  annual 
carryover  of  appropriation  authority,  reserved  to  cover  all  future  payments 
under  contract  obligations,  should  result  in  better  understanding  of  the  Federal 
budget.  Certain  other  advantages  cited  in  the  Commission’s  report  are  not 
believed  to  exist.  The  proposed  system  would  not  enable  the  Congress,  at  the 
time  it  considers  appropriations  for  expenditure,  to  reconsider  past  actions  in 
granting  contract  authority  any  more  than  it  can  act  today  to  rescind  past  appro¬ 
priations.  (The  Congress  can  always  rescind  appropriation  authority  to  pay 
existing  obligations,  if  it  desires  to  have  contracts  canceled  or  cut  back,  but  it 
must  provide  for  payment  of  losses  for  such  contract  settlements.)  Moreover  the 
proposed  system  would  not  operate  to  remove  any  incentive  which  may  exist  to 
obligate  all  available  obligational  authority  before  the  end  of  each  fiscal  year. 

That  portion  of  the  recommendation  concerning  making  of  congressional  ap¬ 
propriations  in  terms  of  accrued  expenditures  would  not  require  implementation 
in  order  to  permit  the  use  of  the  accrued  expenditure  and  cost  bases  of  budgeting 
and  accounting  (in  addition  to  the  obligation  basis)  for  the  purposes  of  executive 
and  congressional  control. 

If  this  recommendation  is  accepted  by  the  Congress  for  application  on  a 
governmentwide  basis,  there  should  he  a  period  of  at  least  1  year,  for  the  purpose 
of  study  and  preparation,  before  placing  the  plan  into  effect. 

Financial  control  through  operating  budgets. — Although  the  Commission  report 
uses  the  terms  “executive  budget”  and  “operating  budgets,”  it  does  not  distinguish 
between  them.  It  should  be  understood  that  the  executive  budget  means  the 
President’s  budget  which  is  submitted  to  Congress  in  support  of  appropriation 
requests.  The  annual  executive  budget  must  be  completed  and  submitted  more 
than  6  months  before  the  beginning  of  any  fiscal  year  for  consideration  by  the 
Appropriations  Committees.  It  is  rendered  out-of-date  by  actions  of  the  Congress 
in  appropriating  funds,  as  well  as  by  the  lapse  of  time  and  changing  events. 

For  these  reasons,  it  is  necessary  to  revise  the  budget  at  the  beginning  of 
each  fiscal  year.  It  is  also  necessary  to  greatly  amplify  and  subdivide  the  budget 
by  individual  activities  within  each  agency  for  purposes  of  internal  management. 
These  revised  and  extended  budgets  may  be  termed  “operating  budgets.”  It  is 
assumed,  however,  that  the  several  bases  of  budgeting  and  accounting  and  the 
account  classifications  (except  for  differences  in  detail)  would  be  the  same  for 
both  budgets  (the  operating  budget  would  be  in  greater  detail). 

Operating  budgets  should  be  used  for  purposes  of  apportionment  of  funds  (i.  e., 
obligation  and  expenditure  authority)  by  the  Director  of  the  Bureau  of  the 
Budget,  as  well  as  in  making  fund  allocations  within  the  agencies,  as  recom¬ 
mended  by  the  Commission.  It  is  assumed  the  Commission  did  not  intend  to 
imply  elimination  of  the  apportionment  process. 

Fund  allocations  and  allotments  (see  recommendation  13)  should  be  consid¬ 
ered  simply  as  approvals  and  overall  limitations  of  operating  budgets  at  every 
level  by  the  respective  appropriate  authorities  within  each  agency. 

If,  as  recommended  by  the  Commission,  the  Congress  were  to  separately  pro¬ 
vide  contract  authority  for  construction,  procurement,  and  production,  it  is 
assumed  that  apportionments,  allocations,  and  allotments  would  also  be  appro¬ 
priately  subdivided  between  such  contract  authority  and  expenditure  authority. 

Implementation  of  these  recommendations  in  Department  of  Defense. — The 
Department  of  Defense  subscribes  to  the  use  of  the  accrued  expenditure  and 
cost  basis  of  budgeting  and  accounting,  in  addition  to  the  obligation  basis,  subject 
to  the  explanations  set  forth  above.  It  has  been  engaged  in  extensive  develop¬ 
ment  work  leading  to  this  end  through  implementation  of  title  IV  of  the  National 
Security  Act,  as  amended.  In  particular,  the  utilization  of  working-capital 
funds  results  in  consumer  budgets  being  stated  upon  the  basis  of  cost  of  resources 
consumed.  Moreover,  the  installation  of  financial  accounting  for  property  is  a 
necessary  major  step  in  this  direction.  The  full  utilization  of  the  accrued 
expenditure  basis  of  budgeting  and  reporting  in  the  congressional  budget  (as 
distinguished  from  management’s  operating  budgets  and  reports)  will  depend 
upon  governmentwide  development  and  upon  congressional  authority. 

It  is  desired  to  correct  what  may  be  an  erroneous  implication  in  a  quotation 
from  the  task  force  report  (pp.  13  and  14),  as  follows: 

“At  the  present  time  most  budgets  are  prepared  on  the  basis  of  estimated 
obligations  to  be  incurred  during  the  budget  year.  Obligations  are  orders  placed, 
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contracts  awarded,  services  received,  and  similar  transactions  during  a  given 
period  requiring  future  payment  of  money.  Obligations  to  be  incurred  during 
the  year  do  not  necessarily  have  any  relation  to  costs  to  be  incurred  during  the 
year. 

“The  task  force  states : 

“(«)  Such  a  budget  presentation  fails  to  take  into  account  inventories  and 
other  working  capital  carried  over  and  available  at  the  beginning  of  the 
year  which  may  be  consumed  in  the  programs  of  the  budget  year. 

“(6)  It  excludes  materials  which  may  become  available  during  the  budget 
year  on  the  basis  of  prior  year  obligations,  or  resources  which  are  estimated 
to  be  carried  over  to  the  following  year.  Obviously,  such  inventories  and 
materials  should  be  considered  in  establishing  the  level  of  funds  required 
to  accomplish  a  program. 

“(c)  The  accounting  data  required  in  formulating  and  controlling  agency 
budgets  is  that  which  reflects  the  costs  of  goods  and  services  to  be  consumed 
in  carrying  out  budget  programs,  in  other  words,  estimated  costs  incurred. 
The  important  thing  in  budgeting  is  the  work  or  service  to  be  accomplished 
and  what  that  work  or  service  will  cost.  Current  Government  practice, 
concerned  primarily  with  incurring  obligations,  does  not  contribute  to  a 
determination  of  the  costs  of  work  or  service  to  be  paid  for  in  the  period 
under  review.  It  fails  to  relate  planned  operations  to  past  and  projected 
costs.” 

Although,  in  fact,  the  criticism  is  addressed  to  the  manner  of  presentation  of 
the  congressional  budget,  it  might  be  interpreted  by  many  as  a  criticism  of  the 
underlying  method  of  determining  requirements  for  additional  obligation  au¬ 
thority;  namely,  that  existing  resources  of  inventories,  goods  on  order,  and 
unobligated  balances  of  prior  years'  appropriation,  receive  no  consideration  in 
determining  such  requirements  for  additional  obligation  authority.  Such  an 
interpretation  would  not  be  true  in  the  case  of  the  Department  of  Defense — 
quite  the  contrary  is  true. 

Implementation 

Department  of  Defense  will  continue  with  installation  of  the  accrued  expendi¬ 
ture  and  cost  bases  of  budgeting  and  accounting,  primarily  with  respect  to 
implementation  of  title  IV  of  the  National  Security  Act,  as  amended,  and  subject 
to  such  governmentwide  requirements  as  may  be  imposed  by  law  or  regulations 
of  the  Bureau  of  the  Budget,  Treasury  Department,  and  General  Accounting 
Office.  It  will  also  develop  in  connection  with  implementation  of  title  IV  the 
utilization  of  these  bases  of  budgeting  and  accounting,  as  well  as  the  obligation 
basis,  in  internal  budgetary  administration  and  other  aspects  of  financial  control, 
including  reporting.  If  requested,  the  Department  of  Defense  will  also  support 
that  part  of  recommendation  No.  7  which  concerns  the  institution  of  a  system 
of  congressional  appropriations  in  terms  of  estimated  annual  accrued  exi>endi- 
tures  with  separation  of  contract  authority  to  cover  additional  obligations  for 
procurement,  production,  construction,  etc.,  but  only  if  provision  is  made  for 
continuing  the  merits  of  the  obligational  basis. 

RECOMMENDATION  NO.  S 

That  legislation  committing  the  Government  to  continuing  expenditures  for 
special  programs  which  are  not  susceptible  to  the  usual  budgetary  control  ordi¬ 
narily  be  enacted  for  a  limited  term  in  order  to  require  periodic  congressional 
review  of  their  usefulness. 


RECOMMENDATION  NO.  9 

That  the  Bureau  of  the  Budget  keep  such  programs  under  continuing  review, 
and  the  President’s  budget  contemplate  amendments  to  them  when  their  operation 
conflicts  with  current  budgetary  policy. 

Based  upon  the  explanation  in  the  Commission’s  report,  these  two  recommenda¬ 
tions  are  not  applicable  to  the  Department  of  Defense. 

RECOMMENDATION  NO.  10 

That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  staff  Office  of  Accounting  headed  by  an  Assistant  Director  for  Accounting, 
with  powers  and  duties  as  follows: 

(«)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  reporting, 
consistent  with  broad  policies  and  standards  prescribed  by  the  Comptroller 
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General.  These  broad  policies  and  standards  should  continue  to  be  developed 
in  cooperation  with  the  executive  branch. 

(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  accounting 
methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and  to  watch 
progress. 

(d)  To  stimulate  the  building  of  competent  accounting  and  auditing  organiza¬ 
tions  in  the  executive  agencies  and  to  assist  actively  in  the  selection,  training, 
and  retention  of  capable  personnel. 

(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to  the 
status  of  accounting  in  each  of  the  executive  agencies. 

In  addition,  it  is  indicated  elsewhere  in  the  Commission’s  report  (p.  49)  that 
the  preparation  and  publication  of  comprehensive  central  reports  on  a  govern¬ 
mentwide  basis  should  be  a  function  of  the  Bureau  of  the  Budget,  and  that  this 
function  would  be  exercised  under  the  proposed  Assistant  Director  for  Account¬ 
ing. 

Department  of  Defense  position 

Concur  in  principle. 

Comments 

This  recommendation  is  addressed  primarily  to  the  Director  of  the  Bureau  of 
the  Budget.  The  Department  of  Defense  sees  merit  in  this  recommendation  from 
the  standpoint  that  it  would  provide  a  better  means  of  achieving  improved,  inte¬ 
grated  budgeting  and  accounting  for  the  Government  as  a  whole,  and  this  would 
have  an  impact  upon  the  Department  of  Defense  as  well  as  other  Government 
agencies.  Logically,  the  functions  of  budgeting  and  accounting  improvement  go 
hand  in  hand,  and  both  are  properly  placed  within  the  executive  branch  of  the 
Government. 

It  is  not  clear  what  impact  this  recommendation  is  intended  to  have  on  the 
functions  of  the  Comptroller  General  and  General  Accounting  Office.  While 
cooperation  would  still  be  required  between  Bureau  of  the  Budget  and  General 
Accounting  Office,  it  would  appear  to  be  desirable  that,  in  accordance  with  the 
recommendation,  the  leadership  in  the  joint  accounting  improvement  program 
should  be  passed  from  the  Comptroller  General  to  the  Director  of  the  Bureau 
of  the  Budget 

With  respect  to  paragraph  (d)  above,  it  would  be  considered  inappropriate 
and  not  potentially  effective  for  the  Assistant  Director  for  Accounting  to  under¬ 
take  to  select  agency  personnel  for  accounting  and  auditing  positions.  Neverthe¬ 
less,  he  might  advise  and  assist  in  such  actions  to  the  extent  requested,  and  he 
could  provide  assistance  through  setting  standards  for  selection,  training,  and 
retention  of  capable  personnel. 

Implementation 

None  needed  by  Department  of  Defense. 

RECOMMENDATION  NO.  11 

That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the 
following  duties  and  functions : 

(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency  of  ade¬ 
quate  accounting  and  auditing  systems  and  procedures  iu  conformity  with  the 
provisions  of  the  Budget  and  Accounting  Procedures  Act  of  lO.lO. 

"(b)  To  direct  the  recruitment,  training,  and  development  of  qualified  account¬ 
ing  personnel. 

(e)  To  develop  and  be  responsible  for  reliable  and  informative  financial  re¬ 
ports  for  (1)  internal  management  purposes  and  (2)  for  issue  to  the  Congress 
and  other  executive  departments  or  agencies. 

(d)  To  interpret  and  advise  upon  significant  aspects  of  the  financial  reports. 

(e)  To  direct  the  preparation  and  review  execution  of  budgets  prepared  at 
operating  levels  for  the  information  of  top  management  which  is  responsible  for 
budget  policies. 

Department  of  Defense  position 

Concur  subject  to  qualification  that  actual  recruitment,  training,  and  develop¬ 
ment  of  qualified  personnel  should  be  conducted  in  collaboration  with  the  appro¬ 
priate  personnel  officials. 
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Comment  h 

The  position  of  comptroller  has  been  established  in  each  of  the  military  depart¬ 
ments,  as  well  as  for  the  Department  of  Defense,  pursuant  to  title  IV  of  the 
National  Security  Act,  as  amended.  The  position  of  comptroller  has  been  estab¬ 
lished,  also,  in  the  major  subdivisions  of  each  of  the  military  departments.  Fur¬ 
ther  reference  is  made  to  comptrollers  in  the  Department  of  Defense  under 
recommendations  Nos.  23  and  24. 

The  comptroller’s  functions,  as  recommended  by  the  Commission,  greatly  under¬ 
emphasize  his  budget  responsibilities.  While  his  accounting  responsibilities  are 
important,  as  emphasized  by  the  Commission,  his  budget  responsibilities  are  even 
greater.  The  Commission’s  report  does  not  adequately  set  forth  the  concept  that 
the  comptroller  (or  the  Assistant  Seer  eta  it  for  Financial  Management)  should 
provide  an  independent  review  and  analysis  of  budgets,  as  well  as  reports  on 
performance,  and  that  he  should  assist  the  Secretary  of  the  Department  as  a 
coordinator  in  reconciling  and  balancing  with  each  other,  the  budget  claims  for 
financial  support  by  the  several  fields  of  operating  interest  (each  of  which  has 
its  advocate  at  top  level)  with  the  potential  resources,  including  spending  au¬ 
thority  granted  by  the  Congress.  This  does  not  mean  that  the  comptroller  (or 
Assistant  Secretary  for  Financial  Management)  actually  controls  the  operations, 
or  serves  as  a  general  manager,  or  is  the  superior  of  his  teammates  who  have 
responsibility  for  actual  operations  in  their  respective  fields.  The  Department 
of  Defense  has  been  active  in  the  development  of  this  concept  in  the  Federal 
Government 

Implementation 

Department  of  Defense  will  continue  to  be  active  in  the  development  of  this 
concept  in  the  Federal  Government. 

RECOMENDATION  NO.  12 

That  the  selection  of  agency  comptrollers  and  the  building  of  competent  ac¬ 
counting  organizations  in  the  executive  agencies  through  the  selection,  training, 
and  retention  of  capable  personnel  he  an  important  phase  of  the  guidance  and 
help  to  be  given  by  the  Assistant  1  firector  for  Accounting  in  the  Bureau  of  the 
Budget. 

Department  of  Defense  position 

Concur  in  principle. 

Comments 

The  Department  of  Defense  believes  that  any  guidance  and  help  in  the  selec¬ 
tion  and  training  of  comptroller  personnel  should  apply  to  a  much  broader  area 
than  the  field  of  accounting,  which  is  the  recommended  primary  area  of  interest 
of  the  recommended  Assistant  Director  for  Accounting  in  the  Bureau  of  the 
Budget.  Comments  concerning  the  extent  of  assistance  to  the  agencies  in  per¬ 
sonnel  matters  are  stated  in  the  comments  with  respect  to  recommendation 
No.  10. 

Implementation 

Department  of  Defense  will  utilize  such  assistance. 

recommendation  no.  13 

That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  operat¬ 
ing  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operations. 

Department  of  Defense  position 

Concur  in  principle. 

Comments 

The  Department  of  Defense  concurs  in  this  recommendation,  provided  it  is 
understood  that  some  military  department  installations  may  have  more  than  one 
operating  unit  located  thereon.  Guidance  toward  this  objective  has  already  been 
furnished  the  military  departments  by  the  Assistant  Secretary  of  Defense 
(comptroller),  and  considerable  progress  has  been  made  during  the  past  2  fiscal 
years  (especially  in  gaining  acceptance  of  the  concept  and  objective  by  all  con¬ 
cerned,  both  inside  and  outside  the  Department  of  Defense),  although  much 
remains  to  be  accomplished. 
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One  of  the  major  requirements  for  further  reductions  of  unnecessary  ‘‘pockets 
of  funds”  is  believed  to  he  the  further  development  of  the  method  of  financing 
cross  servicing  between  departments  upon  a  reimbursable  basis,  rather  than  by 
separate  citation  of  the  ordering  agency's  funds  in  connection  with  individual 
transactions  affecting  the  cost  of  work  ordered.  Working  capital  funds  have 
provided  one  solution  of  this  difficulty,  although  this  is  not  a  primary  objective 
of  the  use  of  such  funds.  Further  development  in  this  direction  of  financing 
services  upon  a  reimbursable  basis,  under  the  allotment  of  the  perfoi  ming 
activity,  awaits  changes  in  Budget-Treasury  Regulation  No.  1  by  the  Director 
of  the  Bureau  of  the  Budget  and  the  Secretary  of  the  Treasury,  with  the  col¬ 
laboration  of  the  Comptroller  General. 

Implementation 

The  Department  of  Defense  will  continue  to  take  actions  within  its  powei 
in  simplification  of  the  allotment  system. 

RECOMMENDATION  NO.  14 

See  recommendation  No.  7. 

RECOMMENDATION  NO.  15 

That  after  appropriate  accrual  and  cost  accounting  techniques  have  been 
established  by  the  Government  agencies,  the  creation  or  continuation  of  revolving 
funds  should  he  reviewed  to  determine  whether  they  will  add  to  efficient  man¬ 
agement. 

Department  of  Defense  position 

No  objection  to  review  but  nonconcur  in  implication. 

Com  ments 

The  Department  of  Defense  does  not  understand  this  recommendation,  espe¬ 
cially  since  the  use  of  working  capital  funds  facilitates  and  simplifies  appli¬ 
cation  of  the  accrual  basis  of  accounting  and  cost  accounting  techniques.  It 
might  imply  that  implementation  of  the  recommended  accrual  and  cost  account¬ 
ing  techniques  for  appropriated  funds  would  make  obsolete  the  fuithei  use  of 
working  capital  funds  in  the  military  departments.  The  Department  of  Defense 
would  not  agree  with  such  an  implication,  if  that  is  intended. 

The  report  includes  a  brief  statement  of  advantages  and  disadvantages  of 
revolving  funds  (pp.  39  and  -10).  The  statement  of  advantages  is  correct  (al¬ 
though  it  is  incomplete,  especially  from  the  viewpoint  of  congressional  control) . 
Management,  as  well  as  accounting  advantages  are  recognized.  However,  the 
statement  of  disadvantages  (quoted  from  the  Commissions  task  force  repoit) 
is,  in  our  opinion,  incorrect. 

The  following  statement  is  made  by  the  task  force  with  respect  to  the 

disadvantages :  .  .  . 

“The  principal  disadvantages  of  these  revolving  funds  are  that  they  minimize 
congressional  control  of  agency  operations  and  that  their  widespread  use  can 
result  in  too  many  pockets  of  funds  which  becomes  cumbersome  from  the  stand¬ 
point  of  efficient  administration.” 

The  use  of  revolving  funds  actually  increases  congressional  control.  Congress 
has  full  control  over  the  amount  of  capital  in  these  funds  (and,  therefore,  inven¬ 
tory  levels  and  procurement  of  stocks  represented  thereby)  through  its  power 
to  appropriate  for  such  increased  capital  requirements  as  may  he  justified  by 
the  agency,  and  to  reduce  excess  capital  requirements  by  rescission.  Both  types 
of  action  are  normal  procedure,  although  as  a  temporary  measure  until  January 
1.  1955.  the  Congress  granted  the  authority  to  the  Department  of  Defense,  subject 
to  approval  of  the  President,  to  transfer  unexpended  balances  of  appropriations 
to  working  capital  funds  in  order  to  initially  finance  new  installations  and 
additional  categories  of  materiel.  It  is  of  interest  that  stock  funds  have  re¬ 
turned  to  the  Treasury,  by  action  of  the  Congress  in  the  past  2  years,  or  are 
returning  during  the  current  fiscal  year,  more  than  $1  billion,  a  large  part  of 
which  represented  liquidation  of  excessive  inventories  under  improved  supply 
management  facilitated  by  the  use  of  working  capital  funds. 

Moreover,  the  use  of  working  capital  funds  permits  the  Congress  to  control 
by  separate  appropriation  action  to  the  using  activities  the  cost  of  goods  and 
services  consumed  by  them.  "Without  the  use  of  working  capital  funds,  it  would 
only  control  through  appropriation  action  for  new  procurement  of  materiel 
generally. 
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The  use  of  working  capital  funds  does  not  result  in  any  more  “pockets  of 
funds”  than  the  minimum  which  would  be  required  for  efficient  administration 
without  working  capital  funds,  based  upon  the  standards  set  forth  in  recom¬ 
mendation  No.  13.  In  fact,  under  present  regulations  of  the  Director  of  the 
Bureau  of  the  Budget,  Secretary  of  the  Treasury,  and  the  Comptroller  General, 
the  use  of  working  capital  funds  greatly  reduces  the  number  of  “pockets  of 
funds”  in  industrial-  and  commercial-type  activities  (in  fact,  this  is  stated 
in  the  Commission’s  report  as  an  advantage  of  working  capital  funds).  Al¬ 
though  there  are  possible  alternative  ways  to  simplify  fund  control  and  account¬ 
ing  in  such  cases  without  the  use  of  working  capital  funds,  the  Commission’s 
task  force  has  not  covered  them  in  its  recommendations.  However,  such  techni¬ 
cal  corrections  would  still  not  enable  the  Department  of  Defense  to  obtain  the 
management  advantages  inherent  in  the  use  of  working  capital  funds. 

After  issuance  of  its  report  on  budget  and  accounting,  the  Commission  released 
its  report  on  Business  Organization  of  the  Department  of  Defense..  This  was 
a  more  comprehensive  study  of  management  and  organization  by  a  separate  task 
force  headed  by  Mr.  Charles  R.  Hook,  Sr.  By  endorsement  of  that  report,  the 
Commission  accepted  without  qualification  or  reservation  the  use  of  working 
capital  funds  and  recommended  their  extension  wherever  suitable.  No  dis¬ 
advantages  were  found.  It  may  be  considered,  therefore,  that  the  later  report 
serves  to  correct  the  budget  and  accounting  report  in  this  respect. 

Implemchtati  on 

The  Department  of  Defense  will  cooperate  in  any  review  which  may  be  under¬ 
taken. 


RECOMMENDATION  NO.  16 


That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  their  accounting  systems. 

Department  of  Defense  position 
Concur. 

Comments 

'I  he  Department  of  Defense  is  required  by  law  to  meet  this  objective. 

The  military  departments  have  more  property  than  other  Government  agen¬ 
cies,  and  the  conditions  under  which  property  must  be  accounted  for  are  unusually 
difficult.  While  varying  degrees  of  progress  have  been  made  in  each  of  the  three 
military  departments,  much  remains  to  be  accomplished — especially  in  integrating 
property  accounting  with  fund  accounting  and  in  extension  overseas  of  financial 
accounting  for  property.  The  use  of  working  capital  funds,  wherever  appro¬ 
priate,  facilitates  integration  of  financial  accounting  for  property  and  fund 
accounting. 

Implementation 

The  Department  of  Defense  will  continue  its  efforts  to  install  adequate  finan¬ 
cial  accounting  for  property  in  connection  with  implementation  of  title  IV  of  the 
National  Security  Act,  as  amended. 


RECOMMENDATION  NO.  17 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations. 

Department  of  Defense  position 

Concur. 

Comments 

This  recommendation  requires  congressional  authority  to  implement.  It  would 
greatly  facilitate  and  simplify  integrated  accounting  for  obligations,  accrued  ex¬ 
penditures,  and  disbursements  under  annual  appropriations.  The  recommenda¬ 
tion  is  not  clearly  stated  and  may  be  misunderstood.  However,  the  discussion  in 
the  report  seems  to  be  clear  enough  as  to  the  objective  and  general  method  of 
accomplishment.  Nevertheless,  it  might  have  been  desirable  to  clearly  indicate, 
as  one  of  the  features  of  the  proposal,  that  provision  should  be  made  for  “lapsing” 
the  unobligated  balances  of  annual  appropriations  and  also  such  portion  of  un¬ 
liquidated  obligations  (subject  to  necessary  adjustment)  carried  forward  at  the 
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beginning  of  each  fiscal  year  as  may  be  determined  subsequently  to  be  in  excess 
of  the  actual  amounts  to  be  payable. 

Implementation 

The  Department  of  Defense  will  support  the  necessary  legislation  and  make 
the  necessary  study  of  its  detailed  application. 

RECOMMENDATION  NO.  18 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  claims  to  the  General  Accounting  Office,  but 
should  be  settled  within  the  agencies. 

Department  of  Defense  position 
Concur. 

Comments 

The  Department  of  Defense  hopes  that  authority  will  he  granted  to  implement 
this  recommendation. 

Implementation 

Department  of  Defense  will  support  the  necessary  legislation  and  any  appro¬ 
priate  implementing  action  of  the  General  Accounting  Office. 

RECOMMENDATION  NO.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  accountable 
officers  of  financial  liability  except  where  losses  result  from  their  gross  negligence 
or  fraud. 

Department  of  Defense  position 

Concur  in  principle  but  do  not  believe  the  recommendation  goes  far  enough. 
Comments 

This  recommendation  has  been  partially  implemented  through  adoption  of 
Public  Law  365,  S4th  Congress,  approved  August  11,  1955.  It  is  believed,  how¬ 
ever,  that  the  permissive  authority  for  clearance  should  have  been  carried 
further.  The  Department  of  Defense  sees  no  reason  to  continue  with  a  procedure 
which  requires  relief  of  disbursing  officers  when  they  have  not  been  found 
guilty  of  fraud  or  gross  negligence.  Instead,  each  department  or  agency  head 
should  have  the  duty  of  making  positive  findings  of  fraud  or  gross  negligence  and 
taking  such  steps  as  may  be  normal  to  institute  criminal  action  as  well  as  to 
recover  losses.  The  Comptroller  General  would  always  have  the  privilege  of 
commencing  appropriate  action  if  he  disagreed  with  agency  findings  oi  found  the 
agency  delinquent  in  taking  necessary  action. 

Implementation 

The  Department  of  Defense  will  support  the  necessary  legislation,  preferably 
for  authorizing  the  procedure  outlined  in  the  comments  above. 

RECOMMENDATION  NO.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Office  make  a  study 
to  determine  what  can  be  done  to  eliminate  (a)  duplicate  accounts  within  the 
Treasury  Department,  and  (6)  duplicate  accounting  as  between  the  Treasury 
Department  and  the  various  departments  and  agencies. 

Department  of  Defense  position 
Concur. 

Comments 

Simplification  of  procedures,  through  elimination  of  duplicate  records,  without 
loss  of  control  is  believed  to  be  feasible. 

Implementation 

None  required  in  Department  of  Defense.  However,  if  requested,  the  Depart¬ 
ment  of  Defense  will  cooperate  in  the  study. 
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RECOMMENDATION  NO.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review  and  modern¬ 
ization  of  central  fiscal  reports  by  the  Treasury  Department  to  the  end  that  they 
may  meet  the  changing  requirements  of  the  executive  branch,  the  Congress,  and 
the  public.  These  fiscal  reports  should  show  the  Government’s  cash  position 
and  related  cash  transactions. 

Department  of  Defense  position 

The  Department  of  Defense  concurs  on  the  basis  of  the  present  departmental 
assignment  of  functions,  but  see  comment  on  recommendation  No.  22. 

RECOMMENDATION  NO.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Procedures  Act 
of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  comprehen¬ 
sive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results 
of  the  activities  of  the  Government  as  a  whole  and  of  its  major  component 
activities. 

Department  of  Defense  position 

Concur  but  do  not  believe  the  recommendation  should  exclude  fiscal  reports. 
Comments 

W  hile  the  Department  of  Defense  concurs,  it  is  believed  that  the  recommenda¬ 
tion  should  be  more  specific  and  comprehensive — that  is,  the  function  of  all  cen¬ 
tral  reporting  ( including  fiscal  reporting)  for  the  Federal  Government,  as  a  whole, 
should  be  transferred  from  the  Department  of  the  Treasury  to  the  Bureau  of  the 
Budget.  Such  action  would  be  required  in  order  to  implement  recommendations 
No.  2  and  No.  10.  Such  a  step  would  eliminate  duplicate  reporting  channels 
and  central  agency  reporting  responsibilities;  it  would  thus  concentrate  overall 
central  reporting  responsibilities  for  the  Federal  Government. 

Implementation 

If  requested,  the  Department  of  Defense  will  support  necessary  legislation.  It 
will  also  undertake  to  implement  any  action  that  may  be  undertaken  for  the 
Government  as  a  whole  under  the  direction  of  the  Bureau  of  the  Budget. 

RECOMMENDATION  NO.  23 

That  in  selecting  individuals  for  comptrollership,  civilians  with  broad  manage¬ 
ment  and  accounting  experience  and  competence  be  appointed. 

Comments 

The  Department  of  Defense  concurs  in  the  need  for  selecting  individuals  for 
comptrollership  positions  who  have  broad  management  and  accounting  experience 
and  competence.  The  problem  as  to  whether  these  positions  should  be  staffed 
exclusively  with  civilian  personnel  is  being  studied  in  connection  with  recom¬ 
mendations  13  and  14  of  the  Hoover  Commission  Report  on  Business  Organiza¬ 
tion  of  the  Department  of  Defense  and  will  be  commented  upon  in  connection 
with  that  report. 

RECOMMENDATION  NO.  24 

That,  the  comptrollers  in  the  military  departments  be  responsible  only  to  the 
Secretary  of  their  respective  services,  and  that  concurrent  responsibility  to  a 
Chief  of  Staff  or  equivalent  be  discontinued. 

Department  of  Defense  position 

The  substance  of  this  recommendation  is  included  in  recommendation  No.  19 
of  the  Report  on  Business  Organization  of  the  Department  of  Defense,  and  com¬ 
ments  thereon  will  be  included  in  the  statement  to  be  submitted  concerning  that 
report. 

RECOMMENDATION  NO.  25 

That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  re¬ 
quested  to  make  an  intensive  study  to  determine  the  adequacy  of  internal 
auditing  in  Government  agencies  and  what  steps  should  be  taken  to  improve  it. 

Department  of  Defense  position 
No  objection.  However,  see  comment  below. 
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Comments 

The  Department  of  Defense  has  no  objection  to  such  a  study,  if  it  is  desired. 
However,  such  a  study  within  the  Department  of  Defense  has  been  made,  and 
it  discloses  the  need  and  direction  for  further  development  and  improvement 
of  internal  auditing.  Vigorous  steps  have  been  taken,  in  different  degree  in  each 
military  department,  to  institute  internal  audit  programs — a  relatively  new 
activity.  Any  special  external  study  would  not  be  productive  it  is  believed. 

Implementation 

Will  cooperate  in  such  a  study  if  one  is  undertaken. 


Comments  on  Federal  Budgeting  and  Accounting 

By  Lloyd  Morey,  Ex-President,  University  of  Illinois,  Champaign-Urbana,  Ill. 

The  budgeting  and  accounting  systems  of  the  Federal  Government  have  been 
the  subject  of  numerous  reviews  and  reports  in  the  past  few  years  by  various 
commissions,  committees,  and  task  forces.  This  is  not  the  first  time  such  ex¬ 
ternal  studies  have  been  made.  There  was  an  extensive  study  made  on  behalf 
of  the  Senate  Select  Committee  on  Government  Organizations  ill  1937.  In  1939 
a  brief  study  was  made  by  a  subcommittee  of  the  Committee  on  Governmental 
Accounting  of  the  American  Institute  of  Accountants,  of  which  the  writer  was 
chairman.1 

Many  of  the  deficiencies  emphasized  in  the  earlier  reports  have  been  recognized 
and  steps  initiated  to  correct  them.  Others  have  been  reemphasized  in  recent 
reports,  and  quite  a  few  of  the  earlier  recommendations  have  been  restated. 

The  recent  reports,  however,  vary  from  earlier  studies  on  emphasizing  the 
need  for  following  “business”  methods  in  the  Government.  This  is  interpreted 
as  meaning  that  procedures  should  be  those  followed  by  privately-owned  busi¬ 
ness  concerns  operated  for  profit.  Admittedly  many  features  of  business  and 
accounting  are  similar  in  the  two  areas,  and  are  good  in  both  places.  But  the 
conditions  and  objectives  in  the  two  are  in  many  respects  different,  and  call 
for  procedures  which  recognize  these  differences.  What  is  needed  in  the  Gov¬ 
ernment  is  that  it  be  run  in  a  businesslike  manner,  but  not  necessarily  as  pri¬ 
vate  business  is  run.  Accounting  can  serve  management  only  if  it  is  designed 
to  serve  the  objectives  and  requirements  of  the  particular  enterprise  being 
managed  and  not  some  overall  management  theory. 

As  further  illustration  of  the  trend  of  current  recommendations,  is  what  may 
be  described  as  the  deemphasis,  amounting  almost  to  disregard,  for  “obligation 
(or  ‘encumbrance’)  control.”  This  finds  expression  through  («)  emphasis  on 
the  weaknesses  of  the  current  system  of  “obligation”  procedures,  and  (b) 
emphasis  on  the  need  for  “cost”  accounting.  In  spite  of  a  certain  degree  of 
merit  on  these  comments,  they  tend  to  overlook  the  facts  that  (1)  befoie  anj 
obligations  can  be  incurred  or  expenditures  made,  funds  must  be  appropriated 
by  the  Congress;  and  (2)  the  first  requisite  in  the  management  of  such  appro¬ 
priated  funds  is  to  keep  obligations  within  the  limits  so  set.  It  is  folly  to  assume 
that  any  manager  can  operate  without  attention  to  fund  resources  in  gaging  his 
spending.  It  would  be  both  unthinkable  and  unrealistic  to  fail  to  give  a  manager 
the  tools  of  accounting  control  over  the  limitations  under  which  he  must  work. 
These  principles  were  recognized  by  the  Hoover  Commission  rl  ask  1  orce  in  its 
detailed  discussion  of  the  Department  of  Defense  (p.  82,  task  force  report  on 
budget  and  accounting)  :  "The  control  and  accountability  for  appropriated 
funds  is  of  course  essential  in  order  that  the  Department  may  comply  with  the 
constitutional  requirement  that  no  funds  be  expended  except  under  congres¬ 
sional  authority.”  Yet  the  basic  recommendations  do  not  give  emphasis  to  this 
point.  To  do  this  it  is  necessary  that  there  be  at  some  point,  full  and  complete 
records  of  (a)  the  authorization  for  use  of  funds  by  spending  authorities,  and 
(b)  details  of  obligations  entered  into  and  the  extent  to  which  they  are  liqui¬ 
dated.  Since  it  is  obviously  impracticable  in  so  vast  an  operation  as  the  Federal 
Government  to  maintain  such  details  at  central  points,  they  should  be  maintained 
at  each  level  of  spending  authority  and  reported  periodically  to  central  points 
for  consolidated  financial  reporting. 

Admittedly  the  budgetary  control  system  in  the  Federal  Government  has  been 
■carried  to  extreme.  The  allotment  system  is  unnecessarily  cumbersome.  Ae- 


1  See  Journal  of  Accountancy,  March  1940. 
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counting  for  obligations  has  overshadowed  good  expenditure  and  cost  accounting. 
But  that  does  not  eliminate  the  necessity  for  a  proper  system  of  "funding”  or 
•‘obligation”  accounting.  Such  a  system  must  precede  cost  accounting,  and  the 
latter  should  stem  from  rather  than  supersede  it.  The  two  can  and  should  be 
integrated  into  a  single  comprehensive  system.  This  procedure  is  endorsed  by 
the  National  Committee  on  Governmental  Accounting,  is  followed  by  all  current 
authorities  on  the  subject,  and  is  current  in  the  operations  of  States  and  large 
cities  generally. 

The  reports  of  the  various  task  forces  and  committees  fail  measurably  to 
recognize  these  basic  premises.  They  tend  toward  an  almost  “slavish”  accept¬ 
ance  of  the  methods  of  private  business,  and  to  the  assumption  that  because 
certain  procedures  are  adequate  there,  they  are  equally  applicable  and  satis¬ 
factory  for  all  Government  operations.  Evidence  of  this  lack  of  understanding 
of  the  peculiar  needs  of  Government  with  respect  to  budgetary  control  is  found 
in  an  article  by  John  W.  McEachren  on  Accounting  Reform  in  Washington:2 
•‘In  industry,  no  formal  accounting  entries  would  be  made  prior  to  the  establish¬ 
ment  of  the  liability.  But  in  Government,  partly  for  statutory  reasons  and 
partly  from  custom,  there  would  be  an  involved  series  of  accounting  actions 
before  the  transaction  reached  the  point  where  commercial  accounting  normally 
would  begin.”  (Italics  supplied.)  This  is  a  signal  failure  to  recognize  the 
true  reasons  for  funding  or  budgetary  accounting  in  Government  and  the  dif¬ 
ferences  between  conditions  in  Government  involving  limitations  on  funds  and 
those  in  business  where  with  certain  exceptions  sales  or  income  volume  is  prac¬ 
tically  the  sole  limitation  on  outgo  and  is  virtually  automatic  in  its  effect  on 
increase  or  decrease  in  spending. 

There  is  nothing  incompatible  between  budgetary  accounting  (or  “funding” 
as  it  is  so  frequently  referred  to  in  Federal  accounting)  and  good  cost  accounting. 
The  latter  follows  logically  out  of  the  application  of  (1)  an  accrual  system  of 
expenditure  accounting,  and  (2)  the  entry  of  services  and  materials  as  costs 
when  supplied  and  used,  rather  than  when  acquired  or  paid  for.  Accounting  for 
costs  incurred  or  accrued  expenditures,  as  well  as  obligations,  can  be  estab¬ 
lished  as  an  integral  part  of  accounting  for  the  respective  appropriations  or 
funds.  In  the  past,  the  Federal  system,  being  primarily  based  on  accounting 
only  for  obligations  and  disbursements,  and  absence  of  inventory  accounts, 
treated  all  materials  acquired  as  expense  of  the  program  at  time  of  acquisition 
instead  of  at  time  of  use.  These  deficiencies  have  properly  been  targets  of 
criticism.  They  can  be  corrected  by  (1)  an  inventory  system  in  which  materials 
acquired  are  charged  temporarily  to  stock  accounts,  and  are  charged  to  expense 
or  cost  accounts  when  withdrawn  for  use ;  and  ( 2 )  an  accrual  system,  entering 
as  expense  a  cost  when  incurred. 

It  has  been  demonstrated,  and  accepted  by  most  of  the  committees,  that  work¬ 
ing  capital  funds,  as  authorized  by  the  National  Security  Act,  are  the  best  medium 
for  handling  inventories  of  consumable  materials,  as  well  as  for  operations  of 
industrial-  and  commercial-type  activities  carried  on  by  the  Government  itself. 
No  appropriations  would  be  needed  for  procurements  of  stock  funds,  unless  it 
became  necessary  to  increase  the  continuing  inventories.  Appropriations  for 
operations  or  for  capital  purposes  would  be  based  on  materials  used,  in  accord¬ 
ance  with  Hoover  Commission  recommendation  :  “11.  That  the  executive  budget 
and  congressional  appropriations  be  in  terms  of  estimated  annual  accrued  ex¬ 
penditures — namely,  charges  for  the  cost  of  goods  and  services  estimated  to  be 
received.” 

The  effective  application  of  these  procedures  depends  fundamentally  on  the 
development  of  a  classification  of  accounts  for  budgetary,  accounting  and  re¬ 
porting  purposes,  based  on  the  programs  and  activities  of  the  agency  concerned, 
as  the  Commission  also  recommends.  When  this  is  done,  appropriations  and 
budgetary  control  accounts  at  all  stages  harmonize  with  the  needs  for  activity 
and  program  costs.  The  latter  stem  from  the  expenditure  accounting  under  the 
budgetary  account  system,  by  applying  the  accrual  and  inventory  procedures 
already  outlined.  No  new  or  separate  system  of  cost  accounting  is  necessary 
or  desirable.  “Costs”  and  “accrued  expenditures”  are  generally  synonymous  if 
inventories  are  separately  accounted  for. 

With  respect  to  budget  preparation,  the  budget  should  be  a  plan  of  what  those 
responsible  intend  to  do  to  carry  out  their  responsibilities.  It  should  constitute 
a  program  of  work  expressed  in  financial  terms.  It  should  include  an  estimate 
of  complete  costs,  in  terms  of  services. 


2  Journal  of  Accountancy,  September  1955,  p.  30. 
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For  operations  ami  maintenance  budgets  the  basic  requirement  is  a  functional 
classification  of  accounts  in  terms  of  organizational  responsibilities,  activities, 
and  programs,  which  will  be  common  for  purposes  of  programing,  budgeting, 
accounting,  and  financial  reporting,  and  which  will  be  as  consistent  as  possible 
year  by  year.  In  this  area,  when  consumable  materials  are  handled  through 
working-capital  funds,  appropriations  can  be  based  on  costs  incurred  for  the 
fiscal  period.  A  high  degree  of  identity  here  exists  between  obligations  incurred 
and  accrued  expenditures. 

In  capital-type  expenditures,  long  lead-time  programs  requiring  several  fiscal 
periods  for  completion  require  special  attention.  In  these  instances,  budgets 
should  include:  (1)  complete  estimates  of  entire  cost  for  each  new  project, 
broken  down  into  (a)  obligations  to  be  entered  into  and  (6)  estimated  costs  to 
be  incurred,  for  each  fiscal  year ;  and  (2)  current  status  of  each  project  previously 
authorized.  Authorization  would  he  sought  for  making  long-time  contracts,  but 
fiscal  appropriations  would  be  based  on  estimated  costs  to  be  incurred.  An 
integrated  accounting  control  would  cover: 

(1)  Authorizations  for  long-time  contracts. 

(2)  Appropriations  for  fiscal  period. 

(3)  Apportionments,  allocations,  and  allotments  as  required. 

(4)  Obligations  incurred  and  liquidated. 

(5)  Expenditures  (costs  incurred). 

Financial  reports  would  reflect  operations  under  all  these  headings  as  a  unified 
presentation. 

Financial  accounting  for  property  should  cover  capital  property  as  well  as 
inventories  of  materiel,  including  but  not  limited  to  property  financed  by  working- 
capital  funds* 

Comprehensive  budgetary  control  in  government  should  not  be  looked  on  as  a 
device  which  holds  down  initiative  or  good  management.  Instead,  when  properly 
placed  and  used,  it  is  an  essential  aid  to  best  management,  since  it  gives  respon¬ 
sible  officers  the  information  necessary  for  them  to  properly  carry  out  their 
responsibilities.  Instead  of  being  discarded  or  deemphasized,  it  should  be  re¬ 
fined.  simplified  to  the  extent  feasible,  and  kept  in  the  high  place  of  importance 
it  deserves  and  should  hold. 

In  looking  at  financial  reporting  for  agencies  in  the  Federal  Government,  it  is 
quickly  apparent  that  there  is  still  long-delayed  development.  For  example,  the 
Treasury  reports  on  appropriated  funds  exhibit  data  on  appropriations,  receipts, 
expenditures,  i.  e.,  cash  disbursements),  and  unexpended  balances.  On  the  other 
hand,  budget  reports  on  these  funds  exhibit  data  on  appropriations,  reimburse¬ 
ments,  obligations,  and  unobligated  balances — a  type  of  statement  showing 
changes  in  funds  available  for  obligation.  But  nowhere  is  there  a  fund  balance 
sheet,  by  each  appropriated  fund,  which  ties  together  and  exhibits  the  financial 
condition  of  the  fund  in  terms  of  all  resources  (of  which  there  are  others  than 
unexpended  balances)  and  unliquidated  obligations,  as  well  as  balances  available. 

And  the  most  unusual  fact  is  that  the  largest  agencies  are  not  even  prepared 
through  their  accounting  systems  to  provide  a  fund  balance  sheet  and  prove  the 
accuracy  of  their  unrelated  reports  showing  cash  and  obligation  transactions  and 
balances  available  for  expenditure  and  obligation. 

This  points  up  the  fact  that  the  Federal  Government  needs  very  much  to 
adopt  a  modern  streamlined  integrated  system  of  accounting  for  its  appropriated 
funds,  and  administrative  subdivisions  thereof,  within  the  framework  of  which 
it  also  accounts  for  accrued  expenditures  (or  costs)  as  well  as  obligations  and 
cash  disbursements.  And  this  means,  in  addition,  that  property  accounts  should 
be  kent  in  financial  terms  and  integrated  with  the  fund  accounts  in  terms  of 
equating  property  acquisitions  with  accrued  expenditures  from  the  related  ap¬ 
propriations— but  the  two  types  of  accounts  (funds  and  property)  should  not 
be  commingled.  Each  should  be  a  separately  balanced  group  of  accounts. 

This  last  comment  does  not  imply  the  recognition  of  the  ancient  and  long- 
outmoded  svstem  of  two  cycles  of  overlapping  accounts — proprietary  and  budg¬ 
etary — in  achieving  these  objectives.  It  is  perfectly  feasible  to  integrate  all 
the  accounts  needed  for  setting  forth  the  operation  and  condition  of  any  fund, 
in  a  single  series  of  entries  covering  all  transactions  and  accounts.  The  result 
will  be  a  fund  balance  sheet  which  recognizes  all  resources,  whether  proprietary 
or  budgetary,  and  shows  the  status  of  the  fund  in  terms  of  availability  for  further 
obligation  and  expenditure. 

The  separation  of  current  and  property  investment  accounts  within  a  fund 
is  important ;  it  is  essential  to  separate  those  resources  which  the  “expendable” 
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and  therefore  available  for  use,  and  those  which  represent  investment  in  property 
and  therefore  already  expended. 

The  following  principles  recommended  by  the  National  Committee  on  Govern¬ 
mental  Accounting,  although  drawn  primarily  for  municipalities,  aie  equally 

applicable  here :  ......  , 

“6.  A  complete  balancing  group  of  accounts  should  be  established  for  each 
fund.  This  group  should  include  all  of  the  accounts  necessary  to  set  forth  the 
financial  condition  and  financial  operations  of  the  fund  and  to  reflect  compliance 
with  legal  provisions. 

“7.  A  clear  segregation  should  be  made  between  the  accounts  relating  to  current 
assets  and  liabilities  and  those  relating  to  fixed  assets  and  liabilities.  With  the 
exception  of  working  capital,  utility  or  other  enterprise,  or  trust  funds,  fixed 
assets  should  not  be  carried  in  the  same  fund  with  the  current  assets  but  should 
he  set  up  in  a  self-balancing  group  of  accounts  *  *  *”  (Municipal  Accounts 
Statements,  1951,  p.  2). 


Federal  Accounting  Principles 

1.  In  order  to  carry  out  a  program,  goods  and  services  are  necessary. 

2.  Authority  to  secure  goods  and  services  must  be  provided  by — 

(1)  Appropriations  by  the  Congress; 

(2)  Apportionments  by  the  Budget  Bureau; 

(3)  Allotments  by  the  department. 

3.  To  secure  goods  and  services  it  is  necessary  to  enter  into  obligations,  the 
total  of  which  may  not  exceed  allotments  from  apportionments  made  out  of 
appropriations. 

4.  To  make  certain  that  obligations  entered  into  do  not  exceed  total  authoriza¬ 
tions  and  accounting  control  of  obligations  is  necessary. 

5.  Disposition  of  goods  and  services  should  he  in  terms  of  programs,  and  in 
terms  of  amounts  used.  This  requires  that — 

(а)  goods  not  required  for  immediate  use  (or  used  in  manufacturing  by 
the  Government  for  later  charge  to  the  program  involved)  shall  he  charged 
to  an  inventory  account  or  fund ; 

(б)  when  materials  are  withdrawn  from  stock  for  use  in  a  program  they 
be  credited  to  the  inventory  account  and  charged  to  the  allotment  for 
program  involved ; 

(c)  goods  used  and  services  rendered  be  charged  to  the  program  in  the 
period  thus  applied,  irrespective  as  to  when  paid  for. 

6.  There  should  be  one  integrated  system  of  accounts  for  all  purposes ;  budgets, 
appropriations,  apportionments,  allotments,  obligations,  and  program  costs. 

7.  Since  program  costs  are  provided  by  appropriations,  apportionments,  and 
allotments,  the  former  should  be  accounted  for  subsidiary  to  the  latter  accounts 
and  not  as  a  separate  group  of  accounts. 

8.  Since  program  costs  are  provided  in  part  by  materials  previously  acquired 
and  held  in  inventories,  the  financing  of  such  inventories  and  the  necessary 
transfers  therefrom  can  be  accomplished  more  satisfactorily  by  the  use  of  work¬ 
ing  capital  funds  for  all  consumable  material  where  stocking  is  done  for  later 
use.  The  same  is  true  where  industrial  activities  are  carried  on  through  which 
goods  and  services  are  furnished  to  programs  financed  by  appropriations. 
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WEDNESDAY,  MARCH  28,  1956 

United  States  Senate, 

Subcommittee  on  Reorganization 
of  tiie  Committee  on  Government  Operations, 

Washington ,  D.  C. 

The  subcommittee  met,  pursuant  to  call,  at  10 :  05  a.  m.  in  room  3o  < , 
Senate  Office  Building,  Washington,  I).  C.,  Senator  John  F.  Kennedy, 
subcommittee  chairman,  presiding. 

Present:  Senator  Norris  Cotton,  Republican,  New  Hampshire. 

Also  present:  Miles  Scull,  Jr.,  professional  staff  member;  Glenn  Iv. 
Shriver,  professional  staff  member;  Mrs.  Kathryn  M.  Keeney,  clerical 

assistant.  .  TTT  ... 

Senator  Kennedy.  The  subcommittee  will  come  to  order.  We  will 
resume  this  morning  our  consideration  of  S.  3199,  a  bill  to  improve 
governmental  budgeting  and  accounting  methods  and  procedures,  and 
for  other  purposes.  At  the  completion  of  testimony  on  S.  3199,  the 
subcommittee  will  take  up  S.  3362,  a  bill  to  simplify  accounting,  facili¬ 
tate  the  payment  of  obligations,  and  for  other  purposes. 

Mr.  Ivarney  A.  Brasfield,  Assistant  to  the  Comptroller  General  of 
the  United  States  will  testify  first.  You  are  accompanied  by  Mr.  Rob¬ 
ert  F.  Keller? 

Mr.  Brasfield.  Yes,  sir. 

Senator  Kennedy.  Mr.  Keller  is  also  an  Assistant  to  the  Comp¬ 
troller  General  of  the  United  States.  Mr.  Brasfield,  do  you  have  a 
statement  ? 

Mr.  Brasfield.  Yes,  sir,  I  do. 

STATEMENT  OF  KARNEY  A.  BRASFIELD,  ASSISTANT  TO  THE 

COMPTROLLER  GENERAL  OF  THE  UNITED  STATES ;  ACCOMPANIED 

BY  ROBERT  F.  KELLER,  ASSISTANT  TO  THE  COMPTROLLER  GEN¬ 
ERAL  OF  THE  UNITED  STATES 

Mr.  Brasfield.  In  view  of  the  testimony  of  Mr.  W.  J.  McNeil, 
Assistant  Secretary  of  Defense,  on  S.  3199,  we  believe  some  further 
discussion  of  the  accounting  systems  function  of  the  General  Account¬ 
ing  Office,  as  set  forth  in  section  112  of  Public  Law  784,  81st  Congress, 
would  be  helpful.  This  discussion  has  particular  reference  to  section 
120  (a)  of  S.  3199  and  section  2  (c)  of  that  bill.  Mr.  Heffel finger, 
Fiscal  Assistant  Secretary  of  the  Treasury,  also  made  some  reference 
to  the  accounting  systems  function  of  the  Office  in  commencing  upon 
section  120  (a)  of  S.  3199.  This  matter  was  covered  in  our  report  to 
the  Subcommittee  on  the  bill  but  was  omitted  from  our  statement  and 
testimony  in  the  interest  of  brevity. 
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Recommendation  No.  10  of  the  first  Hoover  Commission  proposed 
that  the  accounting  systems  function  of  the  Comptroller  General 
would  be  transferred  to  the  executive  branch,  although  there  was  a 
a  substantial  lack  of  unanimity  on  this  recommendation  among  the 
members  of  the  Commission. 

The  matter  was  carefully  explored  by  this  committee,  then  the 
Senate  Committee  on  Expenditures  in  the  Executive  Departments,  in 
the  hearings  which  resulted  in  the  Budget  and  Accounting  Proce¬ 
dures  Act  of  1950.  The  proposal  was  rejected  by  the  committee  and 
the  Congress.  The  paragraph  in  the  committee  report  dealing  with 
this  matter  was  as  follows  (S.  Kept.  2031,  81st  Cong.)  : 

Under  a  policy  established  and  steadfastly  adhered  to  by  the  Congress,  the 
Comptroller  General  of  the  United  States,  as  an  agent  of  the  Congress,  has 
been  vested  with  authority  to  prescribe  accounting  requirements  for  each  of 
the  executive  agencies  as  an  essential  to  legislative  control  of  appropriations 
and  expenditures  in  the  executive  branch.  The  committee  feels  that  this  long- 
established  policy  of  Congress  is  an  essential  legislative  control  over  public 
financial  transactions,  and  must  be  held  inviolate.  It  has,  therefore,  rejected  this 
proposal  of  the  Hoover  Commission.  The  bill  does  fill  in  certain  gaps  in  the 
Comptroller  General’s  authority,  however,  and  he  will  be  enabled  to  exercise  all 
his  authority  on  the  same  high  level  of  principles,  standards,  and  related  require¬ 
ments,  consistent  with  the  assumption  by  the  agencies  of  their  responsibility  to 
develop  their  own  detailed  systems  and  procedures. 

Under  the  Budget  and  Accounting  Procedures  Act  of  1950  (Public 
Law  784,  81st  Cong.)  the  Comptroller  General,  after  consulting  with 
the  Secretary  of  the  Treasury  and  Director  of  the  Bureau  of  the 
Budget,  concerning  their  accounting,  financial  reporting  and  budg¬ 
etary  needs  and  considering  the  needs  of  other  executive  agencies,  is 
responsible  for  prescribing  the  principles,  standards  and  related  re¬ 
quirements  for  accounting  to  be  observed  by  each  executive  agency. 

The  statute  further  provides  that  in  carrying  out  this  responsibility 
the  Comptroller  General  shall  prescribe  requirements  designed  to 
permit  the  executive  agencies  to  carry  out  their  responsibilities  under 
section  113  of  the  statute  which  places  upon  the  head  of  each  execu¬ 
tive  agency  the  responsibility  for  establishing  and  maintaining  ade¬ 
quate  systems  of  accounting  and  internal  control.  Full  disclosure  of 
the  results  of  financial  operations  of  each  executive  agency  and  the 
Government  as  a  whole,  as  well  as  the  financial  information  and  con¬ 
trol  necessary  to  enable  the  Congress  and  the  President  to  discharge 
tlieir  respective  responsibilities,  is  also  contemplated  by  the  statute. 

In  addition  to  these  responsibilities,  the  same  statute  provides  that 
the  General  Accounting  Office  shall  cooperate  with  the  executive  agen¬ 
cies  in  the  development  of  their  accounting  systems  and  shall  approve 
them  when  deemed  by  the  Comptroller  General  to  be  adequate  and 
in  conformity  with  the  principles,  standards  and  related  requirements 
prescribed  by  him.  He  also  has  the  duty  to  review  such  systems  and 
report  the  results  of  such  reviews  to  the  Secretary  of  the  Treasury, 
the  Director  of  the  Bureau  of  the  Budget  and  the  Congress. 

This  approach  to  the  problem  has  been  followed  since  the  in¬ 
ception  of  the  joint  accounting  program  in  1948.  After  working 
with  the  agencies  on  a  day-to-day  basis  for  a  number  of  years,  the 
Comptroller  General  issued  a  set  of  accounting  principles  in  No¬ 
vember  1952.  These  principles  were  based  upon  experience  in  deal¬ 
ing  first-hand  with  the  problems  of  the  agencies  in  cooperative  sys¬ 
tems  development  work. 
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The  Secretary  of  the  Treasury  and  the  Director  of  the  Bureau 
of  the  Budget  participated  in  the  development  of  the  statement  of 
principles  in  keeping  with  the  cooperative  working  relationship  en¬ 
visioned  by  the  Budget  and  Accounting  Procedures  Act  of  1950. 

The  second  Hoover  Commission  which  had  the  opportunity  to 
review  the  progress  made  since  1948,  commented  favorably  upon 
the  manner  in  which  the  accounting  systems  function  of  the  Comp¬ 
troller  General  had  been  carried  out  through  the  joint  accounting 
program  in  making  its  recommendation  for  a  staff  office  of  account- 
ino-ln  the  Bureau  of  the  Budget.  On  page  32  of  the  Budget  and 
Accounting  Report,  the  Commission  made  the  following  statement, 
and  1  quote: 

The  above  recommendation  does  not  intend  in  any  way  to  criticize  the 
activities  of  the  Comptroller  General  in  connection  with  the  joint  account¬ 
ing  improvement  program.  41  ..  .  . ,  . 

The  accomplishments  of  this  program,  which  are  largely  attributable  to 
the  General  Accounting  Office,  have  been  noteworthy  and  cooperation  between 
the  General  Accounting  Office  and  the  executive  agencies  must,  of  course,  be 
continued. 

You  will  recall  that  Mr.  Stewart,  when  he  was  before  the  sub¬ 
committee  last  week,  reiterated  that  statement. 

In  dealing  more  specifically  with  the  Comptroller  General’s  re¬ 
sponsibility  for  prescribing  principles  and  standards,  and  standards 
is  one  of  the  points  involved  here,  the  Commission  had  this  to  say 
on  page  58,  and  I  quote : 

The  Comptroller  General’s  responsibility  for  prescribing  the  principles, 
standards,  and  related  requirements  for  accounting  to  be  observed  by  each 
executive  agency  has  resulted  in  his  issuing  a  statement  of  accounting  piin- 
ciples  and  standards  for  guidance  of  the  agencies.  . 

These  principles  and  standards  which  were  developed  in  consultation  with 
the  executive  branch  have  been  set  broadly,  are  sound,  and  permit  flexibil¬ 
ity  in  their  appplication.  They  have  been  helpful  and  in  our  opinion  are 
in  complete  harmony  with  the  proper  objectives  of  accounting  improvement 
in  the  executive  branch. 

I  won’t  read  the  rest  of  the  quote  as  the  issue  here  involved  is 
principles  and  standards. 

The  General  Accounting  Office  does  not  understand  that  the  rec¬ 
ommendations  of  the  Hoover  Commission  for  the  establishment  of 
a  staff  office  of  accounting  in  the  Bureau  of  the  Budget  was  in¬ 
tended  in  any  way  to  impinge  upon  or  lessen  the  effectiveness  of 
the  prescribing  function  carried  out  by  the  Comptroller  General 
as  an  agent  of  the  Congress,  or  the  cooperative  systems  work  of 
the  General  Accounting  Office  with  the  executive  agencies. 

This  conclusion  is  in  keeping  with  our  discussion  with  the  chair¬ 
man  of  the  task  force  which  originated  the  recommendation.  As 
previously  testified,  we  believe  it  is  desirable  to  strengthen  the  ef¬ 
forts  of  the  Bureau  of  the  Budget  to  contribute  to  accounting  im¬ 
provements  throughout  the  executive  branch  and,  although  we  ques¬ 
tion  the  desirability  of  providing  for  a  specific  office  within  the 
Bureau  of  the  Budget  by  statute,  we  believe  that  the  establishment 
of  such  an  office  administratively  by  the  Director  will  be  helpful 
in  tying  budgeting  and  accounting  together  and  is  in  no  way  in¬ 
compatible  with  the  continued  eixercise  of  its  responsibilities!  by 
the  General  Accounting  Office  as  provided  in  the  Budget  and  Account¬ 
ing  Procedures  Act  of  1950. 
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We  firmly  believe  that  the  authority  to  prescribe  the  principles,, 
standards  and  related  requirements  for  accounting  to  be  observed 
by  the  executive  agencies  should  remain  with  the  Comptroller  Gen¬ 
eral,  and  that  the  General  Accounting  Office  should  continue  its 
cooperative  systems  work  with  the  executive  agencies. 

Senator  Kennedy.  Is  there  any  other  comment  you  care  to  make? 
Mr.  Brasfield.  No,  I  think  that  covers  it,  Mr.  Chairman. 

Senator  Kennedy.  Fine,  and  thank  yon  very  much.  We  will  now 
receive  testimony  on  S.  3362.  The  first  witness  will  be  Mr.  William 
F.  Finan,  Assistant  Director  for  Management  and  Organization  of 
the  Bureau  of  the  Budget.  Before  Mr.  Finan  takes  the  stand,  I  de¬ 
sire  to  insert  in  the  record  a  committee  print  of  S.  3362  which  incor¬ 
porates  certain  amendments  agreed  to  by  the  agencies  affected.  Mr. 
Finan,  will  you  proceed? 

[Committee  print,  March  27,  1956] 

[S.  33G2,  81th  Cong.,  2d  sess.] 

A  BIEL  To  simplify  accounting,  facilitate  the  payment  of  obligations,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That,  eseep%  as  otherwise  provided  fey  tew? 

(a)  tlie  account  for  each  appropriation  available  for  obligation  for  a  definite 
period  of  time  shall,  upon  the  expiration  of  such  period,  be  closed  as  follows : 

(1)  The  obligated  balance  shall  be  transferred  to  an  appropriation  account  of 
the  ftetivity  agency  or  subdivision  thereof  responsible  for  the  liquidation  of  the 
obligations,  in  which  account  shall  he  merged  the  amounts  so  transferred  from 
all  appropriation  accounts  for  the  same  general  purposes  ;  and 

(2)  The  remaining  balance  shall  he  withdrawn  and,  if  the  appropriation  was 
derived  in  whole  or  in  part  from  the  general  fund,  shall  revert  to  such  fund, 
but  if  the  appropriation  was  derived  solely  from  a  special  or  trust  fund,  shall 
revert,  unless  otherwise  provided  by  law,  to  the, fund  from  which,  derived: 
Provided,  That  when  it  is  determined  necessary  by  the  head  of  the  agency  con- 
cerned  that  a  portion  of  the  remaining  balance  withdrawn  is  required  to  liquidate 
obligations  and  effect  adjustments,  such  portion  of  the  remaining  balance  may  be 
restored  to  the  appropriate  account  established  pursuant  to  this  Act:  Provided 
further,  That  the  head  of  the  agency  concerned  shall  make  such  report  with  re¬ 
spect  to  each  such  restoration  as  the  Director  of  the  Bureau  of  the  Budget  mag 
require. 

(b)  The  transfers  and  withdrawals  required  by  subsection  (a)  of  this  section 
shall  be  made — 

(1)  not  later  than  September  30  of  the  fiscal  year  immediately  following 
the  fiscal  year  in  which  the  period  of  availability  for  obligation  expires,  in 
the  case  of  an  appropriation  available  both  for  obligation  and  disbursement, 
on  or  after  the  date  of  approval  of  this  Act :  or 

(2)  not  later  than  September  30  of  the  fiscal  year  immediately  following 
the  fiscal  year  in  which  this  Act  is  approved,  in  the  case  of  an  appropriation 
which,  on  the  date  of  approval  of  this  Act,  is  available  only  for  disbursement. 

(c)  For  the  purposes  of  this  Act,  the  obligated  balance  of  an  appropriation 
account  as  of  the  close  of  the  fiscal  year  shall  he  the  amount  of  unliquidated 
obligations  applicable  to  such  appropriation  less  the  amount  collectible  as  repay¬ 
ments  to  the  appropriation  as  of  -the  elase  ef  tfee  fieeal  year  as  reported  pursuant 
to  section  1311  (b)  of  the  Supplemental  Appropriation  Act,  1955  (  68  St.at.  830; 
31  U.  S.  C.  200  (b)).  Collections  authorized  to  be  credited  to  an  appropriation 
but  not  received  until  after  the  close  of  the  fiscal  year  in  which  such  appropri¬ 
ation  expires  for  obligation  shall,  unless  otherwise  authorized  by  law,  be  credited 
to  the  appropriation  account  into  which  the  obligated  balance  has  been  or  will 
be  transferred,  pursuant  to  subsection  (a)  (1),  except  that  collections  made  by 
the  General  Accounting  Office  for  other  Government  agencies  may  be  deposited 
into  the  Treasury  as  miscellaneous  receipts. 

(d)  The  transfers  and  withdrawals  required  made  pursuant  to  eubscctieft 
subsections  (a)  and  ( b )  of  this  section  shall  be  accounted  for  and  reported  as 
of  the  fiscal  year  in  which  the  appropriations  concerned  expire  for  obligation, 
except  that  such  transfers  of  appropriations  described  in  subsection  (b)  (2) 


BUDGETING  AND  ACCOUNTING 


235 


of  this  section  shall  be  accounted  for  and  reported  as  of  the  fiscal  year  in  which 

this  Act  is  approved.  .  ,  .  „  , 

Sec  2  Each  appropriation  account  established  pursuant  to  this  Act  shall  lie 
accounted  for  as  one  fund  and  shall  be  available  without  fiscal  year  limitation 
for  payment  of  obligations  chargeable  against  any  of  the  appropriations  from 
which  such  account  was  derived.  Subject  to  regulations  to  he  prescribed  by 
the  Comptroller  General  of  the  United  States,  payment  of  such  obligations  may 
be  made  without  prior  action  by  the  General  Accounting  Office,  but.  nothing 
contained  in  this  Act  shall  he  construed  to  relieve  the  Comptroller  General  of 
the  United  States  of  his  duty  to  render  decisions  upon  requests  made  pursuant 
to  law  or  to  abridge  the  existing  authority  of  the  General  Accounting  Office 
to  settle  and  adjust  claims,  demands,  and  accounts. 

Sec.  3.  (a)  Appropriation  accounts  established  pursuant  to  this  Act  shall  be 
reviewed  periodically  but  at  least  once  each  fiscal  year,  by  each  activity  respen- 
eible  lef  ^fie  liquidation  of  the  obligations  chargeable  to  sued  accounts  agency 
concerned.  If  the  undisbursed  balance  in  any  account  exceeds  the  obligated 
balance  pertaining  thereto,  the  amount  of  the  excess  shall  he  withdrawn  in  the 
manner  provided  by  section  1  (a)  (2)  of  this  Act;  but  il  the  obligated  balance 
exceeds  the  undisbursed  balance,  the  amount  of  the  excess  shah  way  be  trans¬ 
ferred  to  such  account  from  the  appropriation  currently  available  for  the  same 
general  purposes.  A  review  shall  he  made  as  of  the  close  of  each  fiscal  year 
and  the  transfers  or  withdrawals  required  by  this  section  accomplished  not  later 
than  September  30  of  the  following  fiscal  year,  hut  the  transactions  shall  he 
accounted  for  and  reported  as  of  the  close  of  the  fiscal  year  to  which  such  review 
pertains.  A  review  made  as  of  any  other  date  for  which  transfers  or  with¬ 
drawals  are  accomplished  after  September  30  in  any  fiscal  year  shall  he  accounted 
for  and  reported  as  transactions  of  the  fiscal  year  in  which  accomplished. 

(b)  Whenever  a  payment  chargeable  to  an  appropriation  account  established 
pursuant  to  this  Act  would  exceed  the  undisbursed  balance  of  such  account, 
the  amount  of  the  deficiency  may  he  transferred  to  such  account  from  the 
appropriation  currently  available  for  the  same  general  purposes.  Where  such 
deficiency  is  caused  by  the  failure  to  collect  repayments  to  appropriations  merged 
with  the  appropriation  account  established  pursuant  to  this  Act,  the  amount  of 
the  deficiency  may  be  returned  to  such  current  appropriation  if  the  repayments 
are  subsequently  collected  during  the  same  fiscal  year. 

(c)  In  connection  with  his  audit  responsibilities,  the  Comptroller  General  of 
the  United  States  shall  report  to  the  head  of  the  agency  concerned,  to  the  Sec¬ 
retary  of  the  Treasury,  and  to  the  Director  of  the  Bureau  of  the  Budget,  re¬ 
specting  operations  under  this  Act.  including  an  appraisal  of  the  unliquidated 
obligations  under  the  appropriation  accounts  established  by  this  Act.  Within 
thirty  days  after  receipt  of  such  report,  the  agency  concerned  shall  accomplish 
any  actions  required  by  subsection  (a)  of  this  section  which  such  report  shows 
to  he  necessary. 

Sec.  4.  During  the  fiscal  year  following  the  fiscal  year  in  which  this  Act 
becomes  effective,  and  under  rules  and  regulations  to  he  prescribed  by  the 
Comptroller  General  of  the  United  States,  the  undisbursed  balance  of  the  appro¬ 
priation  account  for  payment  of  certified  claims  established  pursuant  to  section 
2  of  the  Act  of  July  6,'  1949  (  03  Stat.  407;  31  U.  S.  C.  712b),  shall  be  closed 
in  the  manner  provided  in  section  1  (a)  of  this  Act. 

Sec.  5.  The  obligated  balances  of  appropriations  made  available  for  obliga¬ 
tion  for  definite  periods  of  time  under  discontinued  appropriation  heads  may 
he  merged  in  the  appropriation  accounts  provided  for  by  section  1  hereof,  or  in 
one  or  more  other  accounts  to  be  established  pursuant  to  this  Act  for  discon¬ 
tinued  appropriations  of  the  activity  agency  or  subdivision  thereof  currently 
responsible  for  the  liquidation  of  the  obligations. 

Sec.  G.  The  unobligated  balances  of  appropriations  which  are  not  limited 
to  a  definite  period  of  time  shall  be  withdrawn  in  the  manner  provided  in  section 
1  (a)  (2)  of  this  Act  whenever  the  head  of  the  agency  concerned  shall  determine 
that  the  purpose  for  which  the  appropriation  was  made  has  been  fulfilled 
w  he  undertaken  e?  continued  :  or,  in  any  event,  whenever  disbursements 

have  not  been  made  against  the  appropriation  for  two  full  consecutive  fiscal 
years :  Provided ,  That  amounts  of  appropriations  not  limited  to  a  definite  period 
of  time  which  are  withdrawn  pursuant  to  this  section  or  were  heretofore  with¬ 
drawn  from  the  appropriation  account  by  administrative  action  may  be  restored 
to  the  applicable  appropriation  account  for  the  payment  of  obligations  and  for 
the  settlement  of  accounts. 
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Sec.  7.  The  following  provisions  of  law  are  hereby  repealed. 

(a)  The  proviso  under  the  heading  “Payment  of  certified  claims”  in  the  Act 
of  April  25,  1945  (59  Stat.  90;  31  U.  S.  C.  090)  ; 

(b)  Section  2  of  the  Act  of  July  6,  1949  (63  Stat.  407 ;  31  TJ.  S.  C.  712b),  but 
the  repeal  of  this  section  shall  not  be  effective  until  June  30,  1957  ; 

(c)  The  paragraph  under  the  heading  “Payment  of  certified  claims”  in  the 
Act  of  June  30, 1949  (63  Stat.  358  ;  31  U.  S.  C.  712c)  ; 

(d)  Section  5  of  the  Act  of  March  3,  1875  (18  Stat.  418;  31  U.  S.  C.  713a)  ;  and 

(e)  Section  3691  of  the  Revised  Statutes,  as  amended  (31  U.  S.  C.  715). 

(/)  Any  provisions  ( except  those  contained  in  appropriation  Acts  for  the 
fiscal  years  1956  and  195 7)  permitting  an  appropriation  to  remain  available  for 
expenditure  for  any  period  beyond  that  for  which  it  is  available  for  obligation, 
but  this  subsection  shall  not  be  effective  until  June  30,  1957. 

Sec.  8.  The  provisions  of  this  Act  shall  not  apply  to  the  appropriations  for  the 
District  of  Columbia  or  to  the  appropriations  disbursed  by  the  Secretary  of  the 
Senate  or  the  Clerk  of  the  House  of  Representatives. 

Sec.  9.  The  inclusion  in  appropriation  Acts  of  provisions  excepting  any  ap¬ 
propriation  or  appropriations  from  the  operation  of  the  provisions  of  this  Act 
and  fixing  the  period  for  which  each  appropriation  or  appropriations  shall  remain 
available  for  expenditure  is  hereby  authorized. 

STATEMENT  0E  WILLIAM  F.  FINAN,  ASSISTANT  DIRECTOR  FOR 

MANAGEMENT  AND  ORGANIZATION,  BUREAU  OF  THE  BUDGET; 

ACCOMPANIED  BY  WILLIAM  J.  ARMSTRONG,  CHIEF,  ACCOUNTING 

GROUP,  BUREAU  OF  THE  BUDGET 

Mr.  F  inan.  Mr.  Chairman,  I  appreciate  this  opportunity  to  elabo¬ 
rate  upon  our  testimony  of  last  week  in  support  of  S.  3362.'  The  par¬ 
ticular  point  that  I  would  like  to  offer  this  morning  involves  the  testi¬ 
mony  in  which  the  Department  of  Defense  expressed  concern  about 
the  possible  effect  of  this  bill,  or,  perhaps,  I  should  be  more  precise 
and  say  one  particular  feature  of  the  bill,  upon  the  operations  of  the 
Department  of  Defense. 

The  provision  of  the  bill  in  question  involved  the  writeoff  within  90 
days  after  the  close  of  a  fiscal  year  of  the  unobligated  balance  of  an 
appropriation,  with  further  provision  that  if  subsequently  in  the 
liquidation  of  valid  claims,  the  residual  balance  representing  unliqui¬ 
dated  obligations  proved  inadequate  to  cover  the  claims  in  question, 
the  Department  should,  in  effect,  dip  into  its  current  counterpart  ap¬ 
propriations  to  make  up  the  difference. 

The  Defense  Department  was  concerned  that  under  escalator  clauses 
of  contracts  or  possibly  for  other  reasons  they  would  be  forced  into  a 
situation  in  which  they  would  have  to  come  to  Congress  for  supple¬ 
mental  appropriations  in  a  current  year  by  reason  of  writeoffs  of 
unobligated  balances  of  prior  year  appropriations. 

Since  the  Bureau  and  the  representatives  of  Treasury,  General  Ac¬ 
counting  Office,  and  Defense,  testified  last  week,  we  have  had  further 
consultations  about  this  matter  and  are  offering  an  additional  amend¬ 
ment  to  S.  3362  which  we  all  believe  will  eliminate  the  possibility  of 
developments  of  the  kind  that  the  Defense  Department  expressed  so 
much  concern  about. 

I  have  supplied  the  reporter  with  a  copy  of  our  proposed  amendment 
and,  as  a  matter  of  fact,  a  day  or  two  ago  I  also  provided  drafts  to 
the  staff  of  the  subcommittee. 

,  (The  amendment  to  S.  3362  proposed  by  Mr.  William  F.  Finan, 
follows:  On  page  2,  line  6,  change  the  period  to  a  colon  and  add  the 
following: 
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Provided,  That  when  it  is  determined  necessary  by  the  head  of  the  agency  con¬ 
cerned  that  a  portion  of  the  remaining  balance  withdrawn  is  required  to  liquidate 
obligations  and  effect  adjustments,  such  portion  of  the  remaining  balance  may 
be  restored  to  the  appropriate  account  established  pursuant  to  this  act :  Provided 
further,  That  the  head  of  the  agency  concerned  shall  make  such  report  with 
respect  to  each  such  restoration  as  the  Director  of  the  Bureau  of  the  Budget 
may  require. 

On  page  4,  line  13,  change  the  word  “shall”  to  “may.”) 

That  amendment  would  be  in  the  form  of  a  proviso  which  would— to 
convert  the  technical  language  of  the  amendment  to  laymen  s  lan¬ 
guage — authorize  the  head  of  a  department,  in  the  event  the  remain¬ 
ing  balance  in  an  old  appropriation  account  proved  insufficient  to 
liquidate  valid  obligations,  restore  a  portion  of  the  balance  that  had 
been  written  off  previously  in  an  amount  sufficient  to  cover  the  differ¬ 
ence  and  enable  him  to  pay  the  valid  claims. 

It  would  also  contain  a  further  proviso  that  would  require  the  de¬ 
partment  head  who  made  such  an  adjustment  to  report  to  the  Director 
of  the  Bureau  of  the  Budget  at  such  time  and  with  such  explanatory 
material  and  so  on  as  the  Budget  Director  might  require. 

The  purpose  of  that  reporting  provision  is  not  to  put  the  Budget 
Director  in  a  position  of  reviewing  and  either  approving  or  disap¬ 
proving  the  action  of  a  department  head.  We  believe  the  authority 
.and  responsibility  should  clearly  remain  with  the  department  head, 
but  we  think  that  the  Budget  Bureau  should  be  aware  of  transactions 
of  this  kind  should  they  develop.  There  is  a  fair  possibility  that  none 
would  ever  develop  under  this  provision,  but  should  it  occur  we  could 
investigate  it  and  determine  what  the  causes  were  and  see  if  it  were  pos¬ 
sible  to  initiate  corrective  action.  W  e  think  it  is  most  unlikely  as 
a  practical  matter  that  it  will  ever  be  necessary  for  a  department  head 
to  use  the  authority  that  would  be  given  him  under  this  proviso  which 
really  amounts  to  authority  to  go  back  and  correct  an  error  he  made  in 
underestimating  his  outstanding  obligations  during  this  90-clay  pe¬ 
riod  after  the  close  of  a  fiscal  year. 

Senator  Kennedy.  The  language  on  page  2,  line  11,  “effect  adjust¬ 
ments,”  that  would  only  cover  the  purchase  of  goods  authorized  by 
the  Congress  and  where  there  might  be  an  escalator  clause.  That 
type  of  case  would  be  the  only  type  of  adjustments  authorized  by  the 
Congress ;  is  that  right? 

Mr.  Finan.  That  is  right,  sir,  and  it  would  only  enable  him  to  liqui¬ 
date  obligations  incurred  during  the  fiscal  year  in  question  and  which 
were  otherwise  completely  valid  and  proper  claims  against  the  Gov¬ 
ernment. 

The  present  situation,  Mr.  Chairman,  as  you  know,  is  that  these  un¬ 
obligated  balances  are  not  now  written  off.  They  are  carried  oyer  at 
the  end  of  2  years  and  show  up  in  the  Certified  Claims  Account  in  the 
Treasury  Department. 

One  of  the  advantages  of  this  bill  would  enable  us  to  reduce,  at  least 
to  some  extent,  these  apparent  carryovers  of  unobligated  appropria¬ 
tions  which  would  introduce  a  greater  element  of  precision  and 
integrity  into  the  books  of  the  executive  branch. 

The  authority  that  is  given  here  is  really  one  of  enabling  a  depart¬ 
ment  head  to  correct  an  error  which  was  made — in  other  words,  there 
may  have  been  an  order  let,  or  some  other  valid  obligating  action  taken, 
which,  for  one  reason  or  other,  didn’t  get  recorded  in  the  books  and 
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it  shows  up  later  and  it  is  a  perfectly  proper  claim  against  the  Govern¬ 
ment  and  must  be  paid. 

These  escalator  clauses  can  also  enter  into  the  picture.  The  others 
are  straight  out  and  what  might  be  called  bookkeeping  errors  that 
might  enter  into  the  picture.  It  should  be  borne  in  mind  that  this 
single,  old  account  that  would  be  provided  for  here  would  be  one  into 
which  would  be  transferred  the  balances  of  all  prior  years  that  still 
contained  unliquidated  obligations,  so  that  we  think  there  is  a  very 
reasonable  presumption  that  for  every  claim  that  is  in  excess  of  the 
original  obligation,  we  will  have  one  or  more  claims  that  will  come 
in  on  the  low  side  and  balance  it  out. 

So  we  frankly  think  that  this  proviso,  which  we  are  perfectly  satis¬ 
fied  with  and  are  willing  to  recommend,  be  included  in  the  bill,  is  one 
that  is  most  unlikely  to  be  used. 

On  the  other  hand,  if  it  is  used,  we  want  the  Budget  Director  to 
know  about  it  because  we  think  it  may  expose  the  kind  of  situation  that 
wasn’t  anticipated  in  one  form  or  another  that  should  involve  some 
corrective  action.  The  corrective  action,  of  course,  couldn’t  be  in 
the  form  of  a  refusal  to  pay  a  claim  because  by  that  time,  shall  we  say. 
the  water  is  long  since  over  the  dam.  You  would  have  to  deal  with 
similar  situations  that  might  develop  in  the  future. 

Senator  Kennedy.  Are  you  finished  with  your  testimony? 

Mr.  Finan.  I  am  finished,  sir. 

Senator  Cotton.  Could  this  provision  be  used  to  restore  previously 
returned  balances  from  several  years  back? 

Mr.  Finan.  I  am  not  sure  I  understand  your  question. 

Senator  Cotton.  I  am  just  wondering  how  much  actual  protection 
this  word  “adjustments”  has.  T  mean,  could  this  amendment  be  used 
if  a  department  head  desired  to  do  so,  to  go  back  and  restore  the 
previously  returned  balance  of  an  appropriation  for  more  than  1,  2, 
or  3,  or  for  several  previous  years,  and  get  it  back  into  his  control  ? 

Mr.  Finan.  Not  in  the  sense  that  it  would  give  him  authority,  Sena¬ 
tor,  to  use  it  for  new  purposes  during  the  current  fiscal  year  when  this 
issue  came  up. 

An  appropriation,  as  you  know,  really  gives  the  Department  head 
authority  to  do  two  things — one,  is  to  obligate  the  money,  to  hire 
people,  let  contracts,  issue  purchase  orders,  and  so  forth.  The  other  is 
authority  to  spend  the  money  which  is  to  pay  his  people  after  he  has 
hired  them  and  pay  his  contractors  and  pay  his  bills  and  so  on. 

Now,  the  authority  to  obligate,  that  is,  to  hire  people  or  to  initiate 
contracts  and  so  on,  under  an  annual  appropriation  expires  on  .Tune 
30  of  each  year,  and  that  provision  is  in  no  way  affected  by  this  bill. 

Under  the  present  situation,  however,  the  entire  balance  of  his  ap¬ 
propriation  which  is  both  unobligated  and  unspent  is  carried  over  on 
his  books  for  2  years  during  which  time  he  can  continue  to  pay  claims, 
but  he  cannot  further  obligate  any  of  his  unobligated  balances.  In 
other  words,  he  can’t  buy  anything  with  this  that  was  not  ordered  on  or 
before  June  30. 

Senator  Cotton.  This  last  statement  you  just  made  is  under  this 
current  bill? 

Mr.  Finan.  I  am  talking  about  the  current  situation. 

Senator  Cotton.  Now? 

Mr.  Finan.  Yes,  sir,  now.  You  can  point  it  up  with  a  simple 
illustration.  Let’s  say  you  had  an  appropriation  for  $1  million  a  year. 


BUDGETING  AND  ACCOUNTING 


239 


For  one  reason  or  another,  yon  might  not  find  it  necessary  to  use  or 
obligate  over  $900,000  of  it.*  Under  the  present  situation  you  would 
still  carry  over  on  your  books  and  2  years  later  transfer  to  the  books 
of  the  Treasury  so  much  of  the  $1  million  as  was  still  unspent  and 
the  portion  of  it,  in  this  case  $100,000,  which  was  unobligated. 

Under  this  bill,  90  days  after  the  close  of  the  fiscal  year  you  would 
write  off  the  $100,000  of  unobligated  appropriation  and  then  you 
would  carry  on  your  books  so  much  of  the  remainder  as  has  yet  not 
been  spent  but  which  was  obligated.  In  other  words,  bills  that  you 
hadn’t  received  yet. 

Senator  Cotton.  I  truly  understand  all  that,  but  the  point  is  that 
the  amendment,  if  I  can  see  its  purpose,  is  that  a  department  head, 
after  that  90  days  expired  and  after  the  unobligated  had  been  can¬ 
celed  or  written  off,  however  you  phrased  it,  if  he  finds  he  made  an 
error  and  obligated  a  little  more  than  he  realized,  can  recapture  it. 
Is  that  right,  under  this  amendment? 

Mr.  Finan.  Only  to  the  extent  that  if  he  gets  a  claim  which  exceeds 
the  total  balance  remaining  in  this  appropriation  and  that  claim  was 
a  valid  claim  and  at  the  time  he  let  the  contract  or  issued  the  purchase 
order  it  was  in  the  fiscal  year  in  question  and  he  had  at  that  time 
available  funds  to  do  it.  Only  then  could  he  make  an  adjustment  in 
his  books  tht  would  recapture  enough  of  what  he  had  written  off  to 
enable  him  to  have  a  sufficient  balance  to  pay  the  claim. 

Senator  Cotton.  That  is  exactly  what  I  thought  I  said.  In  other 
words,  if  he  has  committed  $750,000  of  $1  million  and  apparently 
the  other  $250,000  was  not  committed,  was  unspent,  automatically, 
under  this  bill,  it  would  go  off  his  books. 

Mr.  Finan.  That  is  correct,  sir. 

Senator  Cotton.  But,  if  he  discovered  later  that  actually  the  pur¬ 
pose  for  which  he  committed  the  $750,000  climbed  to  $800,000  he  can 
get  that  extra  $50,000,  is  that  correct? 

Mr.  Finan.  Only  in  the  event  that  other  transfers  into  this  account 
had  also  been  exhausted  and  he  needed  the  $50,000  in  the  account  to 
bring  it  up  to  an  amount  that  would  enable  him  to  liquidate  his  claims, 
because  this  account  will  contain  transfers  from  a  number  of  prior 

^  Senator  Cotton.  Well,  what  control,  if  any,  would  Congress  have 
over  these  restorations?  I  mean  by  ‘‘restorations  what  is  covered 

by  this  proposal.  . 

Mr.  Finan.  In  terms  of  direct  control,  that  is  whether  the  depart¬ 
ment  head  would  have  to  come  to  either  a  congressional  committee 
or  anywhere  else  in  the  Congress  in  order  to  make  this  accounting 
adjustment,  the  Congress  wouldn’t  get  involved  in  it 

Senator  Cotton.  What  knowledge,  if  any,  would  Congress  have 

of  these  transactions  ?  _  ,  .  , .  „ 

Mr.  Finan.  The  normal  audits  of  the  General  Accounting  Office 
which,  under  the  provisions  of  the  bill,  call  for  a  review  of  their 
accounts  annually  and,  of  course,  the  individual  transactions  come 
under  the  normal  postaudit  operations  of  the  General  Accounting 

Office.  , 

Senator  Cotton.  Would  the  Bureau  of  the  Budget  have  any  control 

over  these  so-called  restorations  ? 

Mr.  Finan.  Not.  control,  except  that  the  transactions  would  be  re¬ 
ported  to  us  and  it  would  then  put  us  in  the  position  of  investigating 
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and  determining  what  happened  and  determining  whether  any  cor¬ 
rective  action  was  taken  to  prevent  future  occurrences. 

Senator  Cotton.  By  “corrective  action,”  do  you  mean  by  legisla¬ 
tion  ? 

Mr.  Finan.  It  could  take  several  forms,  Senator  Cotton.  It  could 
indicate  that  an  agency  had  a  very  poor  set  of  books,  that  within  90 
days  after  the  close  of  a  fiscal  year  they  really  didn’t  know  what 
their  outstanding  obligations  were,  which  would  suggest  that  we 
ought  to  move  in  through  the  joint  accounting  program  and  help  the 
agency  get  the  books  in  order. 

Senator  Cotton.  Would  the  Bureau  of  the  Budget  report  to  Con¬ 
gress  on  actions  taken  under  this  proviso,  this  amendment  ? 

Mr.  Finan.  This  amendment  as  written  would  not  require  the 
Bureau  of  the  Budget  to  make  reports  under  this  provision. 

Senator  Cotton.  You  say  you  believe,  as  a  practical  matter,  any 
claims  that  came  in  that  required  more  money  than  was  anticipated, 
when  the  unspent  portion  was  written  off  the  books,  would  be  counter¬ 
balanced,  undoubtedly,  by  instances  in  which  not  as  much  money  was 
required  to  meet  claims  as  was  originally  anticipated  ? 

Mr.  Finan.  That  is  correct,  sir.  The  trend  tends  to  be  that  way  in 
most  appropriations. 

Senator  Cotton.  I  understand  that,  but  how  do  we  know  what  safe¬ 
guard  we  have  to  know  that  if  that  situation  is  true,  that  the  head 
of  the  department  will  balance  off'  those  savings  against  the  funds 
that  he  had  to  recapture  ? 

Mr.  Finan.  He  would  be  required  to  do  that  under  the  provisions 
of  this  bill. 

Senator  Cotton.  But  who  checks  on  him — :who  polices  him? 

Mr.  Finan.  The  General  Accounting  Office,  sir.  These  accounts 
are  reviewed  once  a  year. 

Senator  Cotton.  And  supposing  the  General  Accounting  Office 
finds  that  he  hasn't  balanced  those.  What  do  they  do  about  it  ? 

Mr.  Finan.  They  would  report  that  to  the  Congress,  sir. 

Senator  Cotton.  Report  it  to  Congress? 

Mr.  Finan.  Yes,  sir,  and  as  I  would  interpret  the  way  this  bill  is 
written,  Senator,  action  of  that  kind  would  be  a  violation  of  the  pro¬ 
visions  of  this  bill.  In  other  words,  a  violation  of  the  law. 

Senator  Cotion.  I  am  not  suggesting  a  great  many  department 
heads  or  any  department  head  might  consciously  do  that,  but  I  have 
sat  on  appropriation  committees  and  we  all  know  that  departments 
many  times  are  seeking  to  keep  control  of  their  funds. 

I  won’t  take  up  any  more  time,  Mr.  Chairman.  It  just  seems  I  am 
a  little  bit  surprised  to  find  that  everybody  is  unanimous  about  the 
adoption  of  this  amendment.  By  curbstone  judgment  and  my  first 
consideration  of  it  when  I  read  it,  it  just  seemed  to  me  that  it  opened 
up  tremendous  loopholes  in  this  bill  and  nullified  much  of  the  effect  of 
the  bill.  I  have  to  be  convinced  that  it  doesn’t. 

Mr.  Finan.  Our  only  criticism  of  this  amendment,  Senator,  is  we 
doubt  the  necessity  of  it,  but  we  think  it  is  perfectly  harmless.  The 
current  situation  is  one  in  which  all  of  these  balances,  including  the 
unobligated  portions,  are  carried  forward,  so  the  initial  effect  of  this 
bill  is  a  substantial  tightening  up  of  the  situation.  There  is  no  way, 
under  either  the  current  situation  or  this  bill,  which  would  enable  a  de- 
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partment  head  to  obligate  under  any  1  appropriation  in  1  fiscal  year 
more  than  was  initially  appropriated  by  the  Congress.  That  ironclad 
limit  exists  both  under  the  situation  that  exists  today  and  it  would  also 
exist  under  the  situation  under  this  bill. 

Senator  Cotton.  But  it  is  your  studied  judgment,  from  your  knowl¬ 
edge  and  experience  in  these  matters  and  which  certainly  exceeds  mine 
and  probably  most  of  the  Members  of  Congress,  that  these  accounts  are 
likely  to  balance,  and  that  this  provision,  it  seems  to  me,  is  unneces¬ 
sary. 

Why  do  you  need  it  if  in  almost  all  instances  it  is  likely  that  those 
accounts  where  less  money  is  required  will  counterbalance  the  ones 
where  they  have  found  a  mistake  and  more  money  is  required  ?  Why, 
then,  you  don’t  need  this  provision,  and  if  you  need  this  provision,  why 
it  just,  presupposes  that  that  situation  is  not  good  and  that  it  exists. 

Mr.  Finan.  We  are  agreeing  with  this  provision,  Senator  Cotton, 
strictly  to  remove  the  objections  of  the  Department  of  Defense  to  the 
legislation. 

We  recognize  that  the  Department  of  Defense  has  a  number  of  very 
difficult  and  acute  problems.  The  character  of  the  responsibilities  of 
the  Defense  Department  is  such  that  we  want  to  be  extremely  careful 
that  we  don’t,  in  an  effort  to  improve  bookkeeping,  interfere  in  any  way 
with  the  national  defense,  even  to  the  most  minor  degree.  They  are 
concerned,  they  are  worried,  that  in  the  absence  of  this,  they  could  get 
into  trouble  on  current  appropriations  with  possible  repercussions  on 
effective  programing  and  in  terms  of  their  relationships  with  the  Ap¬ 
propriations  Committee  and  a  number  of  other  matters. 

Solely  for  those  reasons  and  because  we  doubt  that  a  situation  is 
likely  to  arise  under  which  this  proviso  will  be  used,  we  are  perfectly 
agreeable  to  seeing  it  included  in  the  bill. 

Senator  Cotton.  Have  your  legal  people  passed  on  it?  Are  they 
sure  it  is  constitutional  and  doesn’t  open  the  way  for  expenditures 
without  appropriations  by  Congress? 

Mr.  Finan.  Yes,  sir;  I  understood  you  were  concerned  about  this 
provision  of  the  bill  in  that  respect  and  I  discussed  with  our  legal 
staff  last  night  these  issues  and  they  tell  me  they  are  perfectly  satisfied 
that  there  is  no  problem  of  that  kind  involved  in  this  provision. 

Senator  Kennedy.  Do  you  think  it  would  be  of  any  assistance  in 
meeting  the  problem  that  Senator  Cotton  suggested  if  we  had  the  re¬ 
port  made  to  the  General  Accounting  Office  or  the  Appropriations 
Committee  of  Congress  so  that  we  would  all  be  reassured  ? 

Mr.  Finan.  We  wouldn’t  have  any  objection  to  requiring  reports 
under  this  proviso  either  to  the  General  Accounting  Office  or  the  Ap¬ 
propriations  Committee,  Mr.  Chairman. 

As  I  say.  we  think  you  will  get  few,  if  any,  such  reports. 

Senator  Kennedy.  Mr.  Bordner,  do  you  feel  that  would  be  a  satis¬ 
factory  amendment  to  the  amendment  suggested  on  page  2,  to  require 
that  these  reports  be  filed  with  the  GAO  and  perhaps  give  the  Con¬ 
gress  a  little  more  information  about  it? 

Mr.  Bordner.  Yes,  Mr.  Chairman,  I  think  that  is  perfectly  in  order. 

(The  amendment  proposed  for  section  1,  page  2  of  the  committee 
print  is  as  follows :) 

:  Provided,  That  when  it  is  determined  necessary  by  the  head  of  the  agency  con¬ 
cerned  that  a  portion  of  the  remaining  balance  withdrawn  is  required  to  liqui- 
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date  obligations  and  effect  adjustments,  such  portion  of  the  remaining  balance 
may  be  restored  to  the  appropriate  account  established  pursuant  to  this  Act : 
Provided  further,  That  the  head  of  the  agency  concerned  shall  make  a  report 
with  respect  to  each  such  restoration  to  the  chairman  of  the  Committees  on  Ap¬ 
propriation  of  the  Senate  and  the  House  of  Representatives,  to  the  Comptroller 
General  of  the  United  States,  and  to  the  Director  of  the  Bureau  of  the  Budget. 

Senator  Kennedy.  This  amendment  on  page  8  would  permit  the 
Appropriations  Committee  to  excuse  any  department  or  agency  from 
the  provisions  of  this  act,  as  I  understand  it. 

Mr.  Finan.  That  is  correct,  sir. 

Senator  Kennedy.  We  will  excuse  you  just  for  a  minute,  Mr.  Finan. 
We  would  like  to  have  Mr.  Bordner  from  the  Defense  Department 
take  the  witness  chair  for  a  few  minutes. 

STATEMENT  OF  HOWARD  W.  BORDNER,  DEPUTY  COMPTROLLER 
FOR  ACCOUNTING  POLICY,  DEPARTMENT  OF  DEFENSE 

Senator  Cotton.  You  heard  the  questions  that  I  asked  of  Mr.  Finan 
about  this  provision  and  the  doubts  that  I  had  in  connection  with  it 
and  I  thought  due  to  the  fact  that  none  of  us  want  to  hamper  the 
Department  of  Defense,  certainly,  you  might  have  some  comment  on 
this  and  you  might  reassure  us. 

Mr.  Bordner.  I  don’t  know  that  I  can  add  much  to  the  comments 
of  Mr.  Finan.  I  think  lie  made  the  point  that  first  you  could  not 
obligate  the  old  account  for  any  new  obligations.  It  could  only  be 
used  to  adjust  and  liquidate  or  remove  obligations,  legitimately  in¬ 
curred  prior  to  the  end  of  the  respective  fiscal  year  on  which  the  ap¬ 
propriation  expired. 

I  think,  second,  he  made  the  point  that  you  could  not  restore,  by 
this  proposed  amendment,  any  sums  except  first-  as  required  to  meet 
payments  under  the  obligations,  legitimately  incurred,  and  in  no 
case  could  you  restore  more  than  the  original  amount  which  had 
lapsed,  reverted  to  the  Treasury,  so  to  speak,  and  I  think,  third, 
he  made  the  point,  in  comparison  with  the  present  situation,  where 
those  sums  are  carried  under  the  certified  claims  account,  even  beyond 
the  2-year  period.  In  other  words,  there  would  be  returned  to  the 
Treasury,  by  this  amendment,  amounts  in  advance  of  what  is  now 
the  current  situation. 

He  has  indicated  also  that  the  General  Accounting  Office  would 
naturally  audit  the  appropriation  account. 

I  think  I  might  add  just  one  point.  I  believe  it  would  be  normal 
procedure  for  the  Treasury  Department  to  check  on  the  amounts 
that  might  be  requested  for  restoration  and  refuse  to  restore  anv 
amount  which  could  not  be  legitimately  restored  based  on  the  original 
amounts  which  had  lapsed. 

Senator  Cotton.  Where  do  you  find  the  authority  for  that  in  the 
proviso  ? 

Mr.  Bordner.  I  find  it  only  by  implication. 

Senator  Cotton.  Could  you  go  back  several  years  on  a  transaction 
and  recapture  the  appropriation? 

Mr.  Bordner.  Yes ;  if  justified,  but  again,  Mr.  Finan  made  the  point 
that  the  bill  in  its  other  provisions  requires  the  head  of  the  agency  at 
all  times  to  measure  the  adequacy  of  the  balance,  and  if  you  have 
enough  funds  in  the  appropriation,  because  certain  obligations  have 
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been  liquidated  at  less  than  the  amounts  originally  estimated,  you 
would  have  those  funds  available  and  they  would  have  to  be  used 
first  before  you  even  made  a  request  for  restoration. 

There  is  also  in  the  bill,  I  believe,  a  proviso  that  as  the  agency 
establishes  the  fact  that  there  are  excessive  funds  available  in  the 
prior  years’  appropriations  as  a  result  of  liquidation  of  obligations 
at.  less  than  the  amounts  asked  for,  those  excesses  would  also  have  1  o 
be  canceled  or  lapsed. 

Senator  Cotton.  Is  it  your  opinion  with  respect  to  the  Defense  D  ■- 
partment,  you  agree  with  IVIr.  F man  as  a  man  of  practical  expeiienc  ?, 
that  the  overage  on  some  would  balance  the  inadequacy  of  others  i  o 
that  the  two  would  balance  ? 

Mr.  Bordner.  Not  entirely.  That  would  be  true  m  some  appropi  1- 
ations  perhaps,  but  not  in  others. 

Our  problem,  Senator,  I  believe  is  largely  in  those  annual  appro¬ 
priations  where  we  have  a  mixture  of  procurement.  While  we  use 
no-year  appropriations  generally  for  procurement,  we  have  certain 
cases,  particularly  the  Navy,  as  has  been  testified  to,  where  there  is 
a  certain  amount  of  procurement  under  the  annual  appropriations  and 
it  is  largely  in  connection  with  those  appropriations  where  the  con¬ 
tracts  contain  escalator  clauses  and  so  forth.  And  I  think  in  those 
appropriations,  it  would  not  be  at  all  unusual  to  use  this  privilege. 

Senator  Cotton.  So  you  feel  that  for  the  safety  of  our  program  of 
national  defense  you  must  have  something  in  there  to  enable  the  head 
of  your  Department,  without  seeking  any  more  authority  from  Con¬ 
gress,  without  anything  from  Congress,  but  simply  notifying  and 
reporting  to  it  afterward  and  to  the  Bureau  of  the  Budget,  be  able  to 
recapture  those  parts  of  lapsed  appropriations  that  were  found  to  be 
necessary  to  complete  the  transactions  for  which  they  were  originally 
appropriated. 

Mr.  Bordner.  Yes,  Senator,  but  also  m  recognition  of  the  tact  that 
the  authority  had  once  been  obtained  from  the  Congress  to  cover  that. 
It  isn’t  the  same  as  escaping,  going  to  Congress  for  the  authority. 

Senator  Cotton.  Assuming  that  this  bill  should  become  law,  the 
whole  purpose  of  this  bill,  as  I  understand  it,  is  to  cause  those  appro¬ 
priations  unused,  unobligated,  portions  of  those  appropriations  to  go 
off  the  books  and  lapse. 

Assuming  this  bill  is  on  the  statute  books,  it  would  be  a  recapturing 
of  funds  previously  appropriated  that  had  lapsed,  is  that  right  ? 

Mr.  Bordner.  Yes,  sir. 

Senator  Kennedy.  Air.  Bordner,  is  this  bill  satisfactory  to  the 
Defense  Department  ? 

Mr.  Bordner.  It  is. 

Senator  Kennedy.  Thank  you  very  much. 

The  hearing  on  S.  3362  is  now  ended.  The  hearing  on  S.  3199  is 
recessed  subject  to  the  call  of  the  Chair.  The  subcommittee  will  go 
into  executive  session  and  I  would  like  the  officials  from  the  Creneial 
Accounting  Office  to  wait,  please.  I  want  to  thank  the  rest  of  you  for 
coming  here  today. 

(Whereupon,  at  10 :  50  a.  m.,  the  subcommittee  went  into  executive 
session.) 

At  the  conclusion  of  the  hearings,  Chairman  Kennedy  of  the  Subcommittee 
on  Reorganization  requested  the  representatives  of  the  Bureau  of  the  Budget, 
the  Department  of  the  Treasury,  and  the  Office  of  the  Comptroller  General, 
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in  cooperation  with  the  staff  of  the  subcommittee  to  redraft  a  new  bill  to  include 
the  suggested  amendments  upon  which  there  was  general  agreement.  The  new 
bill.  S.  3897,  was  introduced  in  the  Senate  on  May  21,  1956. 

(Subsequently,  tiie  following  communications  relating  to  S.  3199 
were  received  by  the  subcommittee:) 

Price  Waterhouse  &  Co., 

New  York,  N.  Y.,  March  27,  1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization,  Senate  Committee  on  Govern¬ 
ment  Operations,  Senate  Office  Building,  Washington,  D.  C. 

Hear  Senator  Kennedy:  In  connection  with  the  consideration  of  Senate  bill 
3199  by  your  subcommittee,  I  am  sending  you  herewith  10  copies  of  a  letter  dated 
November  15  from  the  Professional  Council  on  Federal  Financial  Administra¬ 
tion  to  the  Honorable  William  L.  Dawson,  chairman,  Committee  on  Government 
Operations  of  the  House  of  Representatives.  This  letter  sets  forth  in  some'detail 
the  views  of  the  council  on  the  Hoover  Commission’s  report  to  the  Congress  on 
budget  and  accounting.  Inasmuch  as  Senate  bill  3199  is  designed  to  implement 
many  of  the  recommendations  of  the  Hoover  Commission  report,  the  views  of 
the  council  are  pertinent  to  the  provisions  of  the  bill. 

The  Professional  Council  on  Federal  Financial  Administration,  of  which  I  am 
chairman,  was  organized  approximately  5  years  ago  in  order  to  provide  an  inde¬ 
pendent  group  of  persons  who  are  qualified  by  education  and  experienced  in 
governmental  accounting  and  financial  matters  for  consultation  to  the  executive 
and  legislative  branches  of  the  Government.  The  council  has  kept  closely  in 
touch  with  the  progress  of  the  joint  committee  for  improvement  in  accounting 
in  the  Federal  Government  carried  out  in  recent  years  through  cooperative  effort 
of  the  General  Accounting  Office,  the  Bureau  of  the  Budget  and  the  Treasury 
Department.  The  council  has  made  an  extended  study  of  the  Hoover  Commis¬ 
sion  Report  on  Budget  and  Accounting  as  well  as  the  related  task  force  report. 
Accordingly  I  believe  that  the  comments  in  the  accompanying  letter  merit  your 
consideration  and  incorporation  in  the  record  of  the  hearings  of  the  Subcommittee 
on  Reorganization. 

Sincerely  yours, 

Paul  Grady\ 


The  Professional  Council  on  Federal  Financial  Administration, 

November  15,  1955. 

Hon.  Wlliam  L.  Dawson, 

Chairman,  Committee  on  Government  Operations,  House  of  Representatives. 

Dear  Mr.  Chairman  :  The  Professional  Council  on  Federal  Financial  Admin¬ 
istration  is  submitting  herein  its  views  on  the  recommendations  of  the  Hoover 
Commission  on  budget  and  accounting  for  the  consideration  of  the  Committee  on 
Government  Operations  of  the  House  of  Representatives. 

The  Professional  Council  on  Federal  Financial  Administration  was  organized 
approximately  5  years  ago  in  order  to  have  an  independent  group  of  persons,  who 
are  qualified  by  education  and  experience  in  governmental  accounting  and  finan¬ 
cial  matters,  available  for  consultation  to  the  Government  and  other  public  or¬ 
ganizations.  The  council  has  kept  closely  in  touch  with  the  progress  in  the  joint 
program  for  improvement  in  accounting  in  the  Federal  Government  carried  out 
in  recent  years  through  cooperative  effort  of  the  General  Accounting  Office,  the 
Bureau  of  the  Budget,  and  the  Treasury  Department.  As  a  basis  for  this  letter, 
the  council  has  studied  the  Hoover  Commission’s  report  to  the  Congress  on  budget 
and  accounting  and  the  related  task  force  report  and  has  held  extensive  meetings 
with  the  chairman  of  the  task  force  and  with  representatives  of  the  General  Ac¬ 
counting  Office,  Bureau  of  the  Budget,  and  the  Treasury  Department. 

The  council  enthusiastically  endorses  the  underlying  concepts  that  are  embodied 
in  the  Hoover  Commission  recommendations ;  namely,  that  budgeting  and  ac¬ 
counting  for  operating  programs  should  be  primarily  in  terms  of  the  cost  of 
resources  consumed,  and  that  budgeting  and  accounting  of  capital,  or  long  lead 
time,  programs  should  be  primarily  in  terms  of  accrued  expenditures.  We  have 
also  studied  the  letter  dated  October  26, 1955,  addressed  to  you  by  the  Comptroller 
General  of  the  United  States  and  we  are  in  agreement  with  many  of  his  interpre¬ 
tative  comments  relating  to  particular  recommendations  or  groups  of  recom¬ 
mendations.  We  shall  deal  with  the  25  specific  recommendations  of  the  Hoover 
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'Commission  and  refer  to  and  endorse  some  of  the  Comptroller  Geueials  com¬ 
ments  without  repetition  in  order  to  shorten  and  simplify  this  letter. 


recommendations  relating  to  the  bureau  of  the  budget 


(Part  II  Commission  Report) 

Recommendation  No.  1 

(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions ;  . 

1 1) )  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well  qualified  employees  whose  duties  should  include  con¬ 
tinuous  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  piepara- 
tion  and  administration  and  other  facets  of  the  Bureau’s  managerial  responsi¬ 
bilities;  and  .  ..  _ 

(r)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau 

of  the  Budget  for  that  purpose. 

Recommendation  No.  2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget 
on  the  conduct  of  their  operations.  On  the  basis  of  the  agencies  repoits  and 
other  available  information,  the  Bureau  should  prepare  for  the  President  an 
•.annual  report  on  performance  for  the  executive  branch  as  a  whole. 

Recommendation  No.  3 

That  for  management  purposes,  cost  based  operating  budgets  be  used  to  de¬ 
termine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented 
liy  periodic  reports  on  performance. 

~  \ve  endorse  these  three  recommendations.  In  respect  of  the  first  recommenda¬ 
tion  we  would  emphasize  the  point  that  funds  expended  to  increase  the  effec¬ 
tiveness  of  the  Bureau  of  the  Budget  should  be  returned  manyfold  through 
disclosure  of  unnecessary  and  wasteful  activities  in  various  Government  de¬ 
partments  and  agencies.  In  regard  to  the  second  and  third  recommendations 
we  agree  with  the  interpretative  comments  of  the  Comptroller  General. 

recommendations  relating  to  the  performance  (or  program)  budget 

(Part  III  Commission  report) 

Recommendation  No.  4 

That  the  executive  budget  continue  to  be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  information  on  program  costs  and  accomplish¬ 
ment,  and  by  a  review  of  performance  by  organizational  units  where  these  do 
not  coincide  with  performance  budget  classifications. 

Recommendation  No.  5 

That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems. 

Recommendation  No.  6 

That  executive  agency  budgets  be  formulated  and  administered  on  a  cost 

Basis.  ,  ,,  ,  ,  ,  , 

We  endorse  recommendations  No.  4,  5,  and  6  as  well  as  the  related  comments 

nf  the  Comptroller  General. 

recommendations  relating  to  restoration  of  congressional  control  of  the 

PURSE 

(Part  IV  Commission  Report) 

Recommendation  No.'7 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely  charges  for  the  cost  of  goods 
and  services  estimated  to  be  received. 

Recommendation  No.  8 

That  legislation  committing  the  Government  to  continuing  expenditures  for 
special  programs  which  are  not  susceptible  to  the  usual  budgetary  control  ordi- 
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narily  be  enacted  for  a  limited  term  in  order  to  require  periodic  congressional 
review  of  their  usefulness. 

Recommendation  No.  9 

That  the  Bureau  of  the  Budget  keep,  such  programs  under  continuing  review, 
and  the  President’s  budget  contemplate  amendments  to  them  when  their  opera¬ 
tion  conflicts  with  current  budgetary  policy. 

We  endorse  recommendations  No.  7,  8,  and  9.  We  also  agree  with  the  com¬ 
ments  of  the  Comptroller  General  relating  to  recommendation  No.  7.  In  refer¬ 
ence  to  this  recommendation,  the  council  points  out  that  the  report  does  not 
explain  the  means  by  which  budgets  and  appropriations  made  on  an  accrued 
expenditures  basis  are  to  be  tied  in  with  other  accounting  and  budgeting  con¬ 
trols  which,  in  accordance  with  recommendations  3.  6,  and  14,  are  to  be  on  a 
cost  basis.  We  suggest  that  the  appropriate  agency  take  steps  to  clarify  this: 
matter. 

RECOMMENDATIONS  RELATING  TO  ORGANIZATION  FOR  ACCOUNTING  IN  THE  EXECUTIVE 

BRANCH 

(Part  V  Commission  report) 

Recommendation  No.  10 

That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  Staff  Office  of  Accounting  headed  by  an  Assistant  Director  for  Accounting,, 
with  powers  and  duties  as  follows : 

( a )  To  develop  and  promulgate  an  overall  plan  for  accounting  and  reporting, 
consistent  with  broad  policies  and  standards  prescribed  by  the  Comptroller 
General.  These  broad  policies  and  standards  should  continue  to  be  developed 
in  cooperation  with  the  executive  branch. 

(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  accounting 
methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and  to' 
watch  progress. 

(d)  To  stimulate  the  building  of  competent  accounting  and  auditing  organi¬ 
zations  in  tlie  executive  agencies  and  to  assist  actively  in  the  selection,  training, 
and  retention  of  capable  personnel. 

(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to  the 
status  of  accounting  in  each  of  the  executive  agencies. 

j Recommendation  No.  11 

That  as  an  aid  to  financial  management  the  position  of  Comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the- 
following  duties  and  functions : 

( a )  To  direct  the  setting  up  and  maintenance  throughout  his  agency  of  ade¬ 
quate  accounting  and  auditing  systems  and  procedures  in  conformity  with  the 
provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

(b)  To  direct  the  recruitment,  training,  and  development  of  qualified  account¬ 
ing  personnel. 

(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial  reports 
for  (1)  internal  management  purposes  and  (2)  for  issue  to  the  Congress  and 
other  executive  departments  or  agencies. 

(d)  To  interpret  and  advise  upon  significant  aspects  of  the  financial  reports. 

(e)  To  direct  the  preparation,  and  review  execution  of  budgets  prepared  at 
operating  levels  for  the  information  of  top  management  which  is  responsible  for 
budget  policies. 

Recommendation  No.  12 

That  the  selection  of  agency  Comptrollers  and  the  building  of  competent 
accounting  organizations  in  the  executive  agencies  through  the  selection,  train¬ 
ing,  and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance 
and  help  to  be  given  by  the  Assistant  Director  for  Accounting  in  the  Bureau 
of  the  Budget. 

We  endorse  recommendations  Nos.  10,  11,  and  12  and  agree  with  the  related 
comments  of  the  Comptroller  General.  Our  comments  on  recommendation  No.  1 
are  fully  applicable  to  recommendation  No.  10. 
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RECOMMENDATIONS  RELATING  TO  ACCOUNTING  PROCEDURES  IN  EXECUTIVE  AGENCIES 

( Part  VI  Commission  report) 


Recommendation  No.  13 

That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  oper¬ 
ating  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operations. 

Recommendation  No.  14 

That  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently, 
•completely,  and  clearly  all  resources  and  liabilities,  and  the  cost  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting. 

Recommendation  No.  15 

That  after  appropriate  accrual  and  cost  accounting  techniques  have  been  estab¬ 
lished  by  the  Government  agencies,  the  creation  or  continuation  of  revolving 
funds  should  be  reviewed  to  determine  whether  they  will  add  to  efficient 
management. 

Recommendation  No.  16 

That,  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  their  accounting  systems. 

Recommendation.  No.  11 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available 
for  the  liquidation  of  valid  obligations. 

Recommendation  No.  18 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  “claims”  to  the  General  Accounting  Office, 
but  should  lie  settled  within  the  agencies. 

Recommendation  No.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  accountable 
officers  of  financial  liability  except  where  losses  result  from  their  gross  negli¬ 
gence  or  fraud. 


We  endorse  recommendations  No.  13  to  19,  inclusive.  We  agree  with  the 
comments  of  the  Comptroller  General  relating  to  recommendations  No.  13  to 

18.  inclusive.  ,  .  , ,  .  . 

In  further  reference  to  recommendation  No.  15,  we  are  assured  by  the  chair¬ 
man  of  the  task  force  that  there  is  no  implied  criticism  of  working  capital  funds 
now  in  existence,  nor  a  presumption  that  the  working  capital  device  will  become 
outmoded. 

recommendations  relating  to  central  accounting  and  reporting 
(Part  VII  Commission  report) 

Recommendation  No.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Oflfice  make  a  study 
to  determine  what  can  he  done  to  eliminate:  (a)  Duplicate  accounts  within 
the  Treasury  Department ;  and  ( b )  Duplicate  accounting  as  between  the  Treas¬ 
ury  Department  and  the  various  departments  and  agencies. 

Recommenda  tion  No.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review  and  mod- 
ernization  of  central  fiscal  reports  by  the  Treasury  Department  to  the  end  that 
they  meet  the  changing  requirements  of  the  executive  branch,  the  Congress,  and 
the  public.  These  fiscal  reports  should  show  the  Government’s  cash  position 
and  related  cash  transactions. 

Recommendation  No.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Procedures 
Act  of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  com- 
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preliensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial 
results  of  the  activities  of  the  Government  as  a  whole  and  of  its  major  com¬ 
ponent  activities. 

We  endorse  recommendations  No.  20.  21,  and  22.  The  Comptroller  General  s 
comments  regarding  these  recommendations  deal  mainly  with  the  improvements 
already  made  or  in  prospect  in  the  area  of  central  accounting  and  reporting  as 
a  result  of  the  cooperative  program  for  improvement  in  accounting.  Our  com¬ 
mendations  for  the  improvement  in  this  and  other  areas  will  he  expressed  in  a 
later  part  of  this  letter. 

RECOMMENDATIONS  RELATING  TO  THE  DEPARTMENT  OF  DEFENSE 

(Part  VIII  Commission  report) 

Recommendation  No.  23 

That  in  selecting  individuals  for  comptrollership,  civilians  with  broad  man¬ 
agement  and  accounting  experience  and  competence  be  appointed. 

Recommendation  No.  2>i 

That  the  comptrollers  in  the  military  departments  be  responsible  only  to- 
the  Secretary  of  their  respective  services,  and  that  concurrent  responsibility  to 
a  Chief  of  Staff  or  equivalent  be  discontinued. 

We  endorse  the  objective  in  recommendation  No.  23  of  assuring  competence  of 
the  individuals  on  whom  responsibility  for  leadership  in  financial  management 
is  placed.  However,  we  agree  with  the  task  force  that  competent  personnel 
can  be  found  in  the  military  as  well  as  in  civilian  ranks.  Accordingly,  if 
the  military  departments  would  recognize  the  need  for  career  specialists  and 
make  appropriate  changes  in  their  rotation  and  promotion  policies,  we  would 
agree  with  the  task  force  recommendation  that  comptrollers  could  be  either 
mililtary  or  civilian  or  both. 

Nine  of  the  members  of  this  council  endorse  recommendation  No.  24.  Dr. 
Anthony  dissents.  Although  he  recognizes  that  concurrent  responsibility  is 
usually  unsatisfactory  in  a  business  organization,  he  believes  that  there  are 
sound  "management  reasons  for  continuing  this  concurrent  responsibility  in  one- 
or  more  of  the  military  departments. 

RECOMMENDATIONS  RELATING  TO  AUDITING  AND  THE  GENERAL  ACCOUNTING  OFFICE 

(Part  IX  Commission  Report) 

Recommendation  No.  25 

That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  requested 
to  make  an  intensive  study  to  determine  the  adequacy  of  internal  auditing  in 
Government  agencies  and  what  steps  should  be  taken  to  improve  it. 

We  endorse  recommendation  No.  25. 

Many  of  the  recommendations  are  closely  interrelated  and  it  is  our.  view  that 
the  first  IS  should  be  dealt  with  as  a  whole  rather  than  separately.  If  all  25- 
recommendations  were  adopted  and  properly  implemented  the  executive  depart¬ 
ments  and  the  Congress  would  have  adequate  data  as  a  basis  for  decisions  and 
for  judging  performance  of  the  departments  and  agencies.  Such  information 
would  include  for  each  major  program  (1)  past  costs  in  relation  to  accomplish¬ 
ments,  (2)  resources  available  in  terms  of  inventories  and  funds  carried  over,. 
(3)  estimated  costs  of  all  resources  to  be  consumed  in  ensuing  fiscal  year,  (4) 
estimated  accrued  expenditures  needed  to  be  authorized  for  ensuing  fiscal  year, 
and  (5)  new  contracting  authority  needed  for  periods  beyond  such  fiscal  year. 
We  cannot  overemphasize  the  need  for  placing  the  Government’s  accounting 
and  budgeting  on  a  synchronized  cost  basis,  with  costs  determined  in  accordance 
with  sound  accrual  accounting  principles.  The  cost  basis  of  accounting  and 
budgeting  as  used  in  the  Hoover  Commission  report  means  the  reasonable  ascer¬ 
tainment  of  resources  used  for  major  programs  and  by  major  centers  of  organiza¬ 
tional  responsibility.  It  does  not.  in  our  opinion,  contemplate  intricate  and 
detailed  unit  of  production  cost  systems  of  the  type  associated  with  manufactur¬ 
ing  operations.  We  make  this  distinction  because  it  appears  that  a  misunder¬ 
standing  on  this  point  may  have  caused  dissents  by  two  of  the  members  of  the- 
Commission. 

In  concluding  this  letter,  we  wish  to  express  our  commendation  for  the  sub¬ 
stantial  improvement  in  accounting  in  the  Federal  Government  which  has  been 
accomplished  in  recent  years  through  the  joint  program  of  the  General  Accounting 
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Office,  the  Bureau  of  the  Budget,  and  the  Treasury  Department.  The  progress 
made  is  a  tribute  in  part  to  the  technical  competence  of  the  individuals  assigned 
to  the  joint  program.  To  an  even  greater  degree,  it  is  attributable  to  the  line 
spirit  of  cooperation  which  has  been  developed  between  these  agencies  which 
share  the  responsibility  for  leadership  in  accounting  and  budgeting  matters  and 
to  their  understanding  of  the  necessity  for  assisting  each  executive  agency  in  the 
development  of  accounting  and  budgetary  systems  which  will  be  most  useful 
in  meeting  its  financial  and  general  management  responsibilities.  It  is  our  view 
that  the  adoption  of  the  Hoover  Commission  recommendations  on  budget  and 
accounting  will  greatly  forward  the  program  for  improvement  and  will  in  no 
way  impede  the  cooperative  working  relationships. 

Respectfully  submitted. 

Herbert  S.  Taggart,  Robert  N.  Anthony,  American  Accounting  Asso¬ 
ciation  ;  Raymond  G.  Lochiel,  G.  A.  Mills,  Controller’s  Institute  of 
America ;  Earle  H.  Cunningham,  Charles  J.  Ghesquiere,  Institute 
of  Internal  Auditors;  Joseph  M.  Lowery,  Joseph  M.  Cunningham, 
Municipal  Finance  Officers’  Association ;  Weldon  Powell,  Paul 
Grady,  Chairman,  American  Institute  of  Accountants. 


Chamber  of  Commerce  of  the  United  States, 

Washington,  D.  C.,  March  28,  1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Committee  on  Government  Operations, 

Senate  Office  Building,  Washington,  D.  C. 

Dear  Senator  Kennedy:  The  Chamber  of  Commerce  of  the  United  States 
favors  enactment  of  principles  and  objectives  of  S.  3100. 

That  measure  would  put  into  effect  many  proposals  of  the  Commission  on 
Organization  of  the  Executive  Branch  of  the  Government  for  inproving  the  budget 
and  accounting  procedures  of  the  Government.  Performance  budgeting  and 
cost-based  budgets  have  long  been  recognized  as  a  highly  desirable  improvement 
in  the  Government’s  budgetary  process.  There  should  be  more  effective  control 
by  the  Bureau  of  the  Budget  over  preparation  and  administration  within  the 
Government  agencies.  The  Government  has  long  needed  an  improved  uniform 
accounting  system  on  an  accrual  basis. 

Legislation  such  as  S.  3109,  directed  at  these  objectives,  would  lead  to  much 
better  fiscal  administration  by  the  Government,  and  should  lay  the  groundwork 
for  sizable  savings  in  annual  operating  costs  through  more  effective  control  over 
the  spending  activities  of  the  various  Government  agencies. 

The  Bureau  of  the  Budget  is  to  be  commended  for  its  recent  action  giving 
more  prominence  to  its  accounting  group.  Legislation  such  as  is  ocntemplated 
would  be  of  important  help  to  that  office  by  arming  the  Assistant  Director  in 
charge  of  this  function  with  adequate  authority  to  do  his  job,  as  well  as  by 
signifying  that  the  program  has  congressional  backing. 

We  recognize  that  discretionary  authority  already  exists  under  the  Budget 
and  Accounting  Procedures  Act  of  1950  to  put  into  effect  many  of  these  proposals. 
By  passing  that  act,  Congress  indicated  that  action  should  be  taken  along  these 
general  lines,  but  relatively  little  has  been  done.  We  think  it  is  time  for 
mandatory  legislation. 

The  Government’s  cash  basis  system  of  accounting  and  budgeting  is  extremely 
antiquated.  Accrual  accounting  has  been  successfully  used  for  many  years  by 
business  concerns  and  is  universally  accepted  as  the  standard  method.  Adop¬ 
tion  of  the  accrual  system  would  make  it  possible  to  do  away  with  the  system 
of  appropriation  carryovers  and  restore  to  Congress  full  control  over  the  Gov¬ 
ernment’s  fiscal  operations — a  control  which  has  been  lost  in  large  measure  in 
recent  years  as  the  carryover  system  has  come  into  more  extensive  operation. 

It  is  recognized  that  it  would  take  time  to  put  the  accrual  accounting  recom¬ 
mendations  into  effect.  One  problem  here  will  be  to  adapt  accrual  accounting 
to  the  requirements  of  government.  The  ultimate  result,  however,  will  be  to 
the  advantage  of  the  Government  and  its  citizens. 

Performance  budgeting,  which  this  program  would  make  possible,  means 
primarily  a  fiscal  program  in  terms  of  jobs  to  be  done  rather  than  in  terms  of 
the  number  of  people  to  be  hired,  so  many  reams  of  paper  to  be  purchased,  or 
tons  of  food  to  be  bought.  It  makes  it  possible  to  relate  the  things  Government 
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does  to  their  overall  cost,  and  thus  an  appraisal  of  their  worthwhileness  in  terms 

The  establishment  of  a  comptroller  setup  for  each  department  would  appeal 
to  he  a  step  forward.  Many  departments  now  have  officers,  and  in  some  cases 
designated  “comptrollers”  and  in  others  other  designations.  Development  along 
this  line,  however,  has  not  been  uniform,  and  establishment  of  a  Stan;  Omce 
of  Accounting  to  direct  the  Government’s  accounting  activities  and  to  operate 
a  new  system  of  accounts  is  a  commendable  procedure. 

In  view  of  these  important  considerations,  we  hope  that  your  committee  will 
report  favorably  a  hill  to  put  into  effect  these  important  proposals  for  improving 
the  Government’s  fiscal  administration.  „ 

I  would  appreciate  it  if  you  would  make  this  letter  a  part  ot  the  record  ot 

your  current  hearings. 

Cordially  yours, 

Clarence  R.  Miles. 


American  Institute  of  Accountants, 

Neic  York,  N.  Y.,  May  3,  1956. 

Hon.  John  L.  McClellan, 

Chairman,  Committee  on  Government  Operations, 

United  States  Senate,  Washington,  I).  C. 

Dear  Senator  McClellan  :  The  executive  committee  of  the  American  Institute 
of  Accountants  has  studied  the  recommendations  of  the  Hoover  Commission  on 
Budget  and  Accounting  as  well  as  the  related  task-force  report.  The  American 
Institute  of  Accountants  is  the  national  organization  of  certified  public  account¬ 
ants.  We  believe  we  are  qualified  to  appraise  these  recommendations  and  have 
a  responsibility  to  make  our  views  known  to  the  Committee  on  Government 
Operations  of  the  Senate. 

It  is  general  knowledge  that  budgeting  and  accounting  in  the  Federal  Govern¬ 
ment  has  not  reached  the  same  degree  of  effectiveness  as  an  instrument  pro\  iding 
essential  information  needed  for  sound  management  as  has  been  attained  in  the 
field  of  business.  The  need  for  adequate  and  dependable  information  is  even 
greater  in  Government  because  of  the  staggering  aggregate  of  Government 
expenditures  and  because  of  the  dependence  of  the  top  executive  officials  and  of 
the  Congress  on  such  data  as  a  basis  for  their  decisions. 

It  is  important  that  budgeting  and  accounting  go  hand  in  hand.  Both  budgets 
and  accounts  should  reflect  actual  performance  in  terms  of  incurred  cost  and 
not  in  terms  of  cash  paid  out.  To  insure  control  in  the  Congress  of  budgetary 
items  with  long  lead  time,  annual  review  and  ratification  of  such  items  by  the 
Congress  should  be  required. 

We  believe  the  Hoover  Commission  recommendations  accomplish  these  ob¬ 
jectives.  If  fully  adopted  and  properly  implemented,  they  would  provide  the 
type  of  budgetary  and  accounting  controls  needed  for  good  management  in 
Government.  Many  of  the  recommendations,  particularly  the  first  18.  constitute 
an  interrelated  pattern  which  must  be  adopted  as  a  whole  in  order  to  produce  an 
effective  system.  We  fully  endorse  the  Hoover  Commission  recommendations 
on  budget  and  accounting. 

If  we  can  be  of  assistance  to  your  committee  in  its  consideration  of  this  part 
of  the  Hoover  Commission  report  and  of  S.  3199,  please  feel  at  liberty  to  call 
upon  us. 

Respecl  fully  submitted. 

John  H.  Zihu.ey,  Jr.,  President. 
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MONDAY,  JUNE  4,  1956 

United  States  Senate, 

Subcommittee  on  Reorganization  of  the 

Committee  on  Government  Operations, 

Washington,  D.  C. 

The  subcommittee  met,  pursuant  to  call,  at  10 :  05  a,  m.,  in  room  457 
Senate  Office  Building,  Senator  John  F.  Kennedy  (chairman  of  the 
subcommittee)  presiding. 

Present:  Senators  John  F.  Kennedy,  Democrat,  Massachusetts; 
Norris  Cotton,  Republican,  New  Hampshire;  and  Thomas  E.  Martin, 
Republican,  Iowa. 

Also  present:  Walter  L.  Reynolds,  chief  clerk;  Miles  Scull,  Jr., 
professional  staff  member;  Glenn  Iv.  Shriver,  professional  staff  mem¬ 
ber  ;  and  Mrs.  Kathryn  M.  Keeney,  clerical  assistant. 

Senator  Kennedy.  The  subcommittee  will  come  to  order. 

We  will  begin  hearings  this  morning  upon  S.  3897,  a  bill  to  revise 
the  Federal  Government's  budgeting,  accounting,  and  appropriation 
procedures. 

Its  basic  objective  is  to  improve  financial  management  within  the 
executive  agencies  and  provide  more  control  by  the  Congress  over 
expenditures  by  the  executive  branch. 

This  bill  is  cosponsored  by  my  distinguished  colleague,  Senator 
Payne  of  Maine,  the  author  of  a  comparable  bill,  S.  3199,  upon  which 
hearings  were  held  by  the  Subcommittee  on  Reorganization,  March 
20-24,  and  by  30  other  Members  of  the  Senate. 

S.  3897  was  drafted  by  the  General  Accounting  Office  in  collabora¬ 
tion  with  the  Department  of  the  Treasury  and  the  Bureau  of  the 
Budget  and  members  of  the  Senate  Government  Operations  Com¬ 
mittee  staff  to  incorporate  recommendations  submitted  to  the  Sub¬ 
committee  on  Reorganization  at  the  earlier  hearings  upon  S.  3199. 

S.  3897  directly  implements  the  Second  Hoover  Commission’s  recom¬ 
mendations  relating  to  budgeting  and  accounting. 

In  effect,  it  would  convert  the  entire  governmental  financial  struc¬ 
ture  to  an  annual  accrued-expenditures  basis  as  compared  to  the 
present-obl igations  system. 

This  would  be  accomplished  by  requiring  that  agency  budgets  be 
determined  on  a  cost  basis,  that  agency  accounts  be  maintained  on  an 
accrual  basis,  and  that  appropriations  be  made  on  an  annual  accrued- 
expenditures  basis. 

By  converting  appropriations  to  an  annual  expenditures  basis,  the 
Congress  would  appropriate  for  each  fiscal  year  upon  estimates  of 
expenditures  actually  to  be  made  or  accrued  during  that  year.  This 
would  substantially  reduce  the  carryovers  of  unexpended  balances 
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of  appropriations  which  now  run  into  the  billions  of  dollars  each  year, 
and  over  which  the  Congress  has  little  or  no  control. 

The  agencies  which  have  drafted  S.  381)  <  advise  that  it  does  not 
impair  the  present  authority  of  the  executive  departments  to  contract 
or  make  commitments  for  expenditures  in  future  fiscal  years  provided 
they  meet  the  existing  requirement  that  advanced  approval  be  obtained 
from  the  Appropritions  Committees  of  the  Congress. 

However,  agencies  would  be  required  to  justify  in  their  annual 
budgets  that  portion  of  any  long-term  contract  which  accrues  m  a 
fiscal  year,  thereby  providing  the  Congress  with  an  annual  detailed 
review  of  the  financial  operations  of  each  agency.  _ 

The  stating  of  appropriations  on  an  expenditures  basis  is  a  revolu¬ 
tionary  change  in  the  Government’s  financial  operations  which  is  pio- 
posecl  by  the  Subcommittee  on  Reorganization  only  after  the  most 
careful  deliberation  and  consideration. 

Moreover,  it  is  evident  that  a  change  of  this  significance  cannot 
be  made  instantaneously  throughout  the  Government  but  that  its  appli¬ 
cation  will  require  considerable  time,  possibly  agency  by  agency  over 
a  number  of  years.  . 

This  bill,  as  noted,  has  the  endorsement  of  the  major  financial  de¬ 
partments  of  the  Government.  It  also  has  the  endorsement  of  many 
of  the  Nation’s  foremost  authorities  on  budgeting  and  accounting. 
I  am  hopeful  that  upon  the  completion  of  these  hearings  it  can  be 
reported  favorably  to  the  Senate. 

The  first  witness  this  morning  will  be  the  distinguished  Senator 
from  Maine,  Senator  Frederick  G.  Payne.  Senator  Payne,  formerly 
Commissioner  of  Finance,  Director  of  the  Budget,  and  Governor  of 
Maine,  is  an  outstanding  authority  on  governmental  finance. 

Senator,  before  you  proceed.  I  would  like  to  insert  in  the  record 
a  copy  of  S.  3897,  together  with  staff  memorandum  No.  84-2-9,  which 
relates  to  the  bill. 

(S.  3897  and  staff  memorandum  No.  84—2-9  are  as  follows:) 

[S.  3897,  84th  Cons:.,  2d  sess.] 

A  BILL  To  improve  governmental  budgeting  and  accounting  methods  and  procedures,  and 

for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled, 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Sec.  1.  (a)  Section  201  of  the  Budget  and  Accounting  Act,  1921,  as  amended 
(31  U.  S.  C.  11),  is  further  amended  by  inserting  “(a)”  after  the  words  “Sec. 
201.”;  by  changing  subsection  (a)  to  subparagraph  (1)  ;  by  adding  after  sub- 
paragraph  (1)  a  new  subparagraph  “(2)  at  such  times  as  may  be  practicable, 
information  on  program  costs  and  accomplishments” ;  by  changing  subsections 
(b)  through  (j)  to  subparagraphs  (3)  through  (11),  respectively;  and  by  add¬ 
ing  the  following  new  subsections : 

“(b)  The  amounts  of  proposed  appropriations  referred  to  in  sections  201 
(a)  and  203  of  this  Act  shall,  to  the  maximum  extent  deemed  desirable  and 
practicable  by  the  President,  be  determined  on  an  annual  aerrued  expenditure 

basis.  .  ,  ,  .  j 

“  ‘Annual  accrued  expenditures’  shall  relate  to  goods  and  services  to  be  received 
in  a  fiscal  year,  advance  payments,  progress  payments,  and  such  other  payments 
as  are  authorized  by  law  to  be  made  in  such  fiscal  year. 

“This  subsection  shall  not  apply  to  appropriations  made  specifically  for  the 
payment  of  claims  certified  by  the  Comptroller  General  and  of  judgments ;  appro¬ 
priations  for  the  refund  of  Federal  taxes  and  of  other  moneys  erroneously 
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received  and  covered  into  the  Treasury  of  the  United  States;  appropriations 
made  by  private  relief  Acts  of  Congress ;  appropriations  for  the  payment  of 
interest  on  trust  funds ;  revolving  funds  or  appropriations  thereto ;  appropria¬ 
tions  for  the  payment  to  former  members  of  the  Armed  Forces,  their  dependents 
and  beneficiaries,  of  any  benefits  to  which  they  are  entitled  by  reason  of  military 
service:  appropriations  for  the  payment  of  pensions  and  annuities;  appropria¬ 
tions  for  the  payment  of  any  obligation  of  the  United  States  for  which  liability 
is  fixed  by  treaty ;  and  other  appropriations  or  funds  analogous  to  the  fore¬ 
going. 

“(c)  The  conversion  to  the  use  of  annual  accrued  expenditures  for  stating  pro¬ 
posed  appropriations  in  accordance  with  section  201  (b)  of  this  Act  shall  be 
accomplished  in  such  manner  and  at  such  times  as  may  be  determined  by  the 
President. 

“(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of  any  appropriation  or 
fund  made  on  an  annual  accrued  expenditure  basis  over  the  accrued  expendi¬ 
tures  under  such  appropriation  or  fund  shall  lapse,  unless  hereafter  provided 
otherwise  in  an  appropriation  Act  of  other  law.  Any  remaining  balances  of 
each  such  appropriation  or  fund  shall  be  merged  with  any  appropriation  or 
fund  made  for  the  same  general  purpose  for  the  ensuing  fiscal  year  and  shall 
constitute  a  single  account.” 

(b)  Section  216  of  such  Act,  as  amended  ( 31  U.  S.  C.  24),  is  further  amended 
by  inserting  “(a)”  after  the  words  “Sec.  216.”  and  by  adding  the  following  new 
subsections:  “(b)  The  requests  of  the  departments  and  establishments  for  ap¬ 
propriations  shall,  in  such  manner  and  at  such  times  as  may  be  determined 
by  the  President,  be  developed  from  cost-based  budgets. 

“fc)  For  purposes  of  administration  and  operation,  such  cost-based  budgets 
shall  be  used  by  all  departments  and  establishments  and  their  subordinate 
units.  Administrative  subdivisions  of  appropriations  or  funds  shall  be  made 
on  the  basis  of  such  cost-based  budgets.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  1950 

Sec.  2.  (a)  The  Budget  and  Accounting  Procedures  Act  of  1950  is  amended 
by  inserting  after  section  105  thereof  the  following  new  section : 

“accounting  and  budget  classifications 

“Sec.  106.  The  head  of  each  executive  agency  shall,  in  consultation  with  the 
Director  of  the  Bureau  of  the  Budget,  take  whatever  action  may  be  necessary  to 
achieve,  insofar  as  is  possible,  (1)  consistency  in  accounting  and  budget  classi¬ 
fications,  (2)  synchronization  between  accounting  and  budget  classifications  and 
organizational  structure,  and  (3)  support  of  the  budget  justifications  by  in¬ 
formation  on  performance  and  program  costs  by  organizational  units.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  66a)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection  : 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection,  the 
head  of  each  executive  agency  shall,  in  accordance  with  principles  and  standards 
prescribed  by  the  Comptroller  General,  cause  the  accounts  of  such  agency  to  be 
maintained  on  an  accrual  basis  to  show  the  resources,  liabilities,  and  cost  of 
operations  of  such  agency  with  a  view  to  facilitating  the  preparation  of  cost- 
based  budgets  as  required  by  section  216  of  the  Budget  and  Accounting  Act, 
1921,  as  amended.  The  accounting  system  required  by  this  subsection  shall  in¬ 
clude  adequate  monetary  property  accounting  records  as  an  integral  part  of  the 
system.” 

(c)  Section  118  of  such  Act  is  amended  by  inserting  “113  (c)”  after  the 
words  “section  111”. 

simplification  of  system  for  subdividing  funds 

Sec.  3.  Section  3679  (g),  Revised  Statutes,  as  amended  (31  U.  S.  C.  665(g)), 
is  further  amended  by  adding  at  the  end  thereof  the  following  sentence :  “In 
order  to  have  a  simplified  system  for  the  administrative  subdivision  of  appro¬ 
priations  or  funds,  each  agency  shall  work  toward  the  objective  of  financing  each 
operating  units,  at  the  highest  practical  level,  from  not  more  than  one  admin¬ 
istrative  subdivision  for  each  appropriation  or  fund  affecting  such  unit.” 
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Reorganization  Subcommittee  of  the  Senate  Committee  on  Government 

Operations 

STAFF  MEMORANDUM  NO.  84-2-9.  MAT  26,  1956 

Subject:  S.  3897  (Kennedy  et  al.) — To  improve  budgeting  and  accounting  meth¬ 
ods  and  procedures  and  for  other  purposes,  to  supersede  S.  3199 

This  bill  was  drafted  by  representatives  of  the  General  Accounting  Office,  in  co¬ 
operation  with  officials  of  the  Department  of  the  Treasury,  the  Bureau  of  the 
Budget,  and  the  staff  of  the  committee. 

PURPOSE 

The  bill  is  intended  to  amend  the  Budget  and  Accounting  Act  of  1921,  and  tne 
Budget  and  Accounting  Procedures  Act  of  1950,  in  order  to  permit  (1)  the  submis¬ 
sion  of  budgetary  requests  for  appropriations  on  an  annual  accrued  expenditure 
basis,  (2)  the  excess  of  appropriations  on  an  annual  accrued  expenditure  basis 
over  accrued  expenditures  to  lapse,  and  the  remaining  balances  transferred  to  a 
single  account  at  the  end  of  each  fiscal  year,  (3)  the  agencies  to  prepare  and  exe¬ 
cute  their  budgets  on  a  cost  basis,  (4)  the  head  of  each  agency  to  bring  about 
consistency  between  accounting  and  budget  classification,  (5)  the  synchronization 
of  the  accounting  and  budget  classification  with  the  organization  structure,  (6) 
support  the  budget  justifications  by  information  on  performance  and  program 
costs  by  organizational  units,  (7)  each  agency  to  maintain  its  accounts  on  an 
accrual  basis  showing  resources,  liabilities,  and  operating  costs,  (8)  integrate 
property  accounting  records  with  the  financial  accounting  system,  and  (9)  each 
agency  to  simplify  its  accounting  so  as  to  finance  its  operations  from  a  single 
appropriation  or  fund. 

The  bill  specifically  excludes  the  application  of  the  annual  accrued  expenditure 
concept  to  requests  for  appropriations  for  the  payment  of  certified  claims,  tax 
refunds,  private  relief  acts,  interest  on  trust  funds,  revolving  funds,  pensions,  pay¬ 
ment  to  former  members  of  the  Armed  Forces,  their  dependents,  and  other  simi¬ 
lar  appropriations  for  which  the  submission  on  an  accrual  basis  would  not  serve 
any  useful  purpose. 

HOOVER  COMMISSION  RECOMMENDATIONS 

The  Commission  on  Organization  of  the  Executive  Branch  of  the  Government 
made  25  specific  recommendations  in  its  Report  on  Budget  and  Accounting,  with 
the  objective  of  bringing  about  improvement  in  the  formulation  and  preparation 
of  budgetary  requests  for  appropriations,  the  improvement  and  integration  of  the 
budget  wfith  the  accounting  system,  and  to  make  possible  better  management  of 
fiscal  and  operating  programs  of  the  departments  and  agencies  of  the  Government. 

This  bill  is  intended  to  implement  eight  of  the  recommendations  submitted  by 
the  Commission,  which  it  was  determined  would  require  legislative  action  by  the 
Congress  before  they  can  be  placed  in  effect. 

The  following  tabulation  contains  a  digest  of  each  section  of  S.  3897  together 
with  the  specific  recommendations  which  will  be  implemented  by  the  sections 
indicated : 


S.  3S97 

Section  1 : 

Sec.  201  (a)  of  Budget  and  Account¬ 
ing  Act  of  1921.  Submission  of  budget 
on  program  costs  and  accomplishments. 


Requests  for  appropriations  shall  be 
submitted  on  accrued  expenditure  basis. 


(c)  : 


Recommendation 

No.  4: 

That  the  executive  budget)  continue  to 
be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  infor¬ 
mation  on  program  costs  and  accom¬ 
plishments,  and  by  a  review  of  perform¬ 
ance  by  organizational  units  where 
these  do  not  coincide  with  performance 
budget  classifications. 

No.  7 : 

That  the  executive  budget  and  con¬ 
gressional  appropriations  be  in  terms 
of  estimated  annual  accrued  expendi¬ 
tures,  namely,  charges  for  the  cost  of 
goods  and  services  estimated  to  be 
received. 

Do. 
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g.  3897  Recommendation 

Conversion  to  accrued  expenditure 
basis  be  made  as  determined  by  the 
President. 

(d)  :  No.  17 : 

Lapsing  of  appropriations  and  con-  That  each  department  and  agency  be 
solidation  of  balances  in  a  single  ac-  authorized  to  maintain  a  single  account 
count  for  payment  of  delayed  bills.  under  each  appropriation  title  or  fund 

for  controlling  the  amount  available 
for  the  liquidation  of  valid  obligations. 

Sec.  216  (b)  of  Budget  and  Account-  No.  6: 
ing  Act  of  1921.1  That  executive  agency  budgets  be 

Requests  for  appropriations  shall  be  formulated  and  administered  on  a  cost 
developed  from  cost-based  budgets,  as  basis, 
determined  by  the  President. 

(c)  •  Nos.  3  and  6 : 

Cost-based  budgets  shall  be  used  by  That  for  management  purposes,  cost- 
agencies  and  subordinate  units.  Ad-  based  operating  budgets  be  used  to  de- 
ministrative  subdivisions  or  funds  shall  termine  fund  allocations  within  the 
be  made  on  the  basis  of  such  cost-based  agencies,  such  budgets  to  be  supplemen- 
bud^ets.  ted  by  periodic  reports  on  performance. 

That  the  executive  agency  budgets  be 
formulated  and  administered  on  a  cost 
basis. 

Section  2 :  Nos.  4  and  5 : 

Sec.  106  of  the  Budget  and  Account-  That  the  executive  budget  continue  to 
ing  Act  of  1950.  be  based  upon  functions,  activities,  and 

(a)  Agency  heads  shall  bring  about  projects  adequately  supported  by  infor- 
(1)  consistency  in  accounting  and  mation  on  program  costs  and  accom- 
budget  classification,  (2)  synchroniza-  plishment,  and  by  a  review  of  perfor- 
tion  of  accounting  budgeting  and  organ-  mance  by  organizational  units  where 
ization,  and  (3)  support  of  budget  these  do  not  coincide  with  performance 
justifications  with  performance  and  pro-  budget  classifications, 
gram  costs  by  organizational  units.  That  the  agencies  take  further  steps 

to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  ac¬ 
counting  systems. 

Section  113  of  1950  act :  Nos.  14  and  16 :  ^  , 

(k)  .  That  Government  accounts  be  kept 

Agency  heads  shall  maintain  accounts  on  the  accrual  basis  to  show  currently, 
on  an  accrual  basis  to  show  resources,  completely  and  clearly  all  resources  and 
liabilities  and  operating  costs.1  liabilities,  and  the  costs  of  operations. 

Furthermore,  agency  budgeting  and 
financial  reporting  should  be  developed 
from  such  accural  accounting. 

Integrate  monetary  property  account-  That  the  executive  agencies  acceler- 
ing  records  with  the  financial  account-  ate  the  installation  of  adequate  mone- 
ing  system.  tary  property  accounting  records  as  an 

integral  part  of  their  accounting  sys¬ 
tems. 

Section  3 :  No.  13  ; 

Simplify  the  allotment  system,  and  That  the  allotment  system  be  greatly 
finance  each  operating  unit,  from  not  simplified.  As  an  objective  each  oper- 
more  than  one  administrative  sub-  ating  unit  should  be  financed  from  a 
division  for  each  appropriation  or  fund  single  allotment  for  each  appropriation 
affecting  such  unit.  involved  in  its  operations. 

COMPARISON  OF  S.  3897  WITH  S.  3199 

This  bill  differs  from  S.  3199,  on  which  the  subcommittee  held  hearings  on 
March  21,  27,  and  28, 1956,  in  the  following  respects : 

(1)  S.  3199  would  have  required  the  Bureau  of  the  Budget  to  prepare  com¬ 
prehensive  operating  reports  showing  the  financial  results  of  the  departments 
and  agencies.  During  the  hearings  on  S.  3199,  the  agencies  recommended  against 


1  Subsec.  (a)  not  amended. 
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incorporating  this  requirement  in  the  law,  because  part  of  this  objective  is 
already  accomplished,  and,  further,  that  the  President  should  have  some  dis¬ 
cretionary  authority  regarding  the  data  needed  for  explaining  and  justifying 
the  budget. 

(2)  Section  1  (c)  of  S.  3190  would  have  required  the  Bureau  of  the  Budget 
to  place  budget  or  fiscal  experts  in  each  department  or  agency  for  the  purpose 
of  coordinating  information,  to  act  as  liaison  officers  to  keep  the  Bureau  cur¬ 
rently  informed  on  the  formulation  of  the  budget,  and  to  act  as  advisers  or 
contact  for  integrating  hte  execution  of  the  budget  and  financial  program  in 
each  agency  throughout  the  year. 

The  hearings  developed  that,  to  some  extent,  this  has  been  or  is  now  being 
done  by  the  Estimates  Division  of  the  Bureau.  There  was  general  agreement 
that  legislation  was  not  required  for  this  purpose,  and  that  it  could  be  carried 
out  administratively  by  the  Bureau  of  the  Budget. 

(3)  Section  2  (c)  of  S.  3199  provided  for  establishing  a  Staff  Office  of  Ac¬ 
counting  in  the  Bureau  of  the  Budget  to  be  in  charge  of  an  Assistant  Director 
for  Accounting.  During  the  hearings  on  this  measure  there  was  general  agree¬ 
ment  that  legislation  was  not  required  to  effectuate  this  recommendation,  but 
that  the  President  could  establish  a  staff  office  of  accounting  under  existing 
authority  of  law. 

On  April  29.  1956,  the  White  House  issued  a  press  release  stating  that  “steps 
have  already  been  taken”  to  implement  Hoover  Commission  recommendation 
No.  1  with  respect  to  improving  the  Bureau’s  mangerial  and  budgeting  functions, 
and  recommendation  No.  10,  by  the  appointment  of  Mr.  Percy  Rappaport  as 
an  Assistant  Director  in  charge  of  a  new  Staff  Office  of  Accounting. 

On  May  10.  1956,  the  President  sent  a  special  message  to  Congress  (H.  Doc. 
No.  401)  stating  that  he  has  taken  steps  to  intensify  efforts  in  the  executive 
branch  implementing  the  Commission  recommendations,  by  the  establishment 
and  use  of  modern  accounting  methods  and  for  the  improvement  of  budget 
presentation  and  control.  On  May  10,  1956,  the  President  submitted  a  supple¬ 
mental  request  for  an  appropriation  in  the  amount  of  $405,000  to  cover  the  esti¬ 
mated  cost  of  expanding  the  staff  resources  of  the  Bureau  of  the  Budget  in  order 
that  the  Bureau  may  provide  more  active  leadership  in  the  advancement  of 
administration  in  the  executive  agencies. 

(4)  S.  1399  provided  that  the  Director  of  the  Bureau  of  the  Budget  and 
the  Comptroller  General  make  a  joint  study  of  the  accounting  and  internal  audit¬ 
ing  procedures  with  a  view  of  eliminating  duplicating  or  overlapping  account¬ 
ing  procedures.  This  requirement  was  omitted  from  the  revised  bill  (S.  3897) 
as  being  unnecessary  since  the  joint  accounting  improvement  program  has  been 
actively  carrying  out  this  objective  and  assisting  in  the  development  and  adoption 
of  improved  accounting,  auditing  and  financial  reporting  systems  and  procedures. 
The  joint  accounting  improvement  program  was  initiated  on  recommendations 
of  this  committee,  in  1948,  and  was  provided  with  sufficient  statutory  authority 
for  its  continuance  by  an  amendment  to  the  Budget  and  Accounting  Procedures 
Act  of  1950.  as  recommended  by  this  committee  during  the  Slst  Congress. 

(5)  The  revised  bill.  S.  3897,  contains  a  provision  for  stating  appropriations 
on  an  accrued  expenditure  basis,  as  proposed  in  recommendation  No.  7  of  the 
Hoover  Commission,  and  concurred  in  by  the  General  Accounting  Office.  This 
requirement  is  included  in  section  1  (b)  of  the  revised  bill  together  with  ex¬ 
planatory  data  showing  that  annual  accrued  expenditures  shall  relate  to  goods 
and  services  to  be  received  in  a  fiscal  year,  advance  payments,  progress  payments, 
and  such  other  payments  as  are  authorized  by  law  to  be  made  in  such  fiscal  year. 

Glenn  K.  Shrive®, 
Professional  Staff  Member. 

Senator  Kennedy.  Will  you  proceed,  Senator? 

STATEMENT  OF  HON.  FREDERICK  G.  PAYNE,  A  UNITED  STATES 
SENATOR  FROM  THE  STATE  OF  MAINE 

Senator  Payne.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  will  be  very  brief  this  morning. 

Needless  to  say,  it  is  a  great  privilege  for  me  to  have  had  the  oppor¬ 
tunity  to  join  as  a  cosponsor  with  the  distinguished  chairman  of  this 
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subcommittee  in  connection  with  this  bill  on  which  hearings  are  being 
held  today. 

I  would  like  at  this  point,  for  purposes  of  brevity,  to  place  in  the 
record  a  statement  that  I  have  prepared  in  regard  to  the  measure  under 
consideration. 

Senator  Kennedy.  Without  objection  it  is  to  so  ordered. 

(The  prepared  statement  submitted  by  Senator  Payne  is  as 
follows :) 

Statement  of  Hon.  Frederick  G.  Payne,  a  United  States  Senator  From  the 

State  of  Maine 

Mr.  Chairman,  distinguished  members  of  the  subcommittee,  it  is  a  great  privi¬ 
lege  for  me  to  appear  before  you  today  in  full  support  of  S.  3897  to  improve 
budget  and  accounting  procedures  in  the  Federal  Government  pursuant  to  the 
recommendations  of  the  second  Hoover  Commission.  This  bill,  as  you  know,  is 
the  successor  to  S.  3199  which  I  introduced  early  in  this  session  of  Congress. 

Since  this  committee  considered  S.  3199  in  March,  President  Eisenhower  and 
Director  of  the  Bureau  of  the  Budget  Percival  Brundage  have  given  strong 
endorsement  to  the  recommendations  of  the  Hoover  Commission  in  this  held. 
The  Bureau  of  the  Budget  in  a  statement  of  April  29,  released  by  the  White 
House,  indicated  its  general  approval  of  practically  all  of  the  Commission’s 
recommendations,  and  it  indcated  that  in  many  areas  it  was  moving  forward 
to  implement  those  recommendations  by  administrative  action.  The  obvious 
determination  of  the  Bureau  of  the  Budget  indicated  that  it  could  proceed  to 
implement  the  proposals  without  legislative  action.  The  obvious  determination 
of  the  Bureau  of  the  Budget  to  proceed  to  carry  out  certain  phases  of  the  Com¬ 
mission’s  report  has  caused  the  omission  from  this  bill  of  certain  provisions 
which  were  included  in  S.  3199.  I  will  indicate  these  later  in  my  statement. 

On  May  10  the  President  sent  to  Congress  a  message  endorsing  the  Commis¬ 
sion’s  budget  and  accounting  recommendations  and  urging  the  enactment  of 
legislation  necessary  for  their  implementation.  In  this  message  he  said : 

"These  recommendations  of  the  Commission  have  been  studied  extensively  by 
the  executive  branch  with  a  view  toward  identifying  all  possible  actions  that 
can  be  taken  to  strengthen  the  administration  of  the  executive  agencies.  I  have 
already  approved  plans  developed  by  the  Director  of  the  Bureau  of  the  Budget 
to  intensify  efforts  of  the  executive  branch  toward  that  objective.  These  plans 
include  actions  to  accelerate  the  establishment  and  use  of  modern  accounting 
methods,  improved  budget  presentations,  and  controls.  I  consider  it  desirable 
and  necessary  that  the  executive  departments  and  agencies  actively  and  fully 
participate  in  carrying  out  these  plans. 

“The  actions  being  taken  by  the  executive  branch  to  put  many  of  the  Com¬ 
mission’s  proposals  into  effect  will  require  close  coordination  with  the  legislative 
branch  and  merit  the  support  which  the  Congress  should  and  can  provide.  I 
urge  that  the  Congress  seek  the  early  enactment  of  appropriate  legislative  pro¬ 
visions  to  support  the  major  objectives  of  the  Commission’s  recommendations. 

I  strongly  believe  that  S.  3897  is  in  complete  conformity  with  the  President’s 
message  and  that  its  enactment  would  further  his  objectives. 

Probably  the  most  important  and  far-reaching  provision  of  this  bill  is  section 
1  (a).  This  would  amend  the  Budget  and  Accounting  Act  of  1921  to  provide  that 
recommended  appropriations  for  all  departments  and  agencies  be  presented  on 
an  annual  accrued  expenditure  basis.  This  means  that  each  year  the  President 
would  request  Congress  to  appropriate  the  amount  of  money  required  by  an 
agency  or  department  to  pay  for  goods  and  services  to  be  received  in  that  year, 
and  to  meet  advance  payments,  progress  payments,  and  other  payments  as 
authorized  by  law  to  he  made  in  such  fiscal  year. 

This  would  mean  a  significant  modification  in  the  present  practice  of  request¬ 
ing  appropriations  from  Congress.  At  present  the  President  requests  and  Con¬ 
gress  makes  available  sums  of  money  to  be  obligated  in  a  given  fiscal  year  or  over 
a  period  of  fiscal  years  without  direct  reference  to  when  the  accrued  expendi¬ 
tures  actually  occur  (liquidation  of  obligations  can  follow  the  period  during 
which  funds  are  available  for  obligation).  As  a  consequence  of  this  practice 
large  unobligated  or  unexpended  balances  have  been  built  up  by  various 
departments. 
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With  such  large  unexpended  balances  in  the  hands  of  departments  and  agen¬ 
cies  (primarily  Department  of  Defense  and  International  Cooperation  Admin¬ 
istration)  Congress  is  not  in  a  position  to  control  the  actual  expenditures  of  the 
Government  in  any  given  year  or  the  actual  surplus  or  deficit  in  any  given  year, 
because  the  appropriations  that  it  makes  specifically  for  that  fiscal  year  alone  do 
not  determine  what  the  executive  branch  can  expend  in  that  year.  Actually  in 
any  year  a  very  large  proportion  of  the  expenditures  will  be  out  of  funds  pre¬ 
viously  appropriated.  For  example,  over  $25  billion  of  the  Government’s  expendi¬ 
tures  in  1956  are  being  made  out  of  funds  appropriated  for  earlier  years.  If 
Congress  is  to  regain  control  over  the  level  of  expenditures  it  must  modify  the 
present  practice  of  making  available  to  agencies  funds  that  will  be  dispersed 
over  a  period  of  many  years.  By  providing  that  appropriation  requests  be  made 
on  the  basis  of  annual  accrued  expenditures,  this  bill  will  do  much  to  attain  this 
necessary  objective. 

Obviously,  it  would  be  impossible  to  carry  out  this  provision  at  once  in  all 
agencies,  since  most  of  them  have  not  developed  accounting  systems  that  permit 
them  to  determine  their  actual  accrued  expenditures  in  any  given  year  at  the 
time  when  the  budget  is  prepared.  Extensive  improvements  in  Government 
accounting  are  required  before  this  section  can  be  put  into  effect  throughout  the 
Government.  As  a  consequence  this  amendment  to  the  1921  act  specifically 
provides  that  this  change  in  procedure  should  be  made  only  “to  the  maximum 
extent  deemed  desirable  by  the  President.”  Further,  it  would  amend  section 
201  (b)  of  the  Budget  and  Accounting  Act  to  provide  that  this  “shall  be  accom¬ 
plished  in  such  manner  and  at  such  times  as  may  be  determined  by  the 
President.” 

To  make  effective  the  presentation  of  requests  for  appropriations  on  the  basis 
of  annual  accrued  expenditures,  it  will  be  necessary  for  Congress  to  change  its 
methods  of  handling  many  long-lead-time  items  such  as  aircraft,  ships,  or  public 
works.  At  present,  for  example,  when  Congress  provides  for  a  program  of  large 
bombers  that  make  take  4  to  5  years  to  complete,  it,  at  the  very  outset,  makes 
available  to  the  department  concerned  authority  to  obligate  sufficient  funds  to 
cover  the  cost  of  the  entire  program  all  at  one  time.  Under  this  proposed  modifi¬ 
cation,  with  annual  appropriations  being  only  sufficient  to  liquidate  accrued 
expenditures  incurred  in  the  year  concerned,  Congress  will  have  to  grant  to 
agencies  that  have  programs  involving  long-time-lead  items  (Defense  and  the  In¬ 
ternational  Cooperation  Administration)  authority  to  make  contracts  that  will 
run  for  a  number  of  years.  After  such  authority  has  been  given,  Congress  will 
appropriate  each  year  only  the  funds  needed  to  cover  the  costs  actually  accrued 
that  year  and  nothing  more.  The  authority  to  make  long-term  contracts  can 
readily  be  provided  through  the  present  system  of  passing  legislation  authoriz¬ 
ing  projects  separate  from  appropriations  legislation. 

Such  changes  in  appropriation  procedure  will  in  effect  increase  congressional 
control  over  expenditures  rather  than  lessen  it.  It  will  have  two  opportunities 
to  examine  a  program  of  expenditures.  Congress  will  exercise  control  first 
when  it  authorizes  an  agency  to  make  a  contract  commitment.  Second,  it  can 
exercise  a  subsequent  check  or  review  when  it  appropriates  the  funds  required 
to  meet  the  accrued  expenditures  that  will  be  Incurred  during  a  given  fiscal  year. 
If  progress  under  the  contract  is  much  slower  than  anticipated  when  it  was 
authorized  or  if  the  goods  delivered  have  been  defective,  Congress  can  cause 
the  agency  to  present  an  explanation  and  it  can,  if  need  be,  provide  for  the 
cancellation  of  the  contract. 

Thus  it  is  clear  that  the  practice  of  making  appropriations  on  the  basis  of 
annual  accrued  expenditures  will  increase  rather  than  decrease  congressional 
control  over  the  purse. 

Obviously,  in  instituting  this  improved  system,  there  will  be  a  period  of  transi¬ 
tion  wherein  executive  agencies  will  both  be  disbursing  funds  actually  appro¬ 
priated  by  Congress  in  previous  years  to  meet  the  full  cost  of  a  program,  and  be 
making  at  the  same  time  long-term  contracts  under  which  Congress  in  future 
years  will  appropriate  only  sufficient  money  each  year  to  provide  for  that  year’s 
accrued  expenditures.  The  need  for  such  a  transitional  period  will  in  no  way 
reduce  the  desirability  of  the  proposal. 

By  leaving  it  up  to  the  President  to  determine  when  this  proposal  is  to  be  put 
into  effect  for  any  given  agency  or  appropriation  item,  a  degree  of  flexibility  is 
provided.  Some  agencies  could  almost  at  once  switch  over  to  this  new  basis, 
for  example,  the  Bureau  of  tlie  Mint  or  the  Atomic  Energy  Commission  for  its 
major  appropriations.  For  other  agencies  much  work  would  have  to  be  done, 
and,  of  necessity,  the  date  of  the  transition  will  have  to  be  postponed. 
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A  necessary  prerequisite  to  a  system  of  appropriations  designed  to  liquidate 
only  annual  accrued  expenditures  is  the  use  of  cost-based  budgets.  Section  1  (b) 
of  this  bill  provides  that  agency  requests  to  the  Bureau  of  the  Budget  and  to 
Congress  should  be  transmitted  in  the  form  of  cost-based  budgets  in  such  manner 
and  at  such  times  as  the  President  determines.  If  the  program  budget  provided 
for  the  Congress  in  the  Budget  and  Accounting  Procedures  Act  of  1950  is  to 
become  a  reality  the  budgets  of  agencies  must  be  based  upon  the  cost  of  their 
various  programs  and  not  merely  on  the  funds  desired  for  obligation  in  any  fiscal 
year  for  those  programs.  The  development  of  cost-based  budgets  is  an  essential 
element  in  making  performance  or  program  budgeting  effective. 

Without  a  cost  basis  any  performance  budget  is  necessarily  weakened.  In 
any  given  fiscal  year  the  cost  of  a  given  program  of  an  agency  will  not  necessarily 
be  the  same  as  the  obligations  incurred.  To  some  extent  the  agency  might  con¬ 
sume  inventories  already  on  hand  at  the  beginning  of  the  fiscal  year.  Money 
spent  during  a  given  fiscal  year  might  be  used  to  acquire  inventories  that  will 
remain  available  for  future  years.  For  some  agencies  the  difference  between 
cost-based  budgeting  and  a  budget  based  on  obligations  will  be  relatively  small. 
Certainly  this  is  true  for  bureaus  and  agencies  that  involve  primarily  the  use 
of  personnel  as,  for  example,  the  Bureau  of  Labor  Statistics  in  the  Department 
of  Labor ;  but  for  others,  such  as  the  Air  Force  or  the  Bureau  of  Reclamation, 
the  difference  will  be  significant. 

Some  critics  contend  that  a  cost-based  budget  will  not  yield  to  Congress  all  the 
material  that  it  desires  and  needs  in  order  to  appropriate  money  wisely.  The 
mere  fact  that  the  budgets  of  agencies  are  based  upon  the  cost  of  their  various 
programs  does  not  mean  that  those  agencies  will  not  have  available  and  should 
not  supply  to  Congress  a  breakdown  of  costs  on  the  basis  of  the  major  objects 
of  expenditures  such  as  personnel,  transportation,  procurement,  rent,  etc.  A 
cost-based  budget  will  supply  to  Congress  more  and  better  material  than  it  has 
ever  had  before.  It  will  put  the  budget  officers  of  departments  and  agencies  on 
the  spot,  since  with  them  Congress  will  be  able  to  say,  “A  year  ago  you  said  the 
cost  of  a  given  program  would  be  so  much  and  actually  the  figures  at  the  close  of 
the  fiscal  year  show  that  it  cost  much  more.  How  did  that  happen?” 

For  a  cost-based  budget  to  be  effective  the  basic  accounts  of  departments  and 
agencies  must  be  kept  on  an  accrual  basis  showing  the  cost  of  operation  of 
specific  programs  together  with  the  resources  available  for  them  and  the  liabilities 
involved.  Section  2  (b)  of  this  bill  provides  that  accounts  should  be  kept  on  an 
accrual  basis  showing  the  cost  of  operations  together  with  the  resources  and 
liabilities  involved.  Accounts  of  all  agencies  should  be  kept  on  this  basis  as 
soon  as  possible  after  the  enactment  of  this  law.  The  bill  provides  that  the 
principles  and  standards  to  be  applied  in  developing  such  accounts  shall  be 
determined  by  the  Comptroller  General.  Here  again  it  will  not  be  possible  to 
establish  accrual  accounting  for  all  agencies  at  once.  Some  leeway  has  to  be 
allowed  for  the  development  of  such  improved  accounting. 

The  mere  fact  that  accounts  are  to  be  kept  on  an  accrual  basis  does  not  mean 
the  end  of  all  forms  of  obligational  accounting  throughout  the  Government. 
Obviously,  every  agency  still  will  have  to  maintain  an  accounting  check  on  obli¬ 
gations  to  insure  that  it  does  not  expend  more  funds  than  Congress  made  avail¬ 
able  to  it,  but  this  involves  no  major  duplication  of  accounts. 

The  existence  of  accounts  on  an  accrual  basis  showing  all  costs  and  resources 
as  well  as  liabilities  will  enable  the  Bureau  of  the  Budget  and  Congress  to  exer¬ 
cise  an  intelligent  management  control  over  executive  departments  and  agencies. 
It  will  make  available  the  type  of  information  that  any  business  requires  for 
effective  management.  For  example,  when  such  material  is  available,  compari¬ 
sons  can  be  made  between  the  cost  per  bed  of  operating  the  various  hospitals  of 
the  Veterans’  Administration ;  likewise,  comparisons  can  be  made  of  the  costs  of 
operating  hospitals  of  various  agencies — for  instance,  the  Army  and  the  Navy. 
If  it  is  found  that  the  cost  of  one  hospital  is  surprisingly  high  as  compared  to 
the  cost  of  another,  the  Bureau  of  the  Budget  and  the  Appropriations  Committees 
can  then  demand  an  explanation.  Without  adequate  cost  data  effective  manage¬ 
ment  control  is  impossible. 

Some  sections  of  S.  3199  are  not  included  in  this  bill  because  it  is  now  apparent 
that  these  recommendations  of  the  Hoover  Commission  are  being  implemented  by 
Executive  action.  For  example,  this  bill  contains  no  provision  concerning  the 
creation  of  a  Staff  Office  of  Accounting  in  the  Bureau  of  the  Budget.  The  reason 
for  this  omission  is  that  after  S.  3199  was  introduced  Mr.  Brundage,  the  Director 
of  the  Budget,  appointed  Mr.  Rappaport  as  Assistant  Director  for  Accounting. 
It.  is  my  belief  that  the  Bureau  intends  to  become  the  spearhead  in  the  improve- 
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ment  of  accounting  systems  in  the  executive  branch  of  the  Government.  As  a 
result,  it  would  not  seem  legislative  requirement  is  needed. 

Neither  does  this  bill  contain  any  provision  directing  the  Bureau  of  the  Budget 
to  station  its  examiners  in  the  various  departments  and  agencies  on  a  semiperma¬ 
nent  basis.  To  a  significant  degree  the  Bureau  has  examiners  visiting  the 
departments.  These  men  have  established  extensive  contacts  with  the  agencies 
they  handle.  The  Bureau  feels  that  it  would  not  be  sound  administrative  prac¬ 
tice  to  station  these  men  on  a  regular  basis  in  the  department  concerned. 

Nor  does  the  bill  contain  a  provision  requiring  all  departments  and  agencies  to 
have  an  Office  of  Comptroller.  Many  agencies  already  have  members  of  their 
staff  that  perform  this  function.  The  Bureau  of  the  Budget  has  indicated  that 
it  considers  it  undesirable  to  create  such  an  office  by  statute.  Howeier.  it  is 
highly  desirable  that  the  function  be  performed  by  all  agencies,  and  under  the 
supervision  of  the  Bureau  of  the  Budget  all  agencies  should  develop  methods  of 
providing  this  important  function  consistent  with  their  organizational  structures. 

I  believe  that  this  bill  implements  the  major  recommendations  contained  in 
the  Report  of  the  Commission  on  Organization  of  the  Executive  Branch  of  the 
Government  that  require  legislative  implementation.  By  this  I  mean  that  it  will 
establish  a  legislative  basis  for  those  recommendations  for  which  such  a  basis  is 
imperative,  either  because  the  law  does  not  now  provide  a  legal  basis  for  such 
activities  on  the  part  of  the  executive  branch  or  because  legislation  is  needed  in 
order  that  the  agencies  concerned  will  understand  that  Congress  desires  that 
they  improve  their  budget  and  accounting  procedures  pursuant  to  these  principles 
spelled  out  by  the  Commission. 

As  a  consequence  I  strongly  urge  that  the  Committee  on  Government  Opera¬ 
tions  favorably  report  S.  3S97  at  the  earliest  opportunity  so  that  action  on  this 
very  important  matter  can  be  completed  during  this  session  of  Congress. 

Senator  Payne.  Mr.  Chairman,  just  let  me  conclude  by  saying  that 
the  2  provisions  that  are  in  this  legislation  under  consideration  are, 
I  believe,  2  of  the  most  important  matters  that  this  Congress  will 
have  before  it  this  year,  because  it  will  enable  the  Federal  Govern¬ 
ment  to  finally  get  clown  to  a  basis  of  placing  its  fiscal  house  in  order, 
which  has  been  sadly  needed  for  a  long,  long  period  of  time. 

As  I  indicated  on  the  floor  of  the  Senate  not  too  long  ago,  and  not 
in  any  way  detracting  from  those  who  have  served  previously  in  the 
offices,  it  is  fortunate  in  my  opinion  that  we  do  have  at  the  head 
of  the  2  most  important  agencies  of  our  Government  relating  to 
fiscal  matters,  persons  who  have  a  thorough,  complete  understanding 
of  the  accounting  structure  that  this  Government  should  proceed 
under,  and  it  so  happens  that  they  are  the  first  2  qualified  public 
accountants  who  have  ever  held  these  offices. 

Now  I  am  referring  of  course  to  the  Honorable  Joseph  Campbell 
who  is  Comptrolled  General  of  the  United  States,  and  Percival 
Brundage,  who  is  Director  of  the  Bureau  of  the  Budget. 

It  is  the  first  time  in  the  history  to  my  knowledge,  and  I  have  done 
some  research  on  it,  that  these  agencies  have  ever  been  headed  up 
by  men  who  are  exceptionally  well  qualified,  in  fact  eminently  quali¬ 
fied  to  develop  the  proper  type  of  accounting  structure  that  this 
Government  has  sadly  needed  for  many,  many  years,  and  as  a  result 
of  their  efforts  and  their  work  and  the  wholehearted  support  that 
they  have  given  to  this  legislation  that  is  under  consideration,  it  is 
my  hope  that  the  Congress  will  back  up  the  chairman  of  this  com¬ 
mittee  and  those  who  are  interested  in  this  legislation,  and  see  that 
this  forward  step  is  taken  that  will  help  to  put  this  house  in  order. 

Finally,  let  me  say  that  no  words  of  gratitude  and  appreciation 
could  be'more  deeply  expressed  than  those  that  I  want  to  pay  to  Mr. 
J.  Harold  Stewart,  the  Chairman  of  the  Hoover  Commission  Task 
Force  on  Budgeting  and  Accounting.  That  group,  under  his  direc- 
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tion,  did  a  very  outstanding  bit  of  work  and  all  who  have  participated 
in  this  certainly  will  live,  I  hope,  to  see  many  accomplishments  take 
place  in  the  years  ahead  that  will  prove  conclusively  the  benefits  that 
can  come  to  our  Government  by  the  establishment  of  the  type  of 
fiscal  procedures  to  which  Mr.  Stewart,  as  Chairman  of  this  group 
has  given  such  a  great  deal  of  work.  Mr.  Stewart  is  to  be  highly 
commended  for  the  work  that  he  has  put  into  this,  and  I  know  that 
his  dad  is  also  very  interested  in  it. 

As  the  chairman  well  knows,  I  got  my  start  in  the  accounting  field 
largely  through  the  kindness  of  Mr.  Stewart’s  father.  I  want  to  take 
this  opportunity  to  thank  the  chairman  very  much  indeed  for  the 
privilege  of  being  here,  and  to  give  my  wholehearted  and  enthusiastic 
support  to  this  legislation,  which  I  hope  will  become  law  before  this 
Congress  adjourns. 

Thank  you  very  much. 

Senator  Kennedy.  Senator,  I  certainly  am  most  appreciative  of 
your  assistance. 

You  initially  introduced  legislation  on  this  to  implement  the  recom¬ 
mendations  of  the  Hoover  Commission  and  that  was  the  basis  for 
the  present  legislation.  We  are  most  appreciative  to  you  for  your 
remarks  of  today  and  for  your  previous  testimony  on  this  subject. 

Senator  Payne.  Thank  you  very  much. 

Senator  Kennedy.  The  next  witness  will  be  Senator  Barrett  of 
Wyoming. 

STATEMENT  OF  HON.  FRANK  A.  BARRETT,  A  UNITED  STATES 
SENATOR  FROM  THE  STATE  OF  WYOMING 

Senator  Barrett.  Mr.  Chairman,  I  appreciate  the  opportunity  of 
appearing  here,  particularly  following  my  colleague  and  good  friend, 
Senator  Payne. 

I,  too,  want  to  congratulate  the  chairman  on  his  splendid  work  in 
bringing  out  this  legislation. 

I  appreciate  the  opportunity  to  appear  here  this  morning  and  asso¬ 
ciate  myself  as  cosponsor  of  the  legislation  presently  before  this 
subcommittee. 

I  have  long  been  a  strong  supporter  of  the  Hoover  Commission  rec¬ 
ommendations — not  only  in  the  field  of  Government  budgeting  and 
accounting  procedures,  but  also  as  they  relate  to  other  segments  of  our 
vast  Federal  Government. 

For  the  past  two  decades  we  have  watched  our  Federal  Government 
grow  to  almost  unbelievable  proportions.  Those  proposing  this  enor¬ 
mous  expansion  in  the  central  Government  contend  that  we  must  keep 
pace  with  the  rapid  social,  cultural,  and  economic  growth  of  this  Na¬ 
tion.  Pursuant  to  the  expansion  in  our  Federal  Government,  laws 
have  been  enacted  for  new  procedures  in  Government  operation,  all  de¬ 
signed  to  provide  more  and  better  service  to  the  people  of  this  country, 
although  it  must  be  admitted  that  many  of  these  services  could  well 
be  curtailed. 

It  seems  to  me  that  this  subcommittee  is  now  considering  important 
legislation  which  will  have  the  effect  of  providing  for  the  American 
people  a  sound  and  realistic  program  for  budgeting  the  spending  of 
Government  funds.  The  Federal  Government  does  not  create  any  new 
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wealth ;  it  merely  expends  that  which  it  exacts  from  the  people  through 

taxation.  .  „  .  .  , 

The  formation  of  the  bipartisan  Hoover  Commission  several  years 
ago  came  about  as  a  result  of  widespread  belief  that  theie  needed  to 
be  an  injection  of  new  ideas  and  methods  in  *  Government  operations, 
because  'it  was  apparent  that  established  procedures  were  fostering 
tremendous  wastes  in  Government  spending  and  Government  costs.  It 
was  generally  considered  that  what  this  country  needed  w  as  moi  e  busi¬ 
ness  "in  Government  and  less  Government  in  business.  The  field  of 
budgeting  and  accounting  is  only  one  of  the  many  fields  or  areas  into 
which  the  Hoover  Commission  made  investigations. 

It  has  been  made  apparent  by  the  findings  of  tire  Hoover  Commis¬ 
sion  that  Congress  does  not  have  an  effective  control  over  Government 
expenditures;  that  there  is  no  direct  and  effective  control  over  costs; 
that  the  use  of  capital  funds  has  created  an  area  of  Government  spend¬ 
ing  which  is  escaping  congressional  review.  As  a  result,  the  Congress 
does  not  have  control  of  the  purse ;  and,  to  my  way  of  thinking,  it  is 
imperative  that  such  control  be  regained  completely  by  the  Congress. 
It  has  been  pointed  out  in  the  findings  of  the  Hoover  Commission  that 
nearly  one-fourth  of  the  total  budget  of  the  Federal  Government  is 
not  under  the  control  of  Congress. 

Mr.  Chairman,  during  the  course  of  the  past  few  years,  and  more 
especially  since  the  publication  of  recommendations  of  the  new  Hoover 
Commission,  I  have  received  hundreds  of  letters  from  people  in  my 
State  urging  the  adoption  of  Hoover  recommendations.  Many  of 
these  have  expressed  a  favorable  interest  to  the  recommendations  re¬ 
garding  budgeting  and  accounting  procedures.  I  have  reviewed  the 
several  bills  which  have  been  introduced  during  this  session  of  Con¬ 
gress  relating  to  budgeting  and  accounting  procedures  and  am  in  gen¬ 
eral  agreement  with  the  objectives  of  those  which  are  before  this 
committee. 

I  believe,  however,  it  is  most  important  that  ve  now  proceed  along 
the  lines  of  S.  3897,  as  introduced  by  Senator  Kennedy  and  cospon¬ 
sored  by  over  30  other  Senators,  including  myself.  I  am  convinced 
that  placing  the  entire  Government  financial  structure  on  an  annual 
accrued  expenditures  basis  will  permit  a  much  closer  supervision  by 
Congress  over  Government  spending  and  costs. 

This  important  step  will,  I  believe,  insure  the  American  citizen  that 
his  Government  is  operating  on  a  wise  and  sound  financial  basis  and 
is  getting  maximum  use  of  his  tax  dollar.  I  am  likewise  certain  that 
the  implementation  of  the  procedures  prescribed  by  this  legislation  will 
effect  great  savings  in  Government  costs  to  the  people  of  this  country. 

Therefore,  I  am  most  happy  to  join  with  other  Members  of  the  Sen¬ 
ate  in  cosponsoring  this  legislation,  and  again,  I  appreciate  the  oppor¬ 
tunity  to  appear  before  this  committee  and  to  express  my  support  of 
this  legislation. 

Thank  you  very  much,  Mr.  Chairman. 

Senator  Kennedy.  Thank  you,  Senator,  and  we  appreciate  your 
support  of  the  bill. 

Senator  Bennett? 
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STATEMENT  OF  HON.  WALLACE  F.  BENNETT,  A  UNITED  STATES 
SENATOR  FROM  THE  STATE  OF  UTAH 

Senator  Bennett.  Mr.  Chairman,  I  appreciate  the  opportunity  of 
appearing  to  speak  in  support  of  S.  3897  of  which  I  was  a  cosponsoi, 
and  to  congratulate  the  subcommittee  on  undertaking  finally  to  come 
to  grips  with  this  very  fundamental  problem. 

My  statement  is  very  brief.  It  will  take  me  about  6  minutes  to  read, 
and  I  can  either  read  it  or  put  it  in  the  record  without  comment,  de¬ 
pending  on  the  pressure  under  which  the  subcommittee  is  operating. 
Senator  Kennedy.  Senator,  whichever  would  be  easier  for  you. 
Senator  Bennett.  I  realize  that  the  subcommittee  may  have  a  full 
session  this  morning. 

Senator  Kennedy.  Yes.  Well,  if  you  would  care  to  put  it  m  the 
record,  Senator,  and  if  there  is  anything  you  want  to  add  to  it  orally, 
that  would  be  fine. 

Senator  Bennett.  I  think  the  statement  speaks  for  itself  and  I  will 
be  very  happy  to  save  the  subcommittee  s  time. 

Senator  Kennedy.  Thank  you  very  much. 

The  subcommittee  appreciates  your  testimony  very  much. 

(The  prepared  statement  submitted  by  Senator  Bennett  is  as 

follows :) 

Statement  by  Hon.  Wallace  F.  Bennett,  a  United  States  Senator  From  the 

State  of  Utah 


Mr.  Chairman,  and  distinguished  members  of  the  subcommittee,  I  appieciate 
the  opportunity  of  appearing  before  you  today  m  support  of  S.  38Ji,  a  tall  to 
improve  Federal  budget  and  accounting  procedures,  pursuant  to  certain  recom¬ 
mendations  of  the  Second  Hoover  Commission.  ,  .  ,  .  t 

This  fiscal  procedures  measure  is  the  successor  to  S.  olJ9,  which  was  intro 
duced  by  the  distinguished  Senator  from  Maine,  Mr.  Payne,  which  I  was  happy 
to  cosponsor.  That  bill  was  designed  to  carry  out  the  majority  of  the  Hoover 
Commission  recommendations  in  the  area  of  Federal  budget  and  accounting  p  o- 
cedures.  Included  in  the  measure  were  certain  recommendations  which  could 
have  been  implemented  by  executive  action,  but  which  at  that  time  had  no 
been  adopted.  Also  the  bill  did  not  include  an  important  Commission  recommen¬ 
dation  to  the  effect  that  the  President's  budget  and  congressional  appropriations 
be  stated  in  terms  of  annual  accrued  expenditures  rather  than  in  terms  ot  obi  - 

sated  authority  as  is  presently  the  case.  ,  _  * 

°  Shortly  after  the  hearings  on  S.  3199  by  this  committee  last  March  the  Director 
of  the  Bureau  of  the  Budget  announced  the  adoption  ot  certain  of  the  Hoovei 
budget  and  accounting  recommendations,  including  some  of  the  provisions  o 
S  3199  I  was  most  pleased  to  see  the  administration  move  so  rapidly  to  unpl 
ment  those  proposals  that  could  be  accomplished  without  legislative  action. 
The  administration’s  action  is,  I  understand,  one  of  the  reasons  we  aye  now  con¬ 
sidering  a  new  bill,  S.  3897,  which  I  was  happy  to  join  with  the  distinguished 
chairman  and  Senator  Payne  in  sponsoring,  rather  than  preparing  amendments 
to  S  S199 

At  the  time  this  committee  considered  S.  3199,  it  was  thought  that  any  pio- 
vision  for  making  the  President’s  budget  and  congressional  appropriations  on 
an  annual  accrued  expenditure  basis  should  be  deferred  until  a  foundation  of 
sound  fiscal  reporting  was  established.  Senator  Payne  strongly  urged  that  the 
committee  give  careful  consideration  to  the  inclusion  of  such  a  provision  in  the 
bill  and  that  the  feasibility  of  adopting  the  annual  accrued  expenditure  pro¬ 
vision  be  examined.  The  Bureau  of  the  Budget  and  the  General  Accounting 
Office  have  both  expressed  the  desire  that  such  a  provision  be  included  in  the 
bill.  I  am  pleased  that  it  is  now  included  in  the  bill  now  before  the  committee. 

Our  present  system,  involving  as  it  does,  the  obligation  of  sums  of  money  in 
a  given  fiscal  year  or  over  a  period  of  fiscal  years  without  direct  reference  to 
when  the  accrued  expenditures  actually  occur,  has  resulted  in  building  up  large 
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unobligated  or  unexpended  balances  in  the  various  departments  of  Government. 
I  understand  approximately  $25  billion  which  the  Government  will  spend  dur¬ 
ing  1956  will  come  from  funds  appropriated  in  earlier  years. 

By  requiring  that  the  President’s  budget  and  congressional  appropriations  be 
stated  in  terms  of  annual  expenditures  rather  than  in  terms  of  obligated  authority 
I  feel  that  Congress  would  be  able  to  exert  much  greater  control  over  the  purse¬ 
strings  of  Government  spending.  Certainly  it  would  make  it  possible  for  the 
Congress  to  examine  anew  the  effectiveness  of  programs  needing  the  appropriation 
of  funds  that  year,  even  though  the  program  in  question  had  been  authorized  at 
an  earlier  date. 

Since  such  a  sweeping  change  in  our  budgeting  procedures  will  no  doubt  require 
extensive  improvements  in  departmental  accounting  before  it  can  be  effective,  I 
think  it  was  good  judgment  to  specifically  provide  that  this  change  in  procedure 
should  be  made  only  “to  the  maximum  extent  deemed  desirable  by  the  President.” 
In  view  of  the  President’s  message  to  Congress  on  May  10,  endorsing  the  Hoover 
Commission’s  recommendations  in  this  area  and  urging  enactment  of  legislation 
necessary  for  their  implementation,  I  am  confident  that  this  change  will  be  made 
in  the  various  departments  as  rapidly  as  possible. 

The  work  done  by  the  Hoover  Commission  on  the  problems  which  exist  in 
our  Federal  budget  and  accounting  procedures  was  particularly  heartening  to 
me.  I  am  happy  that  the  Congress  will  have  the  opportunity  to  put  these  money 
and  timesaving  recommendations  in  operation.  I  strongly  urge  that  the  Com¬ 
mittee  on  Government  Operations  favorably  report  S.  3897,  so  that  we  may  enact 
these  recommendations  during  the  present  session  of  Congress. 

Senator  Kennedy.  The  next  witness  will  be  the  Hon.  Percival  F. 
Brundage,  Director  of  the  Bureau  of  the  Budget,  accompanied  by 
Mr.  Percy  Rappaport,  Assistant  Director  for  Accounting,  and  Mr. 
William  J.  Armstrong,  Chief  of  the  Accounting  Group. 

STATEMENT  0E  PERCIVAL  F.  BRUNDAGE,  DIRECTOR ;  ACCOMPANIED 

BY  PERCY  RAPPAPORT,  ASSISTANT  DIRECTOR  FOR  ACCOUNTING; 

AND  WILLIAM  J.  ARMSTRONG,  CHIEF,  ACCOUNTING  GROUP, 

BUREAU  OF  THE  BUDGET 

Mr.  Brundage.  Good  morning,  Senator. 

This  is  Mr.  Rappaport,  the  Assistant  Director  for  Accounting,  and 
Mr.  Armstrong. 

Senator  Kennedy.  Would  you  care  to  proceed  ? 

Mr.  Brundage.  We  have  already  submitted,  Mr.  Chairman,  the 
report  of  the  Bureau  of  the  Budget  on  your  bill,  which  I  think  you 
probably  have  copies  of,  and  I  think  it  covers  the  points.  Would  you 
like  me  to  go  over  them  ? 

Senator  Kennedy.  Yes. 

Mr.  Brundage.  Section  1  (a)  of  the  bill  provides  that  appropriations 
be  determined  on  an  annual  accrued  expenditure  basis  to  the  maximum 
extent  deemed  desirable  and  practicable  by  the  President.  Appropri¬ 
ations  on  this  basis  would  cover  goods  and  services  to  be  received  in 
a  fiscal  year  and  would  also  include  amounts  necessary  for  advance 
payments,  progress  payments,  and  such  other  payments  as  are  author¬ 
ized  to  be  made  in  such  fiscal  year. 

We  believe  that  this  change  would  have  many  advantages  both  for 
the  legislative  and  the  executive  branches. 

Senator  Kennedy.  Would  you  just  give  us  how  that  would  work 
as  a  practical  matter  ? 

Mr.  Brundage.  Well,  the  principal  point  is  that  it  would  follow 
more  closely  the  common  business  practice.  It  would  involve  some 
kind  of  authority  for  long-lead-time  items,  but  the  budget  would 
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then  present  what  was  expected  to  be  spent  in  the  next  fiscal  year,  and 
would  give  Congress  a  double  chance,  first,  when  the  authorization 
for  the'dong-lead-tiine  items  was  presented,  to  review  the  program, 
and  then,  second,  to  review  the  proposed  expenditures  immediately  m 
advance  of  the  year  in  which  goods  and  services  are  to  be  delivered. 

Senator  Kennedy.  Do  you  feel  that  that  would  present  any  prob¬ 
lem,  would  make  anyone  reluctant  to  enter  contracts  with  the  Govern- 
ment  any  more  than  they  are  today  ? 

Mr.  Brundage.  I  don’t  think  so ;  no.  ,  ~ 

Senator  Kennedy.  In  other  words,  there  is  the  possibility  the  C  on- 
gress  might  refuse  to  appropriate  money — at  least  in  theory  to  com- 


1  Mr.  Brundage.  I  personally  don’t  think  that  they  would,  Senator 
Kennedy.  It  seems  to  me  that  as  soon  as  it  was  appreciated  just  what 
the  purpose  and  intent  of  this  change  was,  that  business  would 

'K  ^believe  that  modifications  of  the  contract  authorization  procedure 
have  been  used  before,  but  at  that  time  we  did  not  have  the  other 
accounting  background  which  we  hope  and  intend  to  have. 

When  you  have  the  accounts  of  the  Government  on  an  accrued 
expenditure  basis,  then  1  think  it  will  be  very  easy  to  get  everyone 
concerned  to  see  the  desirability  of  this  switch,  and  that  is  why  1  thin  v 
the  proposals  in  this  bill  are  sound,  that  the  President  be  given  dis¬ 
cretion  to  put  it  in  effect  over  a  period  of  years,  we  would  not  propose 
doing  it  immediately.  We  want  to  get  the  accounts  on  a  sound  basis 

hl Senator  Kennedy.  In  other  words,  you  feel  a  firm  doing  business 
with  the  Government,  with  a  contract  which  is  supposed  to  last  for 
a  number  of  years,  would  have  as  much  security  under  this  system 
when  the  money  has  to  be  appropriated  separately  each  year  as  they 
would  have  with  the  money  appropriated  at  one  time  and  expended 


over  a  period  of  years.  . 

Mr  Brundage.  I  do,  because  it  would  go  before  the  same  committee 
you  see.  This  would  go  before  the  Appropriations  Committee,  for 
the  contract  authority,  and  we  feel  under  the  present  law  that  the 
Appropriations  Committee  has  the  authority  to  allow  contracts  to  be 
made  without  the  immediate  appropriation  of  funds. 

However,  it  is  being  made  a  little  more  specific  in  this  bill. 

Senator  Kennedy.  In  other  words,  there  is  really  not  greater  secu¬ 
rity— as  one  of  the  questions  brought  up — for  firms  doing  business 
with  the  Government  under  the  present  system  than  there  would 
be  under  this  new  system  ? 

Air.  Brundage.  I  feel  that  way.  .  . .  ,  ,  , 

Senator  Kennedy.  There  is  no  greater  risk  than  would  be  taken 
under  existing  procedures  ? 

In  other  words,  they  would  be  given  as  much  protection  under 
this  system  as  they  are  under  the  present  system,  is  that  conect. 

Mr.  Brundage.  Well,  there  is  a  little  feeling  under  the  present 
operation  that  when  the  Congress  has  appropriated  the  money,  that 
then  the  Treasury  is  more  obligated  to  pay  than  if  you  had  the  con 
t  ract  authority  only.  However,  I  bel  ieve  this  is  largely  psychological 
because  contracts  today  under  appropriated  funds  contain  cancellation 
clauses  and  it  is  our  feeling  in  discussion  with  businessmen  that  as 
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soon  as  they  operated  under  this  basis,  all  of  their  doubts  would  be 
removed. 

Senator  Cotton.  May  I  ask  a  question,  Mr.  Chairman  ? 

Senator  Kennedy.  Yes. 

Senator  Cotton.  During  this  period  of  transition,  assuming  this 
bill  passes,  would  it  mean  that  certain  departments,  would  be  oper¬ 
ating  under  one  system  and  other  departments  under  the  other,  and 
could  it  mean  a  considerable  duplication  and  extra  bookkeeping  be¬ 
cause  of  this  period  of  transition  ? 

Mr.  Brundage.  I  don’t  think  so,  Senator. 

Our  proposal  is  to  put  the  accrual  accounting  system  in  one  de¬ 
partment  after  another  which  would  support  the  budget  estimates  on 
the  new  basis.  I  believe  the  transition  can  be  made  on  a  gradual  basis 
without  duplication  or  extra  bookkeeping. 

Senator  Cotton.  That  is  it  would  go  by  units  ? 

Mr.  Brundage.  Yes,  that  is  right. 

Senator  Cotton.  So  that  each  department  or  each  bureau  would 
be - - 

Mr.  Brundage.  We  have  a  number  of  departments  now  where  part 
of  their  operations  are  on  an  accrued  expenditure  basis.  The  Corps 
of  Engineers  and  the  Bureau  of  Reclamation,  for  example,  have  ac¬ 
crual  accounting  but  some  other  parts  of  the  departments  are  not  on 
that  basis. 

Senator  Cotton.  If  this  bill  passes  what  happens  to  the  present 
carryover  balances  which  are  estimated  at  a  very  large  sum,  perhaps 
$48  billion  or  somewhere  in  that  vicinity  ? 

What  happens  to  those  balances  ? 

Mr.  Brundage.  Well,  we  would  not  have  that  canceled  but  we  would 
have  it  worked  out. 

Under  the  new  procedure  there  would  be  contract  authorizations. 
But  the  obligation  carryover  should  not  be  anything  like  that  I  think 
in  total  amount. 

Senator  Cotton.  What  do  you  mean  that  you  would  not  cancel  it 
but  you  would  have  it  worked  out  ? 

I  mean  would  this  nullify  the  outstanding  definite  appropriation 
obligation  carryover,  or  would  you  go  through  the  period  of  time 
necessary  to  take  up  the  slack  ? 

Mr.  Brundage.  There  would  be  a  period  of  time  when  it  would  be 
gradually  diminishing,  sir,  yes. 

Senator  Cotton.  That  would  be  quite  a  long  period? 

Mr.  Brundage.  I  think  in  10  years  it  ought  to  be  possible. 

Senator  Cotton.  Just  one  other  thing,  Mr.  Chairman. 

I  did  not  mean  to  interrupt  you  at  this  time. 

Would  it  be  possible  to  furnish  the  subcommittee  with  either  a 
simple  chart  or  a  memorandum  that  would  take  1  or  2  specific  appro¬ 
priations  and  show  us  just  exactly  the  impact,  the  effect  this  bill  would 
have  on  those  specific  appropriations,  how  they  were  handled  before, 
and  how  they  would  be  handled  now  ? 

Mr.  Brundage.  I  would  be  glad  to,  sir. 

Yes,  we  can  do  that. 

(The  chart  requested  by  Senator  Cotton  was  submitted  to  the  Com¬ 
mittee  by  the  Bureau  of  the  Budget  by  letter  dated  June  21,  1956. 
See  appendix  A,  p.  348.) 

Senator  Kennedy.  Would  you  continue? 
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Mr.  Brundage.  I  think  we  have  covered  the  accrued  expenditure 
basis  pretty  thoroughly  in  answer  to  the  questions  you  have  raised. 

A  new  subsection  20*1  (b)  in  the  bill  provides  that  certain  types  of 
appropriations  are  not  subject  to  the  accrued  expenditure  basis. 
Those  are  generally  appropriations  covering  payments  which  by 
reason  of  law  are  required  to  be  made,  payments  out  of  working  funds 
and  things  like  that. 

New  subsection  201  (c)  provides  desirable  flexibility  for  the  transi¬ 
tion  to  the  accrued  expenditure  basis,  which  we  have  just  been  dis¬ 
cussing. 

New  subsection  201  (d)  provides  at  the  end  of  each  fiscal  year  for 
appropriations  made  on  an  accrued  expenditure  basis,  that  the  dif¬ 
ference  between  the  actual  accrued  expenditures  for  the  year  and  the 
amount  of  the  appropriation  would  lapse,  and  the  amount  if  any  rep¬ 
resenting  accounts  payable  would  be  merged  with  the  appropriation 
or  funds  for  the  same  general  purpose  for  the  ensuing  fiscal  year, 
and  constitute  a  single  account. 

That  means  that  where  the  appropriation  was  made  for  a  year  and 
the  orders  were  placed  and  deliveries  made,  but  all  of  the  amounts 
had  not  been  paid  in  cash  by  the  Treasury,  they  would  be  treated  as 
an  ordinary  accounts  payable  and  carried  forward  into  the  next  year. 
In  other  words  if  they  had  actually  ordered  the  goods,  and  they  were 
delivered,  then  it  would  be  carried  forward  as  an  ordinary  accounts 
payable. 

Section  1  (b)  of  the  bill  adds  two  new  subsections  which  together 
provide  for  the  use  of  cost-base  budgets. 

At  the  present  time  four  appropriations  are  included  in  the  Presi¬ 
dents  budget  on  a  cost  basis,  and  in  37  other  cases  cost-base  budgets 
are  presented  in  the  budget  justification  material.  They  are  prepared 
by  the  departments  and  presented  to  us  as  part  of  their  justification 
for  expenditure,  but  they  are  not  included  in  the  budget  document. 

We  are,  Mr.  Chairman,  in  agreement  with  the  bill  as  it  is  now 
drafted. 

We  believe  it  gives  effect  to  the  major  recommendations  of  the 
Hoover  Commission  on  Budget  and  Accounting,  and  has  our  full 
support. 

Senator  Kennedy.  How  as  a  practical  matter  would  it  be  more  eco¬ 
nomical  for  the  Government  if  this  new  system  went  into  effect  and 
we  gave  the  Government  the  right  to  make  long-term  contracts  ?  At 
the  present  it  is  possible  to  make  appropriations  which  can  go  on  for 
a  long  period  of  time. 

What  is  really  the  difference  as  far  as  Government  spending  is 
concerned,  between  making  a  contract  for  a  certain  amount  and 
actually  appropriating  the  money  for  that  amount  at  one  time? 

Mr.  Brundage.  Well,  when  you  have  your  new  obligational  author¬ 
ity  voted  by  the  Appropriations  Committee  and  the  Congress,  they  do 
not  necessarily  obligate  all  of  the  money  in  the  budget  year.  A  part 
of  these  large  carryover  balances  very  often  relates  to  specific  items 
in  which  there  have  been  changes  and  such  funds  have  been  used  in 
connection  with  the  revisions. 

While  if  you  get  a  contract  authority  it  would  be  possible  to  obtain 
better  control. 

Senator  Kennedy.  In  other  words,  if  the  Defense  Department  were 
making  a  contract  for  a  certain  type  of  plane  and  the  Government 
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decided  not  to  buy  those  planes,  it  could  use  the  money  for  another 
type  of  purchase  and  under  the  proposed  system  it  could  not;  is  that 
right? 

Mr.  Brundage.  In  my  opinion,  it  would  correct  the  present  situa¬ 
tion  and  Congress  would  have  better  control. 

Senator  Kennedy.  Do  you  feel  that  that  would  be  restricting  the 
agencies  unduly  ? 

Mr.  Brundage.  Well,  I  would  rather  you  heard  from  Defense  about 
it.  I  personally  don’t  think  it  would:  no. 

Senator  Cotton.  I  seem  to  recall  from  my  days  on  the  Appropria¬ 
tions  Committee  in  the  House  that  under  the  present  system  many 
times  appropriation  would  be  made  on  an  estimate  of  what  a  fairly 
long-term  project  was  going  to  cost,  and  then  after  2  or  3  years  they 
would  come  back  and  say  it  was  going  to  cost  more  than  they  antici¬ 
pated  and  they  had  used  it  all  up  and  the  project  was  only  partially 
completed  and  they  had  to  have  some  more. 

Under  this  system  if  the  money  is  not  furnished  or  promised  or 
obligated  by  Congress  until  the  contract  is  made,  it  would  put  an  end 
to  that  sort  of  thing  largely ;  would  it? 

Mr.  Brundage.  Well,  I  would  hope  so,  Senator ;  yes. 

Mr.  Rappaport,  Asssistant  Director,  has  been  working  out  and  is 
working  out  the  details  on  this  operation. 

Perhaps  you  would  like  to  comment  on  that  question. 

Mr.  Rappaport.  I  am  just  trying  to  see  if  I  can  explain  it  in  simple 
terms  here. 

Senator  Cotton.  It  will  have  to  be  simple  if  I  am  going  to  under¬ 
stand  it. 

Mr.  Rappaport.  Well,  it  seems  to  me  that  under  the  present  system 
the  difficulties  that  you  just  described  do  exist ;  that  is,  you  discover  at 
a  certain  point  in  time  that  you  have  spent  all  the  money  and  have  not 
finished  the  job. 

You  come  back  for  more  money  in  that  case. 

Now,  under  the  proposed  idea  of  appropriations,  an  appropriation 
would  be  made  on  an  annual  basis,  that  is,  for  an  amount  equal  to  the 
requirements  projected  for  the  ensuing  year,  and  in  that  way  any 
difference  would  not  be  very  significant. 

We  would  not  have  in  those  instances  large  discrepancies.  The 
money  and  the  performance  would  be  closely  related  because  of  the 
short  period  of  time  involved  and  it  could  pretty  well  be  seen  what 
was  going  to  happen  in  that  period. 

Senator  Cotton.  Well,  suppose  the  Navy  is  building  an  expensive 
carrier  that  takes  a  number  of  years  to  build  and  it  runs  into  a  large 
sum  of  money. 

Do  you  mean  that  they  only  can  make  contracts  for  a  portion  of  it 
for  each  year? 

Cannot  they  contract  ahead  for  the  whole  sum  ? 

Mr.  Rappaport.  Oh,  yes:  they  could  have  contract  authority  for 
more  than  a  year,  but  it  would  be  reviewed  at  the  end  of  each  year  as 
to  the  position  that  existed  then  with  respect  to  each  contract. 

Mr.  Brundage.  You  see,  as  this  carrier  is  now  being  built,  Congress 
does  not  have  another  chance  to  look  at  it,  because  you  have  appro¬ 
priated,  we  will  say,  $60  million  or  $160  million,  and  you  don't  have 
another  look  at  it  until  the  $160  million  is  spent. 
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In  this  case  they  come  in  with  an  estimate  of  $160  million  and  yon 
give  them  contract  authority  for  $160  million.  Then  you  estimate  it 
is  going  to  cost  $5  million  the  first  year  and  $10  million  the  next,  but 
each  year  they  come  in  with  a  new  estimate  as  to  the  total  cost. 

So  after  you  have  spent,  we  will  say,  $25  million  and  they  come  in 
and  they  ask  for  $50  million  the  next  year  and  they  say,  “Weil,  we  find 
it  is  going  to  cost  $250  million  instead  of  $160  million,”  then  you  can 
have  another  look  and  say,  “Well,  perhaps  we  ought  to  convert  it  into 
an  auxiliary  or  something  like  that.” 

I  don't  think  that  you  will  be  able  to  stop  altogether  these  bad 
estimates.  I  think  it  is  inevitable  as  prices  go  up,  as  conditions  change, 
that  you  will  have  mistakes  in  judgment,  it  is  human  nature,  but  I 
think  this  ought  to  help,  Senator. 

Senator  Cotton.  In  this  carrier,  if  it  begins  to  cost  so  much  that 
a  congressional  committee  says  you  had  better  convert  this  into  an 
auxiliary,  what  happens  to  the  private  contractor?  I  am  afraid  I 
don’t  know  much  about  the  technicalities — he  has  proceeded  with  the 
expectation  that  this  is  going  to  take  5  or  6  years  to  build  and  it  is  all 
going  to  be  built  and  has  entered  into  a  contract. 

As  Senator  Kennedy  asked  sometime  ago,  what  happens  to  this 
private  contractor  if  a  congressional  committee  on  this  looksee  from 
year  to  year  decides  that  it  is  costing  too  much  and  wants  to  stop 
it? 

Mr.  Brun  dage.  Well,  lie  will  have  a  contract  for  $160  million  and 
not  for  $280  million,  and  it  would  have  to  be  a  negotiated  settlement, 
as  it  would  in  any  cancellation  today. 

Senator  Cotton.  So  reverting  again  to  Senator  Kennedy’s  question, 
there  is  at  least  some  slight  element  of  insecurity  for  the  person  or 
corporation  with  whom  the  Government  department  is  contracting 
under  this  new  system  that  is  not  present  under  the  old  ? 

Is  that  a  fair  statement  ? 

Mr.  Brundage.  Well,  I  don’t  personally  think  that  a  contractor 
who  has  assigned  contract  by  the  Government  to  construct  a  carrier  for 
$160  million  would  be  any  worse  off  than  the  same  contractor  who 
had  received  an  appropriation  and  had  signed  the  same  contract. 

Perhaps  there  is  some  little  difference  in  psychology,  but  I  doubt 
if  there  would  be  any  difference  in  law. 

Senator  Cotton.  In  practice  ? 

Mr.  Brundage.  Yes. 

Senator  Cotton.  Just  one  more  question. 

You  told  me,  referring  again  to  these  present  $48  billion  of  carry¬ 
over  balances,  you  find  it  might  take  10  years  to  take  up  the  slack  on 
those. 

That  means  that  in  your  opinion  it  would  take  a  matter  of  10 
years  to  actually  put  the  system  under  this  bill  into  operation  if  the 
bill  is  passed  ? 

It  seems  to  me  to  be  quite  a  period. 

Mr.  Brundage.  It  would  be  my  guess,  and  it  is  only  a  guess,  it  would 
take  about  5  years  to  put  the  accounts  on  accrual  cost  basis,  and  that 
we  would  then  thereafter  take  about  another  5  years  in  order  to  clean 
up  all  of  it— 

Senator  Cotton.  Gather  up  all  of  the  remnants? 

Mr.  Brundage.  Yes;  that  is  right. 
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I  don’t  know  whether  Mr.  Armstrong  has  any  comment  on  that. 

Mr.  Armstrong  is  our  staff  member  who  has  been  in  charge  of  the 
accounting  group. 

Mr.  Armstrong.  As  Mr.  Brundage  has  indicated,  some  agencies 
have  accrual  accounting  now,  and  there  are  some  others  that  could 
start  in  the  not  too  distant  future  on  this  basis,  but  it  would  have  to 
be  worked  out  on  a  gradual  basis  with  accrual  accounting  installed 
in  those  places  where  it  is  not  in  effect  today. 

Senator  Kennedy.  It  seems  to  me  this  would  place  a  much  heavier 
burden  on  you  and  on  the  Appropriations  Committees  who  would  have 
to  do  with  reviewing  each  year  rather  than  letting  the  agency  itself 
do  the  direct  supervision  and  the  reviewing  of  each  project  as  it  went 
along. 

Do  you  feel  that  that  is  correct  ? 

Mr.  Brundage.  Well,  it  will  take  a  little  more  staff,  yes.  We  would 
not  expect  to  build  up  a  large  staff  like  the  General  Accounting  Office, 
which  has  of  course  a  tremendous  volume  of  detail  auditing  review 
work  to  do. 

Senator  Kennedy.  In  our  conversations  as  I  said,  Mr.  Brundage,  I 
was  impressed  by  the  limited  number  of  people  the  Bureau  of  the 
Budget  does  have  working  for  it  in  view  of  its  responsibility. 

Will  you  repeat  that  figure  ? 

Mr.  Brundage.  We  have  410  on  our  staff  and  we  are  asking  for 
another  30  of  professional  staff. 

It  is  a  relatively  small  increase,  but  it  is  awfully  hard  to  get  the 
right  type  of  people  that  we  are  trying  to  get,  so  we  would  rather 
take  our  time  about  it  and  do  it  gradually. 

Senator  Kennedy.  Just  a  last  question. 

Is  it  your  feeling  that,  this  would  result  in  not  only  more  efficiency 
but  in  greater  economies  in  Government? 

Mr.  Brundage.  I  do,  yes. 

Senator  Kennedy.  Of  a  substantial  nature?  . 

Mr.  Brundage.  Well,  it  is  awfully  hard  to  estimate  the  savings. 
The  Hoover  Commission  estimated  savings  at.  a  certain  percentage 
of  the  total  expenditures,  and  they  said  that  business  has  found  that 
by  improving  their  accounting,  and  reporting,  and  by  better  control, 
they  can  save  between  5  and  10  percent  of  the  total.  That  is  the 
way  they  made  their  estimate.  But  I  would  hesitate  to  say  how 
much.  I  think  it  would  be  substantial. 

Mr.  Rappaport.  I  would  like  to  say  at  that  point  that  the  savings 
would  come  about,  through  better  management  by  officials  of  the 
agencies.  The  real  benefit  would  come  from  cost  accounting  and 
accrual  accounting. 

Senator  Kennedy.  Because  the  responsibility  would  be  on  them 
more  directly  than  it  is  at  the  present  time  ? 

Mr.  Rappaport.  Exactly,  and  they  would  have  a  better  tool  with 
which  to  operate,  than  they  now  have. 

Senator  Cotton.  And  there  would  be  closer  and  more  constant 
supervision  both  by  your  agency  and  by  the  congressional  committees? 

Mr.  Brundage.  That  is  right. 

Senator  Cotton.  This  may  be  a  foolish  question,  if  so,  it  is  not  the 
first  one  I  have  ever  asked — wliat  would  it  do  to  the  actual  physical 
appearance  of  the  budget  ? 
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I  know  the  budget  now  is  a  Sears,  Roebuck  catalog. 

Would  this  make  the  budget  more,  or  less,  complicated  ? 

Mr.  Brundage.  I  would  hope  it  could  be  made  considerably  less 
complicated. 

Senator  Kennedy.  Thank  you  very  much,  gentlemen. 

The  next  witness  will  be  the  Honorable  Joseph  Campbell,  Comp¬ 
troller  General  of  the  United  States,  accompanied  by  Mr.  Robert  F. 
Keller,  Assistant  to  the  Comptroller  General,  Mr.  Ivarney  A.  Bras- 
field,  Asistant  to  the  Comptroller,  and  Mr.  John  W.  Moore,  attorney, 
General  Counsel’s  Office. 

Do  you  have  a  statement  ? 

Would  you  care  to  proceed  ? 

STATEMENT  OF  JOSEPH  CAMPBELL,  COMPTROLLER  GENERAL  OF 

THE  UNITED  STATES,  ACCOMPANIED  BY  ROBERT  F.  KELLER, 

ASSISTANT  TO  THE  COMPTROLLER  GENERAL:  KARNEY  A.  BRAS- 

FIELD,  ASSISTANT  TO  THE  COMPTROLLER  GENERAL;  AND  JOHN 

W.  MOORE,  ATTORNEY,  GENERAL  COUNSEL’S  OFFICE,  GENERAL 

ACCOUNTING  OFFICE 

Mr.  Campbell.  I  have,  Mr.  Chairman,  and  I  would  like  to  read  it 
right  through. 

It  is  about  10  pages. 

We  appreciate  the  opportunity  to  appear  before  you  to  endorse  the 
provisions  of  S.  3897.  This  bill,  which  is  an  outgrowth  of  the  hear¬ 
ings  before  your  subcommittee  in  March  on  S.  3199,  contains  the  leg¬ 
islative  provisions  necessary  for  the  effective  implementation  of  the 
recommendations  contained  in  the  budget  and  accounting  report  of 
the  Ploover  Commission. 

Certain  recommendations  pertaining  to  the  settlement  of  claims 
and  the  relief  of  accountable  officers  have  been  covered  by  legislation 
already  enacted  or  being  separately  considered. 

In  summary,  the  provisions  contained  in  this  bill  are  designed  to 
accomplish  two  broad  objectives: 

1.  To  improve  financial  administration  in  the  executive  branch ;  and 

2.  To  substantially  strengthen  congressional  control  over  the  finan¬ 
cial  affairs  of  the  Federal  Government. 

Fully  effective  financial  administration  requires  the  use  of  many 
tools.  It  cannot  be  accomplished  solely  by  legislation.  However, 
legislation  can  be  most  helpful  by  establishing  congressional  objectives 
and  in  creating  a  framework  within  which  continuing  improvements 
will  be  greatly  stimulated. 

We  regard  S.  3897  as  an  essential  step  to  pave  the  way  for  the  ac¬ 
complishment  of  the  much-needed  improvements  recommended  in 
the  budget  and  accounting  report  of  the  Hoover  Commission. 

There  may  be  some  who  would  reconnnend  that  you  take  only  a 
partial  step  in  current  legislation  in  view  of  the  need  to  develop  more 
adequate  programing,  budgeting,  and  accounting  in  certain  areas  be¬ 
fore  the  full  and  final  objectives  can  be  reached. 

It  is  our  view  that  action  will  come  more  quickly  if  the  ultimate 
objectives  are  adopted  as  a  matter  of  congressional  policy  now,  with 
the  full  recognition  that  implementation  must  necessarily  be  under- 
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taken  through  an  evolutionary  approach  over  a  considerable  period 
of  time. 

By  the  same  token,  it  is  apparent  that  all  procedural  questions  can¬ 
not  be  completely  answered  except  by  specific  application  of  the  under¬ 
lying  principles  cases  by  case. 

Here  again,  if  the  decision  to  move  forward  were  to  be  delayed  pend¬ 
ing  detailed  consideration  of  every  eventuality  the  chances  for  cur¬ 
rent  progress  would  be  slim. 

If  present  practices  were  highly  effective,  a  reluctance  to  accept 
changes  would  be  understandable.  However,  the  lack  of  cost  data 
to  adequately  support  past  actions  and  proposed  plans  in  many  situ¬ 
ations,  and  the  huge  unexpended  balances  to  which  the  formal  proc¬ 
esses  of  congressional  control  do  not  apply,  furnish  ample  evidence  of 
the  need  for  improvement. 

There  is  one  other  general  observation  which  seems  appropriate. 

We  think  that  it  should  be  clearly  understood  that,  in  order  to  obtain 
full  benefit  of  the  Hoover  Commission  recommendations,  the  new  t 
methods  of  control  recommended  should  not  be  merely  superimposed  ' 
upon  the  present  fund  controls  which  have  often  been  employed  ad¬ 
ministratively  in  a  manner  which  handicaps  rather  than  helps  in  the 
effective  exercise  of  management  responsibility. 

Nothing  could  be  further  from  the  intent  of  the  recommendations 
as  we  understand  them.  A  fresh  and  constructive  viewpoint  based  on 
a  willingness  to  accept  new  ideas,  appropriately  adapted  to  the  par¬ 
ticular  situation  involved,  is  essential  if  progress  is  to  be  made. 

S.  3897  sets  forth  congressional  policies  and  objectives  which  would 
be  put  into  practice  by  the  executive  agencies  under  rules  and  pro¬ 
cedures  to  be  developed  by  the  Bureau  of  the  Budget  and,  in  some 
cases,  by  the  Comptroller  General. 

In  other  words,  the  bill  would  prescribe  no  hard  and  fast  procedures 
and  the  practical  aspects  would  need  to  be  worked  out  in  collaboration 
with  the  agencies  in  the  same  general  manner  as  other  similar  pro¬ 
visions  of  law  are  now  applied. 

Moreover,  there  must  necessarily  be  an  evolutionary  approach  to 
the  attainment  of  the  objectives  contemplated  by  the  bill. 

Section  1  (a)  of  the  bill  adds  a  new  subparagraph  to  section  201 
of  the  Budget  and  Accounting  Act  of  1921  to  provide  that  the  contents  |j 
of  the  annual  budget  shall  include  information  on  program  costs 
and  accomplishments  in  such  form  and  detail  as  the  President  may 
determine  and  at  such  times  as  he  may  consider  practicable. 

Such  information  should  permit  the  Congress  to  give  consideration 
to  both  the  relative  size  of  programs  and  the  question  of  economy  and 
efficiency,  as  proposed  in  the  first  part  of  recommendation  No.  4  of 
the  Hoover  Commission  report. 

It  is  in  terms  of  accomplishments  and  their  costs,  and  not  merely 
in  terms  of  appropriations  and  obligations  thereunder,  that  the  Presi¬ 
dent  and  the  Congress  can  most  readily  determine  what  the  real  costs 
were  and  what  was  obtained  for  those  costs. 

ANNUAL  ACCRUED  EXPENDITURE  BASIS  OF  APPROPRIATIONS 

Section  1  (a)  also  adds  a  new  subsection  201  (b)  to  the  Budget  and 
Accounting  Act  of  1921.  This  authorizes  the  submission  to  Congress 
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of  requests  for  proposed  appropriations  on  the  basis  of  the  amounts 
of  annual  accrued  expenditures,  to  the  maximum  extent  deemed  de¬ 
sirable  and  practicable  by  the  President. 

New  subsection  201  (c)  provides  that  the  timing  of  the  conversion 
to  the  annual  accrued  expenditure  basis  for  stating  proposed  ap¬ 
propriations  shall  be  accomplished  at  the  discretion  of  the  President. 

This  change  in  the  basis  of  appropriations  can  provide  improved 
control  over  costs  and  expenditures  if  the  companion  tools  of  accrual 
accounting  and  budgeting  on  a  cost  basis  are  effectively  installed  by 
the  executive  agencies. 

The  annual  budget  surplus  or  deficit  is  measured  by  the  difference 
between  annual  receipts  and  expenditures.  Establishing  a  direct  cor¬ 
relation  between  annual  appropriations  and  expenditures  vests  in  the 
Congress  and  the  President  a  much  greater  opportunity  to  conti'ol 
the  level  of  operations  during  a  particular  budget  year  on  the  basis 
■of  conditions  existing  in  that  year. 

This  would  mean  the  elimination  of  the  vast  carryover  balances  now 
available  for  expenditure  at  the  discretion  of  the  executive  agencies. 

As  matters  now  stand,  Congress  has  little  control  over  spending 
once  the  funds  are  voted,  and  the  President  has  limited  control  over 
spending  after  apportionments  of  authority  to  incur  obligations  are 
made  by  the  Budget  Bureau  to  the  agencies. 

The  present  situation  stems  from  the  fact  that  congressional  control 
through  appropriation  authorizations  and  Budget  Bureau  control 
through  apportionments  are  both  stated  in  terms  of  authority  to  obli¬ 
gate  rather  than  budgeted  work  plans  for  the  cost  of  goods  and  services 
estimated  to  be  received  by  the  agencies. 

Aside  from  the  question  of  improved  control,  the  annual  accrued 
expenditure  basis  of  appropriations  affords  a  better  means  of  obtain¬ 
ing  information  needed  in  relating  past  accomplishments  to  present 
perfomance  and  future  plans  Under  the  obligational  basis  of  appro¬ 
priations  the  information  supplied  to  the  President  and  the  Congress 
through  the  budget  process  is  in  terms  of  obligations  (contracts,  etc.) 
issued,  unissued,  and  planned  for  issue. 

This  does  not  measure  currently  the  cost  of  progress  or  performance. 
It  is  only  when  a  program  is  totally  completed  that  obligations  ap¬ 
proximate  costs  and  then  only  if  all  resources  have  been  consumed. 

Under  the  annual  acrued  expenditure  basis  of  appropriations,  Con¬ 
gress  would  require  and  be  supplied  with  data  as  to  costs  in  relation 
to  annual  periods,  the  accomplisments  obtained  and  to  be  obtained  for 
those  costs,  and  the  inventories  and  other  assets  on  hand,  as  well  as  the 
new  money  required  to  carry  on  the  program. 

It  is  sometimes  asserted  that  expenditures  are  the  inevitable  result 
of  the  granting  of  obligational  authority.  Although  some  form  of 
authorization  preceds  the  actual  expenditure  of  funds  it  is  not  in¬ 
evitable  that  the  amount  of  appropriations  made  in  terms  of  obligat¬ 
ing  authority  becomes  the  measure  of  ultimate  expenditures. 

The  large  carryover  of  unexpended  appropriations  under  the  pres¬ 
ent  method  is  an  obvious  example  in  point. 

An  examination  of  the  present-day  practices  in  the  long  lead-time 
area  (for  example,  in  procurement,  construction,  and  research  and 
development)  involving  extensive  reprograming,  a  multitude  of 
changes  in  engineering  plans  and  specifications  during  the  period  of 
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production  of  many  items,  and  similar  factors,  disclose  the  many 
changes  made  after  obligating  authority  has  been  granted. 

Because  of  these  inherent  factors  in  the  operations  involved,  cost 
budgets,  teamed  with  appropriations  on  an  accrued  expenditure  basis, 
would  require  a  type  of  continuing  budget  presentation  that  would 
bring  ont  the  adequacy  of  management  planning  or  the  lack  of  it 
and  would  give  the  Congress  an  opportunity  to  have  a  voice  in  setting 
the  level  of  operations  from  year  to  year. 

It  is  inherent  in  an  accrued  expenditure  basis  for  budgets  and  ap¬ 
propriations,  as  provided  in  this  bill,  that  congressional  authority  be 
granted  as  necessary  for  the  advance  planning  which  precedes  the 
phase  of  operations  covered  in  an  annual  accrued  expenditure  appro¬ 
priation. 

The  Hoover  Commission  noted  this  necessity  in  its  discussion  pre- 
ceeding  is  recommendation  No.  7.  However,  we  believe  tht  the  neces¬ 
sity  for  forward  planning  authorizations  should  be  determined  by 
the  Congress  as  circumstances  may  warrant. 

This  authority  has  been  exercised  in  the  past  by  the  Congress  in 
the  form  of  “contract  authorizations”  but  it  is  significant  that  both 
“contract  authorizations”  and  subsequent  appropriations  “to  liquidate 
contract  authorizations”  were  stated  in  terms  of  obligational 
authority. 

Under  the  annual  accrued  expenditure  basis  of  appropriation  the- 
initial  authorization  would  be  stated  in  terms  of  broad  authority  to 
make  commitments,  whereas  the  annual  appropriations  would  be 
stated  much  more  definitely  in  terms  of  accrued  expenditures  as 
specific  plans  are  developed. 

It  is  essential  that  the  initial  authority,  which  may  cover  a  for¬ 
ward  period  sometimes  as  great  as  5  years  or  more,  be  in  the  most 
flexible  terms  and  requests  for  such  authority  obviously  cannot  be 
supported  with  detailed  plans. 

On  the  other  hand,  as  these  plans  take  shape  in  succeeding  years 
much  more  precise  planning  and  appropriations  are  practical  when 
stated  in  terms  of  accrued  expenditures. 

Thus,  the  use  of  contract  authority,  when  considered  by  the 
Congress  to  be  necessary  in  connection  with  the  proposed  annual 
accrued  expenditure  basis  of  appropriation,  is  not,  nor  need  not  be,, 
viewed  as  a  return  to  prior  practices  during  the  period  when  con¬ 
tract  authorizations  were  prevalent  and  significant  weaknesses  were 
apparent. 

The  need  for  contract  authority,  or  any  other  form  of  obligational 
authority,  in  conjunction  with  annual  appropriations  on  the  accrued 
expenditure  basis  is  limited  to  the  areas  of  operations  where  forward 
contracting  is  required  to  provide  an  orderly  flow  of  product.  It 
is  not  required  in  operations  concerned  primarily  with  salaries,  al¬ 
lowances,  travel  expense,  and  other  current  administrative  expenses.. 

In  view  of  the  substantial  changes  that  would  be  required  in  many 
agencies  to  place  into  effect  the  accrual  accounting  and  cost  budget¬ 
ing  practices  necessary  to  support  appropriations  on  an  annual  ac¬ 
crued  expenditure  basis,  we  endorse  proposed  subsection  201  (c) 
which  permits  flexibility  in  the  timing  of  the  change  in  the  method 
of  stating  appropriation  requests. 
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It  is  believed  that  it  is  essential  to  approach  such  a  change  on  the 
basis  of  individual  programs  or  appropriations  rather  than  any  sweep¬ 
ing  across-the-board  plan. 

'First  of  all,  the  successful  use  of  these  practices  presumes  a  basic 
foundation  of  adequate  accounting  and  the  ability  to  program  effec¬ 
tively.  These  fundamentals  do  not  exist  in  a  number  of  significant 
areas.  To  endeavor  to  adopt  the  annual  accrued  expenditure  basis 
of  appropriation  before  the  groundwork  is  laid  for  it  could  only  lead 
to  confusion  and  unsatisfactory  results. 

Moreover,  the  greatest  advantages  to  be  attained  are  in  the  areas 
of  operations  involving  long  lead-time  commitments,  such  as  in  major 
procurement,  construction,  and  research  and  development. 

These  appropriations  are  relatively  few  in  number  and  it  is  logi¬ 
cal  to  prove  the  value  to  Congress  and  the  executive  branch  of  the 
revised  practices  in  such  areas  before  extending  the  practices,  gov- 
ernmentwide,  in  the  areas  where  the  advantages  to  be  gained  are 
significantly  less. 

The  selection  of  areas  to  be  converted  and  the  timing  of  the  changes 
should  be  a  matter  of  mutual  determination  between  the  Congress, 
the  Budget  Bureau,  and  the  individual  agency. 

In  a  change  of  this  magnitude,  there  is  little  to  be  gained  and  much 
to  be  lost  by  making  uniformity  across  the  board  the  criterion  for 
adoption. 

Subsection  201  (d)  is  an  essential  part  of  the  annual  accrued  ex¬ 
penditure  basis  of  appropriation  to  provide  that  funds  not  required 
to  finance  work  performed  during  a  fiscal  year  shall  cease  to  be  avail¬ 
able  after  the  end  of  that  fiscal  year. 

It  is  inherent,  however,  under  an  accrued  expenditure  method  of 
financing  that  liabilities  must  be  recognized  as  work  is  performed. 

This  subsection  permits  the  portion  of  the  appropriation  repre¬ 
sented  by  liabilities  for  work  performed  but  unliquidated  by  June  30 
of  any  year  to  be  carried  forward  and  merged,  for  payment  purposes, 
with  the  appropriation  of  the  ensuing  year. 

OOST-BASED  BUDGETS 

Section  1  (b)  of  S.  3897  amends  the  Budget  and  Accounting  Act, 
1921,  by  adding  new  subsections  216  (b)  and  (c)  to  provide  for  the  use 
of  cost-based  budgets  in  requests  for  and  establishment  of  appropria¬ 
tions,  and  in  the  administration  and  operation  of  the  departments 
and  establishments  and  their  subordinate  units. 

As  previously  indicated,  the  basic  need  of  the  President  and  the 
Congress  is  adequate  factual  data  as  a  basis  for  decision  making.  The 
facts  furnished  to  the  President  and  the  Congress  can  be  no  better 
than  those  available  to  the  management  for  its  own  purposes,  that  is, 
the  needs  of  the  two  for  financial  and  operating  data,  although  differ¬ 
ing  as  to  extent  of  detail,  are  entirely  compatible. 

They  require,  in  our  opinion,  data  which  relates  accomplishments 
and  future  work  plans  to  costs  in  terms  of  total  resources  consumed 
and  to  be  consumed,  and  to  the  resources  available  in  the  form  of 
inventories  and  other  assets  as  well  as  to  new  money  or  authority 
needed. 
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This  type  of  budget  data  emphasizes  control  of  total  resources  on 
hand  and  their  use,  rather  than  the  present  emphasis  in  Government 
budgeting  on  spending  authority. 

We,  therefore,  endorse  the  use  of  cost-based  budgets,  to  the  fullest 
extent  practicable,  as  a  principal  necessity  in  developing  a  more  mean¬ 
ingful  reporting  structure  to  provide  full  disclosure  of  agency  opera¬ 
tions,  assets,  and  liabilities  and  to  provide  effective  management 
control. 

In  using  the  term  “cost-based  budgets,”  we  understand  it  to  have 
equal  application  to  capital  acquisitions  and  construction  as  it  does  to 
day-to-day  operations.  For  example,  a  cost-based  budget  for  a  pro¬ 
curement  activity  would  relate  to  the  cost  of  the  items  being  procured 
or  the  cost  of  producing  an  article  or  a  service. 

Cost  budgeting  need  not  be  restricted  to  consumption  operations. 
HoAvever,  in  considering  consumption  operations,  there  is  obviously  a 
limit  to  which  the  concept  can  be  carried  and  continue  to  have  a 
practical  value. 

For  example,  careful  consideration  would  need  be  given  to  the  ex¬ 
tent  to  which  the  inclusion  of  depreciation  as  a  cost  would  serve  a  use¬ 
ful  purpose  in  the  presentation  of  budgets  to  the  Congress. 

This  is  particularly  true  with  respect  to  the  activities  of  the  Depart¬ 
ment  of  Defense.  The  value  and  utility  of  cost-based  budgets  are  cer¬ 
tainly  not  dependent  upon  the  application  of  depreciation  concepts  to 
military  hardware. 

ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

Section  2  (a)  of  the  bill  is  intended  to  achieve,  insofar  as  possible, 
clarity  in  patterns  of  financial  management  in  the  executive  agencies. 
Our  previous  comments  on  the  annual  accrued  expenditure  basis  of 
appropriation  and  cost-based  budgets  are  equally  applicable  to  this 
section. 

Programing,  budgeting,  accounting,  and  reporting  must  be  on  con¬ 
sistent  terms  in  each  executive  agency  if  programs  are  to  be  adequately 
evaluated  and  judged  at  all  times,  from  the  initial  stages  of  projection, 
through  planning  and  operation,  to  completion,  in  relation  to  their 
costs  and  accomplishments  and  the  organizational  units  involved. 

The  attainment  of  these  important  objectives  will  require  close  co¬ 
operative  working  relations  between  the  General  Accounting  Office, 
the  Budget  Bureau,  and  the  individual  agencies. 

We  are  prepared  to  contribute  our  best  efforts  to  this  end. 

ACCRUAL  BASIS  OF  ACCOUNTING 

Section  2  (b).  The  maintenance  of  accounts  on  an  accrual  basis, 
provided  by  this  section,  is  one  facet  which  is  essential  to  the  accom¬ 
plishment  of  the  objectives  set  forth  in  other  sections  of  the  bill.  It  is 
by  the  use  of  the  accrual  basis,  to  the  fullest  extent  appropriate,  that 
accounting  can  make  its  greatest  contribution  to  full  disclosure  of  and 
control  over  all  assets,  liabilities,  income,  expenditures,  and  the  results 
of  operations  of  the  executive  agencies. 

Experience  under  the  joint  accounting  improvement  program 
clearly  indicates  the  advantages  of  the  accrual  basis  when  applied  to 
significant  items. 
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Our  statement  of  accounting  principles  provides  for  the  appropriate 
use  of  this  method  of  accounting.  We  believe  its  use  should  he  ex¬ 
panded  throughout  the  Government. 

We  also  believe  that  adequate  monetary  property  accounting  records 
must  be  kept  as  an  integral  part  of  accounting  systems  maintained  on 
the  accrual  basis  to  supply  the  financial  information  regarding  prop¬ 
erty  accumulations  and  uses  required  by  executive  agency  management 
and  the  Congress. 

The  provisions  of  this  bill  concerning  the  annual  accrued  expendi¬ 
ture  basis  of  appropriations,  cost  budgeting,  consistency  and  syn¬ 
chronization  of  budget,  accounting,  and  organizational  patterns,  and 
the  simplification  of  the  allotment  system  will,  individually  and  col¬ 
lectively,  provide  great  stimulation  to  the  establishment  of  appro¬ 
priate  accrual  and  cost  accounting  in  the  executive  agencies. 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

Section  3.  The  simplification  of  the  allotment  system  for  allocating 
funds  as  proposed  in  section  3  of  this  bill  is  sound  and  most  desirable. 

The  existing  unwarranted  subdivisions  of  funds  is  one  of  the 
greatest  deterrents  to  improved  financial  management.  We  believe 
that  administrators  may  be  willing  to  forego  the  voluminous  and 
detailed  type  of  control  associated  with  many  present  allotment  sys¬ 
tems  when  accounting  systems  have  been  installed  to  provide  costs 
as  a  basis  of  operating  control. 

Better  programing  tied  in  with  improved  accounting  through  the 
development  of  budgets  based  on  costs,  as  proposed  by  this  bill,  should 
serve  to  answer  this  problem. 

Senator  Kennedy.  That  statement  is  very  helpful,  Mr.  Campbell. 

On  page  5  it  says : 

Although  some  form  of  authorization  precedes  the  actual  expenditure  of  funds 
it  is  not  inevitable  that  the  amount  of  appropriations  made  in  terms  of  obli¬ 
gating  authority  becomes  the  measure  of  ultimate  expenditures. 

I  wonder  if  you  could  explain  that  in  some  detail. 

In  other  words,  your  point  is  that  these  unexpended  balances  under 
the  present  system  indicate  that  the  amount  of  money  appropriated 
is  not  actually  a  good  indication  of  the  amount  to  be  expended? 

Mr.  Campbell.  My  feeling  is  that  the  estimates  were  probably  made 
honestly,  but  there  have  been  errors,  and  the  result  is  that  there  may 
be  large  accumulated  balances  available  in  certain  projects,  just  as 
conversely  there  may  be  overruns  in  other  projects. 

Senator  Kennedy.  Well,  now,  under  the  present  system  there  is 
some  fluidity  as  far  as  moving  appropriations  from  one  specific  area 
to  another  within,  say,  the  Department  of  Defense. 

It  does  not  have  to  come  back  to  Congress  for  a  supplemental  appro¬ 
priation  every  time  it  makes  a  change  in  design  or  engineering  ? 

Would  it  have  to  under  the  proposed  system  ? 

The  testimony  of  Mr.  McNeil  before  indicated  it  might  have  to  come 
back  frequently  for  supplemental  appropriations  under  the  suggested 
system. 

Mr.  Campbell.  I  am  not  sure  I  know  what  he  means. 

I  have  not  seen  his  statement  on  that.  But  I  think  when  Defense 
comes  in  for  appropriations,  they  could  cover  that  by  some  form  of 
general  authorization. 
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Senator  Kennedy.  But  the  point  is  that  under  the  present  system 
the  control  goes  completely  to  the  agency  rather  than  being  kept  by 
the  Congress  or  the  Bureau  of  the  Budget  because  there  is  this  large 
amount  of  unexpended  unobligated  balances  which  can  be,  at  least 
to  some  degree,  moved  from  a  project  which  at  least  was  in  the 
Congress’  mind  when  the  money  was  appropriated;  is  that  correct? 

Mr.  C  ampbell.  That  is  my  view. 

Senator  Kennedy.  This  statement  on  page  6  at  the  bottom : 

Thus,  the  use  of  contract  authority,  when  considered  by  the  Congress  to  be 
necessary  in  connection  with  the  proposed  annual  accrued  expenditure  basis  of 
appropriation,  is  not,  nor  need  not  be,  viewed  as  a  return  to  prior  practices 
during  the  period  when  contract  authorizations  were  prevalent  and  significant 
weaknesses  were  apparent. 

I  wonder  if  you  or  one  of  your  staff  could  just  illuminate  on  that 
period  prior  to  1950  ? 

Mr.  Campbell.  Mr.  Brasfield  might  answer  that. 

Mr.  Brasfield.  I  think  I  might  elaborate  on  that  in  this  way :  In 
the  prior  period  when  contracting  authority  was  used,  both  the  appro¬ 
priation  and  the  contracting  authority  were  on  an  obligational  basis. 
There  was  not  a  follow-through  provided  in  the  ordinary  or  logical 
budget  process  to  review  that  authority.  It  was  deemed  then  as  being 
almost  inevitable  that  once  contracting  authority  was  granted,  appro¬ 
priations  must  follow. 

That  need  not  be  the  case,  and  having  the  appropriations  on  an 
annual  accrued  expenditure  basis  gives  Congress  the  tools  to  review 
both  the  contracting  authority  and  the  followup  on  it  in  appropria¬ 
tions. 

In  other  words,  this  system  as  proposed  in  this  legislation  contains 
the  elements  of  an  orderly  review  by  Congress  each  year  of  both  the 
planning  aspect  and  the  actual  grant  of  authority  to  expend  funds. 

Senator  Kennedy.  Which  was  not— — - 

Mr.  Campbell.  Which  was  not  a  part  of  the  prior  process. 

Senator  Kennedy.  Do  you  feel  the  question  of  depreciation  on  De¬ 
partment  of  Defense  items  is  going  to  be  a  problem  ? 

You  made  reference  to  that  at  page  9,  particularly  down  in  the 
middle  of  the  page. 

Mr.  Campbell.  Mr.  Chairman,  we  referred  to  it  merely  because 
there  might  be  some  fear  that  in  using  an  accrual  basis  where  deprecia¬ 
tion  ordinarily  is  an  essential  factor  it  might  be  applied  across  the 
board  in  defense  hardware  particularly,  and,  of  course,  we  just  don’t 
think  that  would  be  necessary. 

Senator  Kennedy.  In  other  words,  this  accrual  system  would  not 
apply  as  far  as  depreciation  is  concerned  on  the  Defense  Department’s 
items  which  might  have  a  military  significance  and  therefore  the  de¬ 
preciation  would  be  abnormal? 

Mr.  Campbell.  The  difficulty  of  keeping  track  of  it  would  not  be 
worth  the  operating  results — would  not  be  worth  while  in  helping  the 
management. 

Senator  Kennedy.  Because  that  cannot  be  done  in  the  case  of  those 
items? 

Mr.  Campbell.  No,  that  is  not  an  argument  against  it. 

Senator  Kennedy.  The  last  question  is  this. 

On  page  11 : 

The  simplification  of  the  allotment  system  for  allocating  funds  as  proposed 
in  section  3  of  this  bill  is  sound  and  most  desirable. 
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The  existing  unwarranted  subdivisions  of  funds  is  one  of  the  greatest  deter¬ 
rents  to  improve  financial  management. 

I  wonder  if  you  could  expand  a  little  on  that  sentence  and  tell  us 
a  little  more  about  the  existing  unwarranted  subdivision  of  funds. 

Mr.  Campbell.  Well,  we  have  a  feeling  that  it  is  overdone  and  is 
a  very  almost  primitive  way  of  keeping  record  of  what  you  are  doing. 

I  think  perhaps  Mr.  Brasfield  might  wish  to  speak  of  a  particular 
case. 

Mr.  Brasfield.  The  essential  difference  in  the  goal  that  this  legisla¬ 
tion  seeks  is  that  the  allotment  control  and  the  control  of  new  money 
would  be  handled  by  those  folks  who  are  concerned  with  spending  new 
money. 

But  the  use  of  resources'  in  day-to-day  operations  would  fall  on  the 
manager  who  is  using  men  and  materials,  and  there  you  would  use 
cost  control  and  not  an  allotment  control. 

In  other  words,  he  is  not  the  one  who  uses  that  dollar  in  the  first 
instance  in  many  cases.  He  is  using  supplies  that  have  already  been 
bought,  that  are  already  in  possession  of  the  department  or  agency. 

In  the  case  of  manpower  and  salaries  paid  currently,  it  is  essentially 
the  same.  There  is  essentially  no  difference. 

But  as  would  be  used  in  business,  it  is  the  shop  foreman  or  the 
working  supervisor  who  is  charged  with  the  responsibility  of  getting 
efficiency  out  of  the  men  and  materials  that  he  uses  from  day  to  day. 

That  is  the  type  of  cost  control  that  this  bill  would  make  possible 
with  the  allotment  control  being  simplified  at  broader  levels  where  the 
contracts  are  entered  into  in  the  first  instance,  where  the  materials  are 
purchased  in  the  first  instance. 

It  would  offer  a  great  deal  of  opportunity  for  simplification  and 
actually  much  better  cost  control. 

Senator  Kennedy.  Would  you  give  the  subcommittee  a  practical 
example  of  the  present  system  and  the  system  which  would  be  in  effect 
under  this  bill  ? 

Mr.  Brasfield.  There  have  been  instances  and  which  are,  as  a  mat¬ 
ter  of  fact,  referred  to  in  the  Hoover  Commission  report  where  the 
subdivision  of  funds  are  so  great,  so  numerous  that  the  manager  be¬ 
comes  administrator  of  little  pots  of  money. 

Senator  Kennedy.  I  wonder  if  you  could  just  give  us  a  more  con¬ 
cise  and  working  example. 

Mr.  Brasfield.  Well,  I  think  probably  one  of  the  most  understand¬ 
able  examples  has  been  in  a  field  organization  where  the  commander 
or  the  head  of  the  field  office  is  given  his  money  in  a  number  of  differ¬ 
ent  allotments,  an  allotment  for  travel,  an  allotment — it  could  even  go 
so  far  as  for  long-distance  telephone  calls,  an  allotment  for  salaries  of 
people,  a  separate  allotment  for  overtime,  all  of  those  things.  He  has 
to  then  run  and  look  at  each  one ;  they  theoretically  even  go  look  to  see 
whether  he  can  make  a  long-distance  telephone  call,  go  look  at  his 
money  to  see  whether  or  not  he  has  enough  money  in  that  particular 
slot  to  make  a  long-distance  telephone  call,  as  opposed  to  being  put  in 
charge  of  the  operation  and  saying  now  you  line  up  your  budget  on  the 
basis  of  the  way  you  propose  to  conduct  this  operation. 

As  long  as  you  stay  within  that  budget  you  are  considered  within 
the  administrative  bounds  of  the  responsibilities  we  assign  to  you. 
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Senator  Kennedy.  So  that  instead  of  an  allotment  being  made  for 
all  long-distance  calls  all  over  the  country  at  all  bases  and  the  sep¬ 
arate  allotment  for  all  food  all  over  the  country  for  all  bases,  the  base 
would  be  given  a  total  budget  or  it  would  be  up  to  the  commanding 
officer  to  make  up  the  budget  for  the  whole  base  ? 

Mr.  Brasfield.  That  is  right. 

Senator  Kennedy.  That  would  make  the  problem  more  compli¬ 
cated  actually  from  the  point  of  view  of  the  central  authority.  It 
might  make  the  base  commander’s  problem  easier  but  from  the  point 
of  view  of  maintaining  control  over  the  expenditures,  you  would  have 
this  basic  problem  of  different  bases  in  different  areas  of  the  country 
with  different  costs. 

Would  it  really  make  the  problem  at  the  top  any  easier . 

Mr.  Brasfield.  It  would  be  simpler  in  this  respect,  that  the  appro¬ 
priation  is  not  splintered  and  fractured  into  those  elements.  _  _ 

It  is  now  administratively  divided  after  the  appropriation  is 
granted  on  a  broad  basis  by  the  Congress,  so  that  the  problem  is  one 
created  administratively  and  not  by  the  appropriation  structure  to 
begin  with. 

Senator  Kennedy.  Wait,  I  did  not  understand  that. 

Will  you  tell  me  again  now  ? 

Mr.  Brasfield.  Dividing  the  money  up  into  these  different  elements 
by  which  it  will  be  spent  is  an  administrative  decision  in  the  first 


instance 

Senator  Kennedy.  In  the  Department  of  Defense,  for  example? 

Mr.  Brasfield.  In  any  department. 

Senator  Kennedy.  When  the  Congress  appropriates  money  for 
the  management  of  this  base — in  the  last  analysis  that  may  be  what 
they  are  doing — then  you  mean  the  point  is  they  appropriate  for  the 
entire  base  or  at  least  the  Department  of  Defense  or  the  Bureau  of 
the  Budget  does  and  then  it  is  broken  up  along  the  line  into  the  var¬ 
ious  categories. 

Mr.  Brasfield.  Administrative  discretion  is  much  broader  than 


that.  . 

The  appropriation  by  the  Congress  would  be  m  such  broad  terms 
as  maintenance  and  operation  of  the  Army  or  the  Air  Force,  not  even 
by  a  single  base,  so  that  the  opportunities  for  simplification  in  the 
control  of  the  flow  of  new  dollars  is  an  administrative  problem  rather 
than  a  congressional  one,  so  that  the  extent  to  which  authority  is  dele¬ 
gated  and  the  manner  in  which  it  is  fractured  and  splintered  in  the 
delegation  is  an  administrative  problem,  and  that  is  why  this  legis¬ 
lation  states  it  in  terms  of  objectives,  that  the  objective  is  to  simplify 
that  and  give  the  manager  the  opportunity  to  control  through  costs 
rather  than  the  flow  of  new  dollars.  ,  . 

Senator  Cotton.  What  guide  does  the  Committee  on  Appropriations 
have  under  that  kind  of  system  in  making  the  overall  appropriation 
for  maintenance  and  operation  of  the  Army,  if  it  is  one  vast  lump  sum, 
without  knowing  how  it  is  going  to  be  divided  between  bases,  how  it 
is  going  to  be  divided  as  between  food  supplies  and  travel  and  telephone 
and  what  not  ? 

How  on  earth  can  the  Committee  on  Appropriations  have  any  idea 
of  what  the  Secretary  of  Defense  is  asking  for,  or  whether  it  is  reason¬ 
able  or  unreasonable  ? 
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Mr.  Campbell.  I  would  like  to  answer  that,  Senator,  by  saying  that 
in  the  justifications  the  agencies  will  describe  what  they  have  in  mind. 

Senator  Cotton.  In  the  justifications,  using  your  own  term,  they 
will  splinter  these  appropriations  to  a  certain  extent  in  justifying  their 
requests  ? 

But  after  they  have  gotten  a  lump  sum,  then  so  long  as  they  keep 
within  their  lump  sum,  they  can  juggle  it  about  to  suit  themselves  and 
between  bases  or  as  between  different  expenses;  is  that  right? 

Mr.  Campbell.  As  they  do  now. 

That  is  the  present  system. 

Senator  Cotton.  Just  one  thing  I  wanted  to  clear  my  mind  on  which 
I  think  is  the  real  core  of  this  thing. 

On  page  5  of  your  very  good  statement  you  say : 

Because  of  these  inherent  factors  in  the  operations  involved,  cost  budgets,  teamed 
with  appropriations  on  an  accrued  expenditure  basis,  would  require  a  type  of 
continuing  budget  presentation  that  would  bring  out  the  adequacy  of  management 
planning  or  the  lack  of  it  and  would  give  the  Congress  an  opportunity  to  have  a 
voice  in  setting  the  level  of  operations  from  year  to  year. 

Perhaps  this  is  not  a  good  example  but  it  is  one  that  keeps  clinging 
to  my  mind.  Take  the  carrier  we  were  talking  about  a  few  minutes 
ago  with  the  Bureau  of  the  Budget :  Suppose  that  Congress  appropri¬ 
ates  under  the  present  system,  $160  million  to  complete  a  carrier  in 
5  or  6  years,  and  suppose  at  the  end  of  2  years  when  a  portion  of  this 
money  has  been  spent  some  new  development  in  naval  warfare  which 
the  Secretary  in  the  Defense  Department  could  not  foresee  develops, 
which  makes  this  carrier  entirely  inappropriate  and  ineffective. 

They  have  to  change  the  engineering,  change  the  designing,  change 
the  planning,  perhaps  build  a  new  and  improved  type  that  costs  more. 

Under  the  present  system,  the  question  in  my  mind  is  what  happens  ? 

Does  the  Department  of  Defense  immediately  come  back  to  the 
Congress  and  tell  the  Congress  of  this  development  and  ask  for  a  new, 
extended,  overall  appropriation  to  carry  them  through,  or  does  it  go 
ahead  on  the  new  type  until  it  has  exhausted  the  $160  million,  and 
then  come  back  and  tell  what  happened  and  get  more? 

Which  happens  under  the  present  system  ? 

Mr.  Campbell.  Under  the  present  system  I  believe  the  agency 
would  go  forward  with  its  plan  of  revising  or  working  on  a  new  type 
of  product,  whatever  it  was. 

In  that  connection  I  heard  the  discussion  which  you  had  with  the 
Bureau  of  the  Budget,  and  I  think  it  might  be  pointed  out  all  our 
Government  contracts  usually  have  termination  and  cancellation  pro¬ 
visions. 

Senator  Cotton.  You  are  now  talking  about  the  effect  on  the  con¬ 
tractor  ? 

Mr.  Campbell.  Yes,  so  in  a  changeover,  as  far  as  the  contractor  is 
concerned,  he  is  covered  under  the  present  proposal  just  as  well  as  he 
is  covered  today. 

Senator  Cotton.  Right  now’,  sticking  to  this  point  of  mine,  under 
the  present  system  nobody  on  Capitol  Hill  would  know  until  the  $160 
million  was  spent  that  they  had  to  change  to  a  new  type  of  carrier  and 
that  the  project  had  to  be  changed.  Is  that  right  ? 

Mr.  Campbell.  I  think  they  might  not  know,  but  I  think,  depending 
on  the  magnitude  of  the  change,  certain  committees  might  be  well 
aware  of  the  revision  of  a  plan. 


282 


BUDGETING  AND  ACCOUNTING 


Senator  Cotton.  Now  suppose  that  it  was  the  fault  of  whoever  was 
in  charge  of  this  work  and  this  planning  in  the  Defense  Department. 

Of  course  this  is  purely  hypothetical;  I  am  not  reflecting  on  the 
Defense  Department  or  suggesting  that  that  would  be  the  case. 

Suppose  they  should  have  known  that  it  was  going  to  be  a  waste  to 
build  the  old  type  carrier  when  a  new  type  one  would  be  required  and 
it  was  their  mistake,  it  should  have  been  foreseen. 

Now  under  the  present  system  that  could  be  well  concealed.  Is  that 
right? 

Mr.  Campbell.  I  think  that  is  a  fair  statement. 

Senator  Cotton.  But  referring  to  your  statement  on  page  5,  if  the 
present  bill  is  passed,  they  would  immediately  have  to  come  up,  the 
Bureau  of  the  Budget,  perhaps  your  agency  and  certainly  the  com¬ 
mittees  of  Congress  would  immediately  have  to  be  notified  that  they 
had  gotten  off  on  the  wrong  foot  and  that  they  had  spent  money  in 
designing  and  planning  and  styling  and  obsolescent  or  obsolete  carrier ; 
is  that  right  ? 

Mr.  Campbell.  Precisely  correct. 

Senator  Cotton.  And  is  that  the  real  guts  of  what  this  bill  will  do 
in  permitting  the  President  and  the  Congress,  your  department  and 
the  Bureau  of  the  Budget,  to  keep  their  finger  at  all  times  more  com¬ 
pletely  on  what  is  going  on  and  whether  we  have  efficiency  or  ineffi- 
cency,  waste  in  various  agencies  ? 

Mr.  Campbell.  It  will  go  a  long  way  toward  curing  the  present 
problem. 

Senator  Cotton.  And  does  that  example  show  that  on  page  5  ? 

Mr.  Campbell.  Yes,  sir. 

Senator  Cotton.  You  were  saying  under  the  new  system  because 
of  cancellation  clauses  in  present  contracts  this  new  system  would  not 
make  more  insecure  or  uncertain  the  position  of  corporations  con¬ 
tracting  with  the  Government  ? 

Mr.  Campbell.  No,  Senator,  I  feel  very  strongly  about  that.  And 
you  may  recall  in  the  Hoover  Commission’s  report  of  June  1955  the 
members  making  up  that  task  force  were  men  almost  entirely  of 
industry.  They  were  Mr.  Dudley  Browne  of  Lockheed  Aircraft; 
Mr.  Humphreys,  chairman  of  the  board  of  United  States  Rubber  Co., 
and  Mr.  Christian  Jarcliow,  who  was  at  that  time  executive  vice  presi¬ 
dent  of  the  International  Harvester  Co.,  among  others,  and  there  was 
no  suggestion  from  them  that  this  would  in  any  wTay  make  them  timid 
about  engaging  in  Government  contracts. 

Senator  Cotton.  Just  one  more  question. 

You  heard  me  inquiring  of  the  Bureau  of  the  Budget  about  the 
time  that  it  would  take,  if  this  bill  becomes  the  law,  the  time  it  would 
take  to  really  get  into  operation  and  how  long  it  would  take  to  take 
up  the  slack  in  this  huge  sum  of  $48  billion  of  carryover  appro¬ 
priations. 

What  would  be  your  comment  as  to  how  long  it  would  take  to  actu¬ 
ally  get  this  system  into  operation,  and  what  would  happen  with  that 
large  sum  of  holdover  ? 

Mr.  Campbell.  As  I  see  your  question,  there  are  two  parts  to  it. 

First,  what  happens  to  the  unexpended  balances  with  which  we 
are  concerned. 

Senator  Cotton.  That  is  right. 
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Mr.  Campbell.  Well,  there  would  be  no  such  unexpended  balances, 
and  as  a  bureau  or  department  or  agency  or  whatever  the  size  may  be 
converted,  there  would  be  no  need  for  such  unexpended  balance. 

Senator  Cotton.  At  present  I  am  informed  there  is  some  $48  billion 
unexpended  balances  in  the  Government  being  carried  over. 

Now  the  passage  of  this  bill  is  not  going  to  cancel  them  ? 

Mr.  Campbell.  The  passage  of  the  bill  will  not;  that  is  true. 

Senator  Cotton.  You  will  only  cancel  them  piecemeal  as  you  put 
into  practice  on  the  new  bookkeeping  basis  department  by  department 
and  agency  by  agency  ? 

Then  as  you  put  each  agency  under  this  system,  then  whatever  carry¬ 
over,  unexpended  balance  they  have  then  is  canceled  ? 

Mr.  Campbell.  Reverts  to  the  Treasury. 

Senator  Cotton.  That  is  right? 

Mr.  Campbell.  That  is  right. 

Senator  Cotton.  How  long  in  your  opinion  would  it  take,  acting 
in  that  way  and  applying  it  piecemeal,  to  cancel  all  of  the  unexpended 
balances  being  carried  over  ? 

Mr.  Campbell.  Mr.  Brasfield  has  given  this  problem  considerable 
thought,  and  perhaps  he  might  answer  your  question  fully. 

Mr.  Brasfield.  It  would  seem  to  us  that  those  agencies  that  are 
already  well  on  the  way  in  having  an  accrual  accounting  system  and 
a  good'  basis  for  their  costs,  the  conversion  of  those  could  start  perhaps 
in  the  next  year,  the  following  year,  and  something  like  5  years  as  a 
goal  to  bring  them  all  into  shape  where  they  are  ready  for  conversion 
would  seem  reasonable  to  us. 

Senator  Cotton.  When  you  say  all,  do  you  mean  those  that  have 
started  ? 

Mr.  Brasfield.  No,  I  would  convert  them  as  they  are  ready.  There 
is  no  reason  why  those  that  are  ready  cannot  be  converted  just  as  fast 
as  the  Congress  desires  to  do  so. 

For  example,  such  as  the  Atomic  Energy  Commission  that  already 
has  its  operations  on  a  cost  budget,  its  construction  budget  could  be  put 
on  a  cost  basis. 

I  am  sure  that  they  have  the  costs  that  are  necessary  to  do  it. 

The  same  tiling  would  be  true  in  a  number  of  other  agencies. 

In  other  words,  the  greater  portion  of  this  it  would  seem  reasonable 
to  us  to  set  a  goal  of  5  years  to  get  it  done. 

Senator  Cotton.  Let’s  take  the  biggest  one  of  them  all,  and  I  don  t 
mean  to  keep  appearing  to  pick  on  the  Defense  Department,  but  that 
is  the  big  one. 

What  is  going  to  happen  there  and  how  long  would  it  take  ? 

Mr.  Brasfield.  They  have  done  a  great  deal  of  work  already  in 
setting  up  their  inventories  under  dollar  control,  which  would  be  a 
necessary  groundwork.  . 

Perhaps  their  most  difficult  problem  would  be  to  work  out  their 
problems  in  programing,  to  see  that  they  have  the  type  of  firm  pro¬ 
graming  that  would  lend  itself  to  a  cost  basis  of  accounting  in  the  fol- 
lowthrough  that  this  legislation  contemplates. 

Now  that  again  would  have  to  be  applied  to  each  specific  area  of 
procurement,  maintenance  and  operation  research. 

The  5  years  it  seems  to  us  would  be  a  reasonable  target,  and  obvious¬ 
ly  Defense  would  be  the  last  one  probably  to  be  entirely  completed. 
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Senator  Cotton.  You  think  in  5  years  you  would  have  the  whole 
Government  under  this  new  system,  and  your  agency,  the  Bureau  of 
the  Budget  and  the  committees  of  the  Congress  would  then  have  this 
added  information  and  added  control  fully  in  gear  you  think  in  about 
5  years  ? 

Mr.  Brasfield.  We  think  that  is  a  reasonable  target  to  set  as  an 
objective. 

Senator  Cotton.  Thank  you. 

Senator  Kennedy.  Senator  Martin  ? 

Senator  Martin.  Your  statement  on  page  9  reads : 

The  value  and  utility  of  cost-based  budgets  are  certainly  not  dependent  upon 
the  application  of  depreciation  concepts  to  military  hardware. 

By  that  do  you  mean  we  would  have  to  go  on  ignoring  the  applica¬ 
tion  of  depreciation  of  military  hardware? 

Am  I  clear  on  that  approach.,  or  would  you  struggle  with  it  ? 

Mr.  Campbell.  Senator,  I  think  we  would  have  to  take  each  problem 
as  it  came  to  us  and  decide  to  what  extent  the  agency  would  have  to 
maintain  property  records  for  depreciation  purposes. 

The  property  records  are  there  but  whether  or  not  a  battleship  would 
be  depreciated  would  have  to  depend  on  consideration  at  that  time. 

My  point  in  mentioning  this  was  to  get  across  that  we  have  no  idea 
of  setting  up  a  vast  depreciation  computation  system  which  would  be 
of  no  value,  because  it  would  not  help  you  in  any  way  in  attempting 
to  follow  a  program  in,  say,  Interior  or  Defense  or  another  agency. 

Senator  Martin.  You  would  not  attempt  to  draw  any  line  as  to 
how  far  we  should  expect  to  go  in  applying  depreciation  ? 

Mr.  Campbell.  I  don’t  think  that  we  could  right  now.  I  think 
that  we  would  have  to  face  the  problem  as  we  come  to  it  in  each  bureau 
in  each  part  of  the  Government. 

Senator  Martin.  Apparently  we  don’t  want  to  expect  too  much. 

Mr.  Campbell.  We  don’t  want  to  expect  too  much  and  I  don’t 
think  that  you  should  say  that  we  want  all  property  records  set  up 
for  the  Government  and  that  we  want  depreciation  computed  precisely 
on  all  property  in  the  Government  because  I  think  the  cost  of  doing 
that  kind  of  a  job  in  some  cases  might  be  so  expensive,  it  would  not 
be  worth  it  to  you. 

Senator  Martin.  If  you  don’t  expect  too  much  on  that  point,  I  am 
sure  we  won’t  insist  on  your  going  too  far. 

Mr.  Campbell.  We  have  no  idea  of  that. 

Senator  Martin.  Now  there  is  one  point  listed  in  the  purposes  of 
this  bill,  that  the  remaining  balances  be  transferred  to  a  single  account 
at  the  end  of  each  fiscal  year. 

That  is  one  of  the  purposes  of  the  pending  bill,  but  I  am  not  quite 
clear  as  to  the  application  of  that,  whether  that  is  to  blend  them  to¬ 
gether  in,  say,  the  Defense  Department  as  one  whole,  or  does  it  intend 
to  go  beyond  that  ? 

Mr.  Campbell.  Senator  Martin,  Mr.  Keller  handles  that  sort  of 
thing  in  my  office. 

Senator  Martin.  I  am  just  asking  for  information. 

Mr.  Campbell.  That  is  rather  a  legal  question,  and  I  would  rather 
have  him  answer  it. 

Mr.  Keller.  Senator,  what  is  contemplated  by  that  section,  is 
that  the  remaining  balance  of  the  appropriation  which  would  be 
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needed  to  take  care  of  goods  delivered  in  the  budget  year  but  not  paid 
for  would  be  carried  forward  into  the  new  appropriation,  but  not  tne 

entire  unspent  balance.  •  i 

Senator  Martin.  The  remaining  balance  is  transferred  to  a  single 

aCThe  excess  appropriations  would  lapse.  And  the  remaining  bal¬ 
ances  are  to  be  transferred  to  a  single  account  at  the  end  of  each  hscai 

year  in  each  department  or  each  agency  ? 

Mr.  Keller.  That  is  right.  They  would  follow  the  general  appro¬ 
priation  structure ;  yes,  sir.  „  ^  ,  11 

Senator  Martin.  And  the  Department  of  Defense,  you  would 

expect  that  to  be  in  one  ?  . 

Mr.  Keller.  No,  sir;  that  would  have  to  be  broken  down. 

Senator  Martin.  The  Defense  Department  would  have  to  be  broken 
down  into  smaller  categories  ? 

Mr.  Keller.  Yes,  sir ;  considerably.  ...  ... 

Mr.  Brasfield.  I  think  generally  speaking  it  would  be  this,  that 
you  would  carry  over  into  the  current  appropriation  the  amount 
required  to  pay  the  accounts  payable  at  the  end  of  the  year,  and  that 
it  would  be  logical  to  do  that  within  each  appiopiiation.  _ 

In  other  words,  the  current  appropriation  would  have  in  it  tne 
money  you  are  going  to  spend  this  year  and  the  amount  tor  the 
accounts  payable  for  goods  delivered  and  services  that  had  been 
rendered  before  the  end  of  the  prior  year,  but  had  not  actually  been 
paid  for,  so  it  would  be  a  relatively  small  amount  as  compared  with 
present  type  of  carrvover  balance  even  of  the  obligated  balance,  be¬ 
cause  it  would  only  be  where  the  services  had  been  rendered  or  the 
goods  had  been  received,  but  the  invoice  had  not  been  received  and 

the  payment  had  not  been  made.  .  ,  -r.  , 

Senator  Martin.  I  suppose  it  is  the  size  of  the  Defense  Department 
budget  and  program  that  would  give  us  the  principal  test  ol  the  prac¬ 
tical  application  of  all  these  rules  or  suggested  improvements. 

The  Defense  Department  would  certainly  test  us  to  the  limit  on  the 

application  of  the  entire  program.  -  , 

How  complete  is  our  present  accounting  system  for  the  Defense 
Department?  Do  we  have  a  very  complete  picture  m  terms  ot  what 
we  are  picturing  in  this  bill,  or  does  this  call  for  some  far-reaching 

changes  in  their  accounting  ?  .  .  . 

Mil  Brasfield.  It  would  be  difficult  to  give  any  categorical  answer 
to  that  They  have  made  great  strides  in  setting  up  their  inventories, 
which  is  essential  for  this  purpose.  There  is  a  great  deal  to  be  done 
yet  in  setting  up  properties.  With  those  two  foundations  laid,  the 
problem  in  Defense  would  not  be  far  different  than  anywhere  else.  In 
other  words,  their  spending  of  money  for  procurement,  for  salaries, 
military  pay,  the  pay  part  of  it  would  not  be  substantially  differen  . 

It  is  in  the  procurement  area  where  this  would  apply  particularly, 
and  to  the  extent  they  have  their  inventories  already  set  up,  dollarwise, 
they  would  be  ready  for  it.  To  the  extent  those  inventories  are  not 

under  control,  they  would  have  to  do  additional  work. 

Now  they  have  also  in  some  of  their  industrial  installations  capital¬ 
ized  the  equipment  and  have  the  data  to  capitalize  the  property,  and 
that  would  all  be  a  significant  step  forward  m  laying  the  foundation 

for  this. 
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Senator  Martin.  I  have  in  mind  that  the  Defense  Department  has 
made  some  tremendous  strides  forward  in  their  fiscal  accounting. 
There  is  nothing  in  this  bill  that  will  disrupt  the  system  very  much 
from  what  they  are  now  trying  to  do  ? 

Mr.  Brasfield.  In  our  opinion  it  would  give  them  the  opportunity 
to  integrate  the  improvements  they  have  made  in  a  tighter,  closer  knit 
accounting  system. 

Senator  Martin.  For  one  I  don’t  want  to  bog  down  the  Defense 
Department  by  any  radical  change  in  accounting,  and  yet  I  want  effi¬ 
ciency  and  further  improvement  everywhere  we  can  get  it.  Defense 
is  one  place  where  I  don’t  want  us  to  go  so  far  in  our  reform  that  we 
forget  the  main  objective  of  Defense. 

Mr.  Campbell.  Senator  Martin,  our  feeling  in  this  is  that  it  is  going 
to  be  a  great  help  to  the  agencies. 

We  have  no  desire  to  suggest  efficiency  for  efficiency’s  sake  or  any- 
think  like  that,  but  we  are  attempting  to  propose  from  our  point  of 
view  an  improvement  which  I  think  will  be  appreciated  in  time. 

Senator  Martin.  I  have  had  no  complaint  from  them  at  all  and  I 
believe  they  are  coming  up  as  a  witness  later  in  these  hearings. 

I  need  a  very  real  review  of  Defense  accounting  because  I  have  not 
been  on  that  committee  for  10  years  and  a  lot  has  happened  in  that 
period. 

I  just  don’t  want  to  disrupt  some  of  the  tremendous  changes  that  are 
taking  place  in  the  field  of  Defense  in  any  way.  I  want  to  listen  to 
Defense  witnesses  very  carefully.  I  understand  they  are  very  much  in 
accord  with  the  general  approach  here,  but  I  want  to  know  whether 
we  have  anything  here  that  should  be  watched  and  that  we  not  exact 
something  from  them  that  may  impede  the  efficiency  of  Defense 
rather  than  help.  That  is  all. 

Senator  Kennedy.  I  understand  this  sample  is  how  the  new  budget 
would  look  under  the  new  system  that  would  be  put  into  effect,  is  that 
right? 

Mr.  Brasfield.  That  is  an  illustration  worked  up  for  your  staff. 

Senator  Kennedy.  I  would  like  to  have  this  placed  in  the  record 
at  this  point. 
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(The  document  is  as  follows:) 


Construction  and  rehabilitation,  Bureau  of  Reclamation  ( partial  presentation, 

covering  region  1 ) 


Costs  in  place 

Total 

estimate 

To  June 
30,  1954 

1955 

actual 

1956 

estimate 

1957 

estimate 

Cost  re¬ 
quired  to 
complete 

13.  Michaud  Flats  project,  Idaho - 

14.  Minidoka  project,  North  side 

$4, 877,  700 

10, 514,000 
67,  700, 000 

14, 543, 000 

19, 932, 000 

4, 757, 200 

753, 362, 000 

13, 636, 700 

22, 092,  431 
150, 180, 522 

6, 409, 397 

$129, 800 

1, 962, 459 
29, 042, 319 

12, 172,  953 

436, 341 

40, 000 

466, 064, 000 

4,  555, 429 

18, 351, 176 
148,  653,  235 

573, 526 

$43, 400 

1,605, 354 
12, 413, 027 

163, 849 

85,  596 

50,000 

12, 175, 454 

4,  562, 992 

18, 363 
1,  286, 927 

119, 535 

$507, 000 

2, 557, 371 
12, 100,  500 

278, 613 

150,000 

300, 300 

13,  699, 000 

3, 178, 501 

472, 161 
240, 360 

829, 368 

$2, 472, 000 

2, 771, 113 
6, 317,  939 

1,035,000 

2, 335, 000 

1,831,300 

13, 698, 000 

1, 339,  778 

1, 719,000 

$1,  725, 500 

1, 617, 703 
7, 826,  215 

892,  585 

16, 925, 063 

2,  535, 600 

247,  725,  546 

20.  Deschutes  project,  North  unit, 

21.  Rogue  River  project,  Talent 

24.  Chief  Joseph  Dam  project,  Foster 

Creek  division,  Washington — 

25.  Columbia  Basin  project,  Wash- 

26.  Yakima  project,  Kennewick  divi- 

1,  531,  731 

27.  Yakima  project,  Roza  division, 

30.  Drainage  and  minor  construction. 

31.  Rehabilitation  and  betterment  of 

1, 406, 468 

3, 480,  500 

Total  costs  in  place. . 

1, 068, 004, 950 

681, 981, 238 

32,  524,  497 

34, 313, 174 

34, 925,  598 

284,  260, 443 

Increase  or  decrease  (— )  in  resources: 

-26,  997 

-504,  240 

388, 908 

Equipment  and  service  facilities 
(less  depreciation  charged,  to 

Property  transferred  to  other  activi- 

Accrued  expenditures  (appro- 

34, 783, 269 

Available  resources 


Stores 

inventories 

Equipment 
and  service 
facilities 1 

$1,418,  777 

$3,  677, 343 

1, 052, 070 

3, 051, 481 

583, 213 

2,  573, 574 

556, 216 

2, 069, 334 

Equipment  and  service  facilities  are  stated  at  cost  less  depreciation. 
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Palisades  project,  Idaho 


Allocation  of  total  estimated  costs : 


Reimbursable  costs : 

Irrigation : 

By  water  users _  $9,  300, 000 

By  power  revenues _  9,  290,  200 


Subtotal,  irrigation - 

Power  _ 

Total,  reimbursable  costs. 
Nonreimbursable  costs : 

Flood  control - 

Fish  and  wildlife  and  recreation 


18,  590,  200 
25,  783,  800 

_ $44,  374,  000 

22,  733,  000 
593,  000 


Total,  nonreimbursable  costs. 


23, 326,  000 


Total  estimated  costs -  b7,  7UU,  uw 

Senator  Kennedy.  As  I  understand  it,  you  are  familiar  with  this 
sample  ? 

Mr.  Brasfield.  I  am  generally. 

Senator  Kennedy.  Under  the  present  system  we  would  only  have 
three  columns,  is  that  right  ? 

We  would  have  1956  estimate  and  1957  estimate,  is  that  correct . 

Mr.  Brasfield.  Ordinarily  there  are  2  years  actual  in  the  estimate,  1 
year  fully  actual,  1  year  partially  completed,  and  then  the  budget  year, 
that  is  right. 

Senator  Kennedy.  So  that  now  what  we  would  have,  first  we  would 
have  that  total  estimate,  which  we  do  not  have  now  ? 

Mr.  Brasfieid.  That  is  right. 

Senator  Kennedy.  Then  we  would  have  to  judge  1954. 

That  is  the  amount  expended.  Would  we  have  that  under  the 
present  system  ? 

Mr.  Brasfield.  Not  under  the  present  system  in  the  budget  docu¬ 
ment  itself. 

Senator  Kennedy.  1955  actual  we  would  not  have  either,  would  we? 

Mr.  Brasfield.  You  would  have  it  on  an  obligation  basis  rather 
than  cost. 

Senator  Kennedy.  And  would  we  have  the  1956  estimate? 

Mr.  Brasfield.  That  is  right,  in  the  1957  budget. 

Senator  Kennedy.  Would  we  have  the  cost  required  to  complete 
the  program  ? 

Mr.  Brasfield.  We  would  not  have  that. 

Senator  Kennedy.  You  could  figure  that  without  any  trouble  ? 

Mr.  Brasfield.  It  would  be  particularly  applicable  to  this  type  of 
illustration  where  it  is  a  long-term  program. 

Senator  Kennedy.  Now,  on  page  2,  this  business  of  stores  inven¬ 
tories,  equipment,  and  service  facilities,  would  that  be  available? 

Mr.  Brasfield.  It  would  be  available,  but  it  is  not  reflected  in  the 
budget  document  in  the  way  proposed  here. 

Senator  Kennedy.  And  this  example  of  the  Palisades  project,  all 
those  figures,  I  suppose  they  could  be  available  under  the  present 
system,  but  it  would  require  special  accounting  to  do  it  ? 

Mr.  Brasfield.  No;  this  is  an  illustration  of  accounting  that  is 
already  in  place  in  the  Bureau  of  Reclamation.  It  is  now  included  in 
the  justifications  rather  than  being  in  the  budget  itself. 

Senator  Kennedy.  What  would  be  the  change  ? 

Mr.  Brasfield.  The  difference  would  be  the  basis  on  which  the 
request  for  appropriation  is  presented,  i.  e,,  accrued  expenditures  as 


290 


BUDGETING  AND  ACCOUNTING 


opposed  to  obligations,  the  data  on  accrued  expenditures  would  tie 
right  in  to  the  cost  data  shown  in  this  schedule. 

Senator  Kennedy.  That  is  fine. 

We  want  to  thank  you  very  much,  Mr.  Campbell. 

I  hope  it  will  be  possible,  perhaps,  for  at  least  a  representative  of 
your  agency  as  well  as  the  Bureau  of  the  Budget  to  be  here  on 
Wednesday  when  the  Defense  Department  testifies.  We  want  to 
thank  you  very  much. 

We  appreciate  also  the  presence  of  Mr.  Keller  and  Mr.  Brasfield. 

The  next  witness  will  be  Mr.  William  T.  Heffelfinger,  Fiscal 
Assistant  Secretary  of  the  Department  of  the  Treasury. 


STATEMENT  OF  WILLIAM  T.  HEFFELFINGER,  FISCAL  ASSISTANT 
SECRETARY,  DEPARTMENT  OF  THE  TREASURY 


Mr.  Heffelfinger.  Good  morning,  Mr.  Chairman. 

I  am  here  on  behalf  of  Secretary  Humphrey.  I  am  William 
Heffelfinger,  Fiscal  Assistant  Secretary. 

I  have  here  a  letter  from  Secretary  Humphrey  to  the  chairman  of 
the  subcommittee,  which  I  would  like  to  read  for  the  record. 

Senator  Kennedy.  Will  you  proceed  ? 

Mr.  Heffelfinger.  The  letter  is  dated  June  1  and  is  addressed : 


Dear  Senator  Kennedy:  Previous  engagements  prevent  my  appearance  at 
the  hearings  on  June  4  before  your  subcommittee  on  S.  3897,  a  bill  to  improve 
Government  budgeting  and  accounting  methods  and  procedures.  However,  the 
views  of  the  Treasury  in  support  of  this  bill  (committee  print),  which  would 
give  effect  to  certain  recommendations  contained  in  the  Report  on  Budgeting  and 
Accounting  of  the  Commission  on  Organization  of  the  Executive  Branch  of  the 
Government,  were  furnished  to  you  by  Acting  Secretary  Burgess  in  his  letter  of 
May  28. 

The  Fiscal  Assistant  Secretary  will  be  available  at  the  hearings  to  furnish 
any  information  you  desire  concerning  Treasury  activities  affected  by  the  bill. 

I  would  like  to  take  this  opportunity  to  say  that  I  support  completely  the 
objectives  of  the  Hoover  Commission  recommendations  on  budgeting  and  account¬ 
ing.  The  bill,  S.  3897,  will  provide  the  legislative  authority  to  enable  the  execu¬ 
tive  agencies  to  move  forward  in  a  vigorous  program  to  improve  our  budgetary 
and  accounting  process.  This  will  be  a  big  task  and  one  that  cannot  be  accom¬ 
plished  in  a  short  time. 

With  support  from  the  Congress,  the  ultimate  economies  and  increased  effi¬ 
ciency  in  operations  that  these  improvements  will  produce,  I  am  sure,  will  amply 
justify  all  of  our  efforts. 

I  commend  the  work  which  your  subcommittee  has  done  in  this  area. 

Sincerely  yours, 


G.  M.  Humphrey, 
Secretary  of  the  Treasury. 


Senator  Kennedy.  Thank  you. 

Do  you  have  any  additional  statement  ? 

Mr.  Heffelfinger.  I  have  no  additional  comment,  sir. 

Senator  Kennedy.  Senator  Martin  ? 

Senator  Martin.  No  questions. 

Senator  Kennedy.  As  I  understand  it,  the  Treasury  is  supporting 
this  bill,  sir  ? 

Mr.  Heffelfinger.  We  are  supporting  it  completely. 

Senator  Kennedy.  Thank  you  very  much. 

Mr.  Heffelfinger.  Thank  you,  sir. 

Senator  Kennedy.  Thank  you,  gentlemen. 

The  committee  will  recess  until  tomorrow. 

(Whereupon,  at  11:  45  a.  m.,  the  committee  was  recessed,  to  recon¬ 
vene  at  10  a.  m.  Tuesday,  June  5, 1956.) 
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TUESDAY,  JUNE  5,  1956 

United  States  Senate, 

Subcommittee  on  Reorganization  of  the 

Committee  on  Government  Operations, 

W ashington,  D.  0. 

The  subcommittee  met,  pursuant  to  recess,  at  10  a.  m.,  in  room  457 
Senate  Office  Building,  Senator  John  F.  Kennedy  (chairman  of  the 
subcommittee)  presiding. 

Present:  Senator  John  F.  Kennedy,  Democrat,  Massachusetts;  Sen¬ 
ator  Norris  Cotton,  Republican,  New  Hampshire;  and  Senator 
Thomas  E.  Martin,  Republican,  Iowa. 

Also  present :  Miles  Scull,  Jr.,  professional  staff  member;  Glenn  K. 
Shriver,  professional  staff  member;  and  Mrs.  Kathryn  M.  Keeney, 
clerical  assistant. 

Senator  Kennedy.  The  subcommittee  will  come  to  order. 

Hearings  will  be  resumed  this  morning  upon  S.  3897,  which  revises 
the  Government’s  budgeting,  accounting,  and  appropriations  proce¬ 
dures.  .  . 

Witnesses  who  testified  yesterday,  in  addition  to  Senators  I  ayne, 
Barrett,  and  Bennett,  all  cosponsors  of  S.  3897,  included  the  Director 
of  the  Budget,  the  Comptroller  General  of  the  United  States,  and  a 
representative  of  the  Secretary  of  the  Treasury,  all  of  whom  endorsed 
the  bill. 

The  first  witness  today  will  be  Dr.  Robert  N.  Anthony,  associate 
professor,  Harvard  Graduate  School  of  Business  Administration, 
Harvard  University,  Cambridge,  Mass.  _  . 

Dr.  Anthony  is  a  member  of  the  American  Accounting  Association, 
tli  American  Statistical  Association,  and  the  National  Association  of 
Cost  Accountants.  He  has  served  also  as  a  consultant  to  the  Secretary 
of  Defense  on  budgeting,  accounting  and  financial  management. 

Dr.  Anthony,  will  you  come  forward?  We  are  very  glad  to  have 
you  here.  You  may  proceed  in  any  way  that  is  satisfactory  to  you. 

STATEMENT  OF  DR.  ROBERT  N.  ANTHONY,  ASSOCIATE  PROFESSOR, 

HARVARD  GRADUATE  SCHOOL  OF  BUSINESS  ADMINISTRATION, 

HARVARD  UNIVERSITY 

Dr.  Anthony.  If  you  would  like  I  would  read  this  statement  and 
you  may  feel  free  to  break  in  at  any  time  you  wish. 

Senator  Kennedy.  Fine. 

Dr.  Anthony.  My  experience  in  the  Government  has  been  prima¬ 
rily  in  the  military  organizations  and  therefore  what  I  will  say  today 
relates  primarily  to  the  Military  Establishment. 
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In  discussing  the  problem  of  controlling  any  organization — business 
or  governmental — it  is  useful  to  consider  separately  two  categories  of 
spending:  (1)  Capital  expenditures,  and  (2)  operating  expenses. 

The  planning  and  control  problems  associated  with  each  of  these  two 
categories  are  quite  different  from  one  another,  and  different  tech¬ 
niques  are  required  for  their  solution. 

Capital  expenditures  relate  to  what  the  Hoover  Commission  calls 
long  lead  time  items,  such  as  tanks,  ships,  aircraft,  land,  and  buildings. 
Although  some  people  apparently  believe  that  S.  3897  will  result  in 
a  fundamental  change  in  congressional  control  over  capital  expendi¬ 
tures,  I  personally  do  not  expect  that  the  bill  will,  as  a  practical 
matter,  result  in  any  significant  change.  Control  over  capital  expendi¬ 
tures  involves  two  principal  steps :  ( 1 )  Approval  of  the  proposed  pro¬ 
gram  and  of  its  total  estimated  cost,  and  (2)  interim  checkups  on 
spending  during  the  progress  of  the  work.  Both  these  steps  can  be 
accomplished,  I  think,  within  the  framework  either  of  existing  legis¬ 
lation  or  of  S.  3897. 

With  respect  to  the  operating  expense  area,  I  think  the  bill  repre¬ 
sents  another  significant  forward  step  in  the  evolution  of  govern¬ 
mental  budgeting,  accounting,  and  control  practices.  For  the  first 
time  it  will  be  possible  for  the  Government  to  build  an  integrated 
budgeting,  accounting,  and  control  mechanism  that  corresponds  to 
the  system  that  private  business  has  found  to  be  so  useful. 

At  this  point,  it  may  be  well  to  consider  the  extent  to  which  the 
experience  of  business  is  applicable  to  problems  of  Government. 

The  statement  is  often  made  that  since  the  powerful  stimulus  of 
the  profit  motive  under  which  business  operates  is  not  present  in 
the  Government,  financial  control  in  Government  must  necessarily 
be  different  from  (and,  by  implication,  inferior  to)  financial  control 
in  business.  To  me,  this  difference  is  not  as  important  as  it  is  some¬ 
times  made  out  to  be.  It  is  a  fact  that  an  important  overall  objective 
of  a  business  is  to  make  a  profit,  but  it  is  also  a  fact  that  in  a  large 
business  only  the  top  management,  or  the  management  of  an  inde¬ 
pendent  division,  can  view  its  work  in  terms  of  this  overall  objective. 

Most  of  the  operating  people  must  have  narrower  objectives.  The 
sales  people  seek  such  objectives  as  volume,  a  satisfactory  margin, 
and  control  over  selling  costs.  The  manufacturing  people  are  in¬ 
terested  in  such  things  as  product  quality,  spoilage,  and  production 
costs. 

Research,  maintenance,  personnel,  finance,  and  other  staff  units 
each  have  their  own  job  to  do.  Profit  results  from  the  combined  efforts 
of  all  these  separate  groups,  and  cannot  be  related  directly  to  any  one 
of  them.  Furthermore,  within  the  major  groups,  there  are  many 
subunits,  each  with  a  supervisor  who  is  responsible  for  doing  the 
best  job  he  can  in  his  own  limited  area.  These  areas  are  far  removed 
from  the  overall  profit  figure  that  appears  as  the  last  item  on  the 
income  statement. 

No  control  system  can  include  all,  or  even  necessarily  the  most  im¬ 
portant,  aspects  of  the  performance  of  the  heads  of  these  operating 
units.  Matters  such  as  morale,  the  quality  of  the  product,  the  develop¬ 
ment  of  new  leaders,  or  customer  satisfaction,  are  not  easily  reducible 
to  quantitative  terms.  But  to  the  extent  that  cost  incurred  is  a  factor 
in  appraising  performance,  business  has  found  it  valuable  to  prepare 
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budgets  that  describe  the  spending  objectives  of  each  of  these  operat¬ 
ing  units,  or  responsibility  centers  as  they  are  called,  and  to  compare 
actual  spending  with  these  budgets. 

I  think  that  the  situation  in  Government  is  similar  in  many  im¬ 
portant  respects.  The  objectives  of  the  various  operating  agencies 
and  the  money  that  can  be  spent  for  achieving  these  objectives,  are 
prescribed  by  the  Congress.  The  President  and  top  management 
of  the  agencies  have  an  overall  responsibility  for  the  way  in  which 
this  money  is  spent,  but  basic  control  over  spending  is  achieved  pri¬ 
marily  at  the  operating  level,  that  is,  at  wings,  bases,  ships,  field  in¬ 
stallations,  and  other  units  that  correspond  to  the  responsibility  cen¬ 
ters  in  business.  . 

The  problem  of  control  is  undoubtedly  more  difficult  m  Govern¬ 
ment  than  in  business  because  in  most  areas  the  Government  has  no 
competitior  whose  performance  can  be  used  as  a  standard  of  com 

parison.  . 

Furthermore,  the  end  product  of  Government  work  is  usually  in¬ 
tangible  (a  service  rendered  the  public,  or  “readiness  to  defend  against 
an  aggressor”)  which  is  more  difficult  to  measure  than  a  tangible 
manufactured  product.  Despite  these  differences,  the  control  prob¬ 
lem  in  both  organizations  is  basically  similar. 

Both  Government  and  business  organizations  consist  of  people  who 
have  a  job  to  do,  and  the  control  problem  is  to  motivate  these  people 
to  do  their  job  as  efficiently  and  economically  as  possible. 

In  business,  the  cost  figures  used  for  controlling  a  responsibility 
center  are  the  cost  of  resources  consumed  by  the  responsibility  center 
and  controllable  by  the  head  thereof.  The  budgets  for  individual 
units  are  expressed  in  such  terms,  and  these  individual  budgets  are 

combined  into  an  overall  budget  for  the  company. 

In  the  Government,  on  the  other  hand,  budgeting  and  congressional 
control  over  spending  is  focused  on  obligations.  The  word  “obliga¬ 
tions”  in  the  Government  corresponds  approximately  to  purchase 
orders  or  contracts  placed  as  these  terms  are  used  in  private  business. 
The  Government  concept  of  “obligation  control”  differs  from  the 
business  concept  of  “cost  control”  as  to  both  time  and  place. 

The  difference  in  timing  is,  obviously,  that  many  of  the  obligations 
in  1  year  represent  purchases  of  goods  that  will  be  consumed  in  the 
next  year,  or  even  2  or  3  years  later. 

In  other  words,  the  obligations  of  1  year  are  not  necessarily  related 
to  the  work  done  to  carry  out  the  programs  authorized  for  that  year. 

The  difference  in  place  arises  because,  by  and  large,  the  people  who 
are  responsible  for  procurement  are  not  the  people  who  are  responsible 
for  carrying  out  the  programs  for  which  the  items  will  be  procured. 

Air  Materiel  Command,  for  example,  purchases  most  of  the  materiel 
for  the  Air  Force,  but  the  actual  consumption  of  this  materiel  is  the 
responsibility  of  bases  and  wings  operated  by  Strategic  Air  Command, 
Air  Defense  Command,  and  other  operating  units  of  the  Air  Force. 

Incidentally,  the  last  figure  I  heard  is  that  approximately  15  percent 
of  the  costs  of  an  Air  Force  wing  arise  from  funds  allotted  to  the  wing ; 
the  other  85  percent  represent  resources  obligated  by  someone  outside 
the  wing  organization. 

Thus,  when  the  Congress  specifies  amounts  that  can  be  obligated  m 
a  given  fiscal  year,  it  is  not,  except  indirectly,  specifying  amounts  that 
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can  be  consumed  in  that  year,  nor  is  it  specifying  the  operating  units 
that  are  responsible  for  consumption.  The  notion  of  “obligations” 
is  so  far  removed,  in  time  and  place,  from  actual  consumption  that 
obligations  are  not  even  recorded  on  the  formal  accounting  records  of 
private  business,  and  they  generally  are  a  relatively  insignificant  part 
of  a  business’  control  system. 

Because  of  the  limitations  of  a  system  based  on  obligations,  Govern¬ 
ment  operating  agencies  have  devised  accounting  systems  for  man¬ 
agement  use  that  focus  on  the  control  of  spending  at  the  operating 
level.  These  systems  are  useful ;  but  since  they  are  necessarily  either 
divorced  from  or  only  loosely  related  to  the  appropriation  accounting 
system,  they  lead  to  a  dual  control  structure. 

Any  attempt  to  control  the  same  activity  with  two  separate  systems 
is  likely  to  result  in  confusion  and  frustration.  Furthermore,  a  man¬ 
agement  control  system  that  is  divorced  from  congressional  appro¬ 
priation  loses  the  powerful  motivating  force  that  almost  automatically 
accompanies  a  system  that  is  tied  to  control  of  the  purse  strings. 

S.  3897  shifts  the  focus  of  congressional  appropriations  away  from 
the  obligation  basis  and  onto  an  accrued  expenditure  basis;  that  is, 
it  is  proposed  that  appropriations  will  specifiy  limits  on  the  goods  and 
services  that  are  received  during  a  fiscal  year. 

It  does  not  relate  appropriations  directly  to  consumption  in  a  given 
year,  but  it  goes  far  enough  so  that  a  reconciliation  is  entirely  feasible. 
For  operating  items,  as  distinguished  from  capital  expenditures,  the 
difference  between  receipts  and  consumption  is  precisely  measured  by 
changes  in  working  capital,  primarily  by  changes  in  inventory. 

If  consumption  exceeds  receipts  during  a  given  year,  this  means  that 
the  agency  has  dipped  into  its  inventory ;  and  if  receipts  exceed  con¬ 
sumption,  this  means  that  inventory  has  been  built  up. 

It  follows  that  the  “cost-based  budgets”  described  in  the  bill  will 
differ  from  the  amount  of  funds  that  the  agency  requires  only  to  the 
extent  that  variation  in  inventory  and  other  working  capital  items 
are  planned  during  the  year.  Such  proposed  variations  can  be  set 
forth  clearly  in  the  budget  justifications. 

The  accrual  accounting  system  proposed  in  the  bill  is  a  necessary 
mechanical  device  for  implementing  the  underlying  objective  of  fo¬ 
cusing  more  closely  on  consumption.  The  transition  to  a  new  ac¬ 
counting  system  always  involves  problems,  but  the  task  of  making 
the  shift  should  be  considerably  easier  now  than  it  would  have  been 
10  .years  ago  because  of  the  tremendous  progress  that  the  operating 
agencies  have  made  in  developing  the  management  accounting  systems 
I  mentioned  earlier.  These  systems  resemble  closely  the  system  that 
is  proposed  by  the  bill. 

After  the  transition  has  been  completed,  it  is  reasonable  to  expect 
that  the  cost  of  budgeting  and  accounting  in  these  agencies  will  be 
considerably  less  than  it  is  now,  simply  because  the  present  system 
of  dual  controls  will  be  replaced  by  a  single  system  that  can  be  used 
both  for  congressional  and  for  agency  management  purposes. 

There  are  two  matters  of  detail  on  which  I  would  like  to  make  brief 
comment. 

With  one  exception,  all  the  items  in  the  bill  seem  to  me  to  aim  in 
the  direction  of  making  congressional  appropriations  more  closely 
related  to  actual  spending,  and  this  is  good.  The  exception  is  one 
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phrase  in  the  last  section  of  the  bill,  which  states  that  operating  units 
should  be  financed,  “at  the  highest  practical  level.” 

I  agree  that  control  is  hindered  if  each  operating  unit  has  to  cope 
with  a  mass  of  separate  allotments,  and  certainly  control  would  be 
strengthened  if  each  unit  was  told  the  total  amount  it  could  spend  to 
carry  out  its  mission.  But  the  closer  this  control  comes  to  the  point 
of  actual  operations,  the  better. 

Therefore,  I  think  the  better  philosophy  is  to  finance  at  the  lowest 
practical  level  rather  than  the  highest  practical  level.  Actually  I 
see  no  gain  to  be  achieved  in  stating  what  the  level  should  be.  I  sug¬ 
gest  the  simplest  solution  is  to  delete  the  phrase  which  appears  on 
page  5,  lines  17  and  18. 

A  second  matter  of  detail  concerns  depreciation.  An  accrual  ac¬ 
counting  system,  as  the  term  is  used  in  business,  includes  a  mechanism 
for  the  depreciation  of  fixed  assets.  I  do  not  believe  that  the  fram¬ 
ers  of  the  bill  intended  that  a  depreciation  mechanism  should  be  used 
generally  in  Government  accounting,  and  in  order  to  avoid  possible 
misunderstanding,  I  suggest  that  this  be  stated  explicitly,  perhaps  in 
the  committee  report. 

It  should  be  apparent  from  the  above  that  I  think  eventually  the 
Congress  should  go  one  step  further,  and  appropriate  funds  to  cover 
the  consumption  of  the  goods  and  services  necessary  to  carry  out 
approved  programs  during  a  fiscal  year.  Such  an  appropriation 
would  match  exactly  the  cost-based  budget  mentioned  on  page  3,  line 
21  et  seq.  A  separate  appropriation  (or  separate  subdivision  of  the 
main  appropriation)  would  be  made,  if  necessary  to  provide  for  in¬ 
creases  (or  decreases)  in  the  level  of  inventory  and  other  working 
capital  items.  This  would  considerably  increase  the  amount  of  con¬ 
trol  that  Congress  would  exercise  over  the  executive  agencies  because 
such  a  system  provides  separately  for  (1)  control  over  consumption 
and  (2)  control  over  inventory  accumulation.  There  would  there¬ 
fore  be  two  points  of  control,  as  contrasted  with  a  single  control  point — 
accrued  expenditures — which  is  the  focus  of  the  bill,  or  the  single  con¬ 
trol  point — obligations — which  is  the  focus  in  the  system  under  which 
we  now  operate. 

Actually,  the  increasing  use  of  stock  funds  and  other  working  capital 
devices  is  a  step  in  this  same  direction,  and  the  expanded  use  of  such 
devices  should  be  encouraged.  The  use  of  working  capital  funds  in¬ 
creases  congressional  control  over  the  operating  agencies,  for  by  their 
use  the  Congress  can  control  both  ( 1 )  the  rate  of  inventory  accumula¬ 
tion,  by  its  limit  on  the  size  of  the  fund;  and  (2)  consumption,  by  its 
limit  on  spending. 

One  other  step  I  think  is  necessary.  As  I  have  indicated,  the  prob¬ 
lem  of  controlling  capital  acquisitions  is  quite  different  from  the  prob¬ 
lem  of  controlling  operating  expenses,  and  my  discussion  has  been 
limited  to  the  latter.  I  think  it  would  be  desirable  to  spell  out,  more 
clearly  than  is  now  done,  either  by  legislation  or  by  committee  action, 
what  the  line  is  between  these  two  categories.  No  attempt  to  do  so  is 
made  in  this  bill,  and  this  may  lead  to  problems  of  administration 
unless  your  committee  or  the  Appropriation  Committee  make  clear 
what  the  distinction  should  be  in  practice. 

To  summarize,  in  my  opinion, 
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1.  The  bill  will  have  no  substantial  effect,  one  way  or  the  other,  on 
the  control  of  capital  expenditures. 

2.  The  bill  can  result  in  a  significant  improvement  in  the  control  of 
operating  expenses  because : 

(а)  It  focuses  on  the  control  of  goods  and  services  received  in  a  given 
year,  rather  than  on  obligations. 

(б)  It  encourages  the  development  of  operating  costs  which  is  of 
major  interest  to  the  Congress  in  considering  proposed  programs,  or 
the  job  to  be  done  in  a  given  year. 

(c)  Since  consumption,  plus  or  minus  changes  in  working  capital, 
equals  receipts,  the  bill  provides  an  easy  way  of  reconciling  operating 
costs  with  appropriated  funds. 

3.  I  think  that  the  problem  of  making  a  transition  to  accrual  ac¬ 
counting  is  facilitated  because  of  the  work  that  many  agencies  have 
done  to  develop  internal  accounting  systems.  Eventually .  the  bill 
should  result  in  a  reduction  of  accounting  costs  in  these  agencies. 

4.  I  think  the  phrase  “at  the  highest  practical  level,”  (p.  5,  lines  17 
and  18)  should  be  deleted. 

5.  I  think  there  should  be  explicit  mention  of  the  fact  that  a  depre¬ 
ciation  mechanism  is  not  contemplated. 

6.  I  think  at  some  future  time,  the  Congress  should  consider  making 
appropriations  for  operating  expenses  in  terms  of  goods  and  services 

consumed.  .  . 

7.  And  I  think  finally  a  clear  distinction  should  be  made,  either  by 
legislation  or  by  administrative  action,  between  capital  expenditures 
and  operating  expenses. 

Thank  you.  . 

Senator  Kennedy.  Doctor,  I  think  the  statement  is  very  helpful. 

On  page  5,  where  you  say  under  next  steps : 

It  should  be  apparent  from  the  above  that  I  think  eventually  the  Congress 
should  go  one  step  further  and  appropriate  funds  to  cover  the  consumption  of 
the  goods  and  services  necessary  to  carry  out  approved  programs  during  a  fiscal 
year. 

Do  you  feel  that  after  this  legislation  has  gone  into  effect  and  it  has 
been  implemented  and  all  the  agencies  may  take  5  or  10  years,  then 
you  would  consider  this  step  not  at  the  present  time  ? 

Dr.  Anthony.  No,  sir,  I  am  not  recommending  this  at  the  present 
time.  I  think  we  should  proceed  one  step  at  a  time.  I  think  actually 
we  may  automatically  get  to  that  point  without  additional  legislation 
if  the  use  of  working  capital  funds  is  pushed  quite  heavily,  because 
the  more  working  capital  funds  are  used  the  more  appropriations 
do  relate  to  actual  consumption. 

Senator  Kennedy.  On  top  of  page  4,  you  say  at  the  beginning 
“Because  of  the  limitations.”  I  am  not  sure  I  understand  what  you 
have  in  mind  where  you  say :  “Because  of  the  limitations  of  a  sys¬ 
tem  based  on  obligations.” 

I  understand  the  first  part  of  it  but  then  it  says : 

Since  they  are  necessarily  either  divorced  from  or  only  loosely  related  to  the 
appropriation  accounting  system,  they  lead  to  a  dual  control  structure. 

I  wonder  if  you  would  explain  that  ? 

Dr.  Anthony.  Yes,  sir.  The  present  obligation  system,  as  I  have 
indicated,  focuses  on  contracts  awarded  and  therefore  the  control  is 
focused  on  the  people  who  are  doing  the  purchasing  and  at  the  time 
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the  purchasing  takes  place.  The  management  of  an  agency  wants 
to  control  costs  as  they  are  incurred  and  the  management  therefore 
is  not  primarily  interested  in  the  purchasing.  It  is  primarily  inter¬ 
ested  in  people  out  in  the  field  and  what  they  are  spending,  and  it 
wants  to  keep  that  spending  as  economical  and  as  efficient  as  possible. 
So  the  management  of  the  agency  has  to  set  up — has  set  up  actually 
in  many  of  them  in  recent  years — systems  which  focus  on  what  do  the 
wings  and  ships  and  installations  spend  to  do  the  jobs  that  the  agen¬ 
cies  have  assigned  them.  And  that  spending,  as  I  have  indicated, 
differs  considerably  from  obligations. 

The  two  can  hardly  be  reconciled.  Systems  have  been  proposed 
for  reconciling  the  two,  but  in  my  opinion  they  are  extremely  cum¬ 
bersome  systems  involving  a  tremendous  mass  of  paperwork. 

Senator  Kennedy.  Could  you  make  it  a  little  clearer?  Say  that 
the  obligations  are  developed  by  an  agency  to  buy  a  hundred  planes 
of  a  certain  type.  The  Congress  appropriates  the  money.  That  is  an 
obligation.  How  would  you  carry  that  through  as  far  as  this  latter 
part  you  are  talking  about? 

Would  you - 

Dr.  Anthony.  Would  you  permit  me  to  change  the  example  to  an 
operating  item?  Everything  I  am  talking  about  has  to  do  with  the 
operating  expenses  and  not  the  acquisition  of  aircraft. 

Senator  Kennedy.  Yes. 

Dr.  Anthony.  Let’s  suppose  the  Congress  appropriates  money 
for  maintenance  and  operations  and  because  Air  Materiel  Command 
is  going  to  purchase  supplies  for  that  program,  a  portion  of  that 
money  "is  sent  to  Air  Materiel  Command.  Air  Materiel  Command 
buys  brooms  with  that  money.  At  that  point,  the  appropriation  is 
charged  with  the  purchase  of  the  brooms  and  the  appropriation  will 
never  be  charged  again.  The  appropriation  is  only  charged  once  of 
course.  People  in  the  operating  agencies  have  no  particular  reason, 
as  far  as  any  appropriation  control  goes,  to  worry  about  the  economi¬ 
cal  use  of  brooms. 

And  because  of  that  the  management  of  agencies  has  had  to  de¬ 
velop  systems  quite  divorced  from  appropriations  that  focus  on  how 
many  brooms  are  being  used,  so  as  to  try  to  keep  the  consumption  of 
them  down  to  a  reasonable  level.  Do  t  make  the  distinction  clear? 

Senator  Kennedy.  Yes.  Then  you  go  on  to  say : 

Any  attempt  to  control  the  same  activity  with  two  separate  systems  is  likely 
to  result  in  confusion  and  frustration.  Furthermore,  a  management-control 
system  that  is  divorced  from  congressional  appropriation — 

I  think  you  could  just  expand  it.  I  am  not  sure  I  understand  your 
whole  paragraph. 

Dr.  Anthony.  Let  me  try  it  another  way. 

Senator  Kennedy.  You  go  ahead  unless  Senator  Cotton  has  some 
questions. 

Senator  Cotton.  No,  I  don’t. 

Dr.  Anthony.  Let  me  try  to  illustrate  it  at  the  base  level. 

Senator  Kennedy.  Y ou  will  have  to  go  slowly  with  us. 

Senator  Cotton.  I  fell  off  the  wagon  on  his  brooms.  You  started 
in  with  a  proposition  of  appropriation  to  purchase  a  hundred  bombers. 

Senator  Kennedy.  Then  we  changed  it  to  brooms.  Why  did  you 
feel  it  was  necessary  to  change  it  ?  Tell  us  why  you  have  to  change  it 
from  bombers  to  brooms  again? 
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Senator  Cotton.  Let  me  ask  you  this,  so  I  can  understand.  Did  you 
mean  that  if  the  Air  Force  has  a  substantial  appropriation  to  pur¬ 
chase  bombers,  that  part  of  that  appropriation  may  be  infinitesimal 
parts  but  parts  are  used  for  supplies  of  people  who  are  engaged  in  the 
purchasing,  the  planning,  the  supervising,  the  production  of  those 
bombers ;  is  that  it  ? 

Dr.  Anthony.  I’m  sorry.  I’m  afraid  I  have  thrown  you  off  by 
trying  to  change  Senator  Kennedy’s  example.  I  wanted  to  make  it 
clear  that  I  was  talking  about  operating  expenses,  that  is  things  that 
people  in  the  field  have  to  spend  to  get  the  job  done  that  they  are  sup¬ 
posed  to  do  in  the  current  year,  and  bombers  are  not  in  that  category. 

A  person  in  the  field  can’t  control  bombers.  He  either  has  them  or 
he  does  not  have  them. 

Senator  Kennedy.  Is  there  some  control  over  the  amount  of  money 
or  resources  that  are  consumed,  is  there  some  system  used,  is  there 
some  substitute  for  that  in  case  of  defense  items  ? 

Dr.  Anthony.  No,  sir.  In  case  of  capital  expenditures  there  is  no  | 
way  of  controlling  consumption.  You  don’t  attempt  to  try  to  do  so. 

You  attempt  to  control  acquisition.  You  attempt  to  let  the  agen¬ 
cies  acquire  the  fixed,  capital  assets  that  they  need.  You  make  a  de¬ 
cision  when  they  ask  for  the  money  whether  you  think  they  really 
need  these  items  or  not.  Once  you  have  them,  you  have  them.  There 
is  nothing  you  can  do  about  those  assets  from  that  point  on. 

Senator  Kennedy.  In  the  case  of  nonmilitary  items  there  is  an 
attempt,  if  not  to  regulate  the  depreciation,  to  regulate  the  use. 

Dr.  Anthony.  In  the  case  of  all  consumable  items  it  is  possible  for 
people  in  the  field  to  be  economical  in  the  use  of  them  or  to  be  wasteful 
in  the  use  of  them. 

Senator  Kennedy.  How  will  that  fit  in  with  this?  What  we  are 
really  most  concerned  about  is  this  question  of  the  obligations  and 
the  amount  of  expenditures  in  a  year  of  obligated  money.  How  does 
this  question  of  consumption,  or  depreciation  or  use,  how  does  that 
fit  into  this  matter? 

Dr.  Anthony.  I  have  said  that  I  would  like  to  focus  on  the  con¬ 
sumable  items,  the  operating  items,  because  I  don’t  think  you  can, 
in  the  field,  do  much  to  control  the  capital  items  anyway,  and  with 
respect  to  the  consumable  items,  as  I  indicated  earlier,  the  last  fig-  ( 
ures  that  I  knew — and  they  are  quite  rought  figures — were  that  an 
Aid  Force  Base  can  obligate  about  15  percent  of  the  consumable 
costs  that  the  base  commander  spends.  The  other  85  percent  he 
calls  “free  goods”  because  they  have  already  been  charged  against 
some  appropriation  when  they  come  to  him.  You  therefore  have  this 
dual  control  system  that  you  were  asking  me  about  earlier.  The 
base  commander  is  very  much  worried  about  the  15  percent  because 
he  knows  that  the  Congress  has  its  eye  on  it,  because  it  ties  right  back 
to  the  obligation  mechanism.  It  is  very  difficult  to  get  him  worried 
about  the  other  85  percent,  although  his  management  would  like  to 
see  him  worried  about  it,  but  it  is  difficult  to  get  him  as  worried 
about  it  simply  because  it  has  already  been  charged  against  an  appro¬ 
priation.  It  is  a  legal  expenditure  and  therefore  he  says,  well,  nobody 
can  get  me  on  this  now.  The  ideal  situation  would  be  that  there  be 
no  artificial  distinction  between  locally  obligated  items  and  centrally 
procured  items. 
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It  would  all  be  one  pot.  Then  the  man  at  the  base  would  be  told, 
“You  go  and  do  your  job,  and  this  is  what  we  think  you  ought  to 
spend  to  do  your  job.”  And  then  he  is  checked  up  on  how  much 
he  actually  does  spend  to  do  his  job.  Have  I  started  to  make  this 
distinction  clear  to  you  ? 

Senator  Kennedy.  Yes.  Where  are  you  taking  us  now As  1 
understand  it  what  you  are  talking  about  now  is  that  15  percent.  Y  ou 
want  to  apply  the  same  system  that  is  applied  to  that  to  the  whole 
100  percent  and  how  would  it  be  possible  to  do  that  in  these  matters 
of  the  85  percent  items  ?  . 

Dr.  Anthony.  I  am  suggesting,  sir,  that  the  obligation  basis  can  t 
do  it  because  obligations  are  necessarily  incurred  at  the  place  and 
the  time  that  the  goods  are  purchased,  and  for  a  big  majority  of 
the  items  this  does  not  correspond  to  the  time  and  place  when  they 
are  consumed.  The  accured  expenditure  basis  goes  one  step  closer 
to  the  point  of  actual  consumption  because  it  talks  about  the  receipt 
of  goods  and  services. 

It  still  is  not  actually  consumption;  that  is  why  I  suggest  m  5  or 
10  years  you  may  want  to  go  this  one  step  further.  It  gets  closed 
to  it.  To  the  extent  that  these  inventory  items  are  held  in  working 
capital  funds,  it  could  get  exactly  to  it.  . 

No  one  expects  that  the  base  can  control  100  percent  of  its  cost, 
but  if  we  can  reverse  this  percentage  and  have  the  base  control  85 
percent  rather  than  15,  we  would  be  in  a  much  better  situation.  Be¬ 
cause  the  field  installation  is  where  the  money  is  actually  spent,  and 
that  is  where  it  actually  can  be  saved  if  savings  are  going  to  be  made. 

Senator  Kennedy.  In  these  Defense  Department  items  even  though 
they  may  last  2  or  8  years,  they  are  charged  over  in  the  year  they  are 
purchased. 

Dr.  Anthony.  Yes,  sir ;  and  I  think  they  should  be. 

Senator  Kennedy.  So  that  actually  what  is  the  financial  control 
there  is  no  financial  control.  It  is  really  just  an  operating  control 
over  how  long  they  will  last. 

Dr.  Anthony.  That  is  right. 

Senator  Kennedy.  The  accountants  make  no  decision  on  that. 

Dr.  Anthony.  That’s  right.  That  corresponds  to  the  practice  in 
private  business  also.  I  think  that  by  and  large  private  business  tries 
to  control  these  long-lived  items  at  the  time  they  are  acquired  and 
realizes  once  you  have  them,  there  is  nothing  you  can  do  about  them 
except  as  you  indicate,  to  try  to  make  them  last  as  long  as  is  economical. 

Senator  Cotton.  I  am  still  a  little  bit  worried  about  my  under¬ 
standing.  Suppose  I  am  in  charge  of  a  base.  Using  your  brooms  for 
an  example,  if  brooms  are  furnished  to  me  by  a  central  purchasing 
agency  all  I  have  to  do  is  notify  somebody  that  I  am  out  of  brooms  and 
they  send  me  some  from  a  warehouse  that  have  already  been  bought 
and  paid  for  and  charged  to  a  general  appropriation. 

Dr.  Anthony.  Yes,  sir ;  that  is  correct. 

Senator  Cotton.  So  that  it  is  not  going  to  militate  against  my 
record  if  I  am  wasteful  on  brooms.  But  if  brooms  are  an  item  that  I 
buy  locally  and  send  in  the  vouchers  to  get  the  money  for  them,  then 
I  am  careful  about  the  brooms. 

Dr.  Anthony.  That  is  so,  and  if  also  the  brooms  were  bought  by  a 
central  agency  and  not  charged  to  an  appropriation  and  then  were  sent 
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to  you,  and  at  the  time  they  were  sent  were  charged  against  your 
funds,  then  you  would  also  be  just  as  careful  about  those  brooms  as 
if  you  bought  them  on  the  outside. 

Senator  Cotton.  Your  suggestion  is  that  every  time  a  person  in 
charge  of  a  base  or  a  depot  or  somewhere,  draws  on  the  central  supply,, 
that  he  should  be  charged  for  it  and  then  at  the  end  of  the  year  his 
record  then  shows  up  just  as  much  as  if  he  ordered  it  at  the  village 
store  and  sent  in  a  voucher  to  pay  for  it. 

Dr.  Anthony.  Just  exactly. 

Senator  Cotton.  We  do  not  have  that  under  the  present  system  ? 

Dr.  Anthony.  We  are  starting  in  that  direction.  Working  capital 
funds  do  that  and  to  the  extent  that  working  capital  funds  exist  we 
aim  in  that  direction.  I  suggest  that  working  capital  funds  should 
be  extended  more.  That  is  why  I  used  brooms  as  an  example  rather 
than  fuel  oil  which  is  under  the  working  capital  arrangement  in  all 
the  services.  When  you  use  fuel  oil,  you  pay  for  it. 

Senator  Cotton.  Your  first  statement  was  that  the  bill  will  have 
no  substantial  effect  in  one  way  or  the  other  on  the  control  of  capital 
expenditures.  I  am  wondering  if  that  is  entirely  true  for  this  reason. 
If  under  the  present  system  an  appropriation  is  made  for  the  comple¬ 
tion  of  a  project — use  for  an  example,  the  carrier,  which  will  take  6  or 
7  years  to  build — the  appropriation  is  made  for  the  whole  project. 

It  is  true  that  the  Bureau  of  the  Budget  can  and  should  probably 
and  the  committees  of  the  Congress  can  and  should  follow  that  con¬ 
tract  to  find  out  if  it  is  going  according  to  schedule,  and  if  it  is  going  to 
be  completed  for  the  amount  that  has  been  appropriated.  As  a  prac¬ 
tical  matter,  and  I  can’t  speak  for  the  Bureau  of  the  Budget  but  I 
can  speak  for  the  Appropriations  Committees,  having  served  on  one, 
you  have  this  vast  reservoir  of  appropriated  carryover  funds,  and 
human  nature  being  what  it  is,  I  think  many  times  that  although  the 
whole  situation  has  been  changed,  perhaps  the  plans  for  the  carrier 
have  changed  and  some  later  development  has  come  so  there  it  will 
cost  more  than  anticipated  and  they  are  spending  the  money  at  a  dif¬ 
ferent.  rate,  that  information  does  not  necessarily — I  am  not  im¬ 
pugning  the  heads  of  the  departments — come  back  to  the  Congress. 
I  sometimes  doubt  whether  it  is  always  followed  as  closely  by  the 
Bureau  of  the  Budget.  But  if  each  year  the  Bureau  of  the  Budget 
has  to  include  an  O.  K.  in  the  appropriations  for  the  first  year,  the 
second  year  and  the  third  year  and  the  fourth  year  on  the  progress  of 
that  project  and  the  Appropriations  Committee  has  to  appropriate 
the  monies  for  the  second  and  third  and  for  the  fourth  year  for  that 
project,  isn’t  it  a  fact  under  that  system,  of  necessity,  there  is  likeli¬ 
hood  of  a  little  closer  supervision  to  find  out  how  it  is  going  and 
whether  it  is  going  beyond  the  original  stated  estimate  and  whether 
the  project  has  been  changed  and  the  plans  altered.  Isn’t  that  right? 

Dr.  Anthony.  I  think  there  is  a  practical  problem  either  way  you  do 
it.  You  have  pointed  out  the  practical  problem  as  distinguished  from 
a  theoretical  one  in  the  present  scheme.  I  would  point  out  that  a  prac¬ 
tical  problem  exists  in  the  proposed  scheme  also.  That  is  although 
there  will  be  this  close  check  on  annual  expenditures  under  the  pro¬ 
posed  bill,  there  is  quite  possibly  not  a  good  check  on  the  total  under 
the  proposed  bill  so  either  way  there  will  be  problems. 
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Senator  Cotton.  You  mean  in  the  beginning  when  the  appropri¬ 
ation  is  first  made  under  the  present  system  and  the  department  comes 
in  and  says  we  want  $250  million  to  build  a  carrier,  $200  million,  that 
it  is  a  substantial  sum,  so  that  the  Bureau  of  the  Budget  and  the  Ap¬ 
propriations  Committee  focus  considerable  attention  on  it  because  they 
know  how  big  it  is  going  to  be  but  if  they  come  in  and  ask  for  the  first 
year’s  part  of  it,  it  does  not  focus  their  attention,  the  impact  of  it  so 
much. 

Dr.  Anthony.  Exactly. 

Senator  Cotton.  But  isn’t  it  the  most  obvious  thing  to  do?  It 
seems  so  to  me  from  the  years  I  have  been  in  Congress.  When  the 
Army  engineers  come  in  and  talk  about  the  first  installment  of  a 
flood-control  project,  the  thing  it  would  seem  the  most  careless  legis¬ 
lator  would  do,  would  be  to  say  wait  a  minute  before  we  start  on  it, 
how  much  will  it  cost  all  told  ?  That  is  much  less  of  an  objection  than 
the  objection  under  the  present  system.  I  don’t  want  to  belabor  it, 
but  it  seems  to  me  that  your  statement  that  the  bill  will  not  affect  one 
way  or  another  the  control  of  the  capital  expenditures,  isn’t  justified. 
I  feel  there  is  some  control  over  that. 

Dr.  Anthony.  It  could  work  out.  It  might  be  that  under  the  pro¬ 
posed  bill,  the  Congress  would  pay  attention  to  the  total  appropria¬ 
tion,  and  it  might  be  that  under  the  present  way  of  doing  things  the 
Congress  would  pay  attention  to  the  annual  expenditures ;  either  way 
it  could  work  out.  That  is  all  the  point  I  am  trying  to  make. 

Senator  Cotton.  I  understand  that  it  could.  I  want  to  make  the 
record  clear  that  it  just  seems  to  me — if  you  differ  with  me  I  want 
to  know  it,  and  I  still  confine  myself  to  legislators  because  I  don't 
want  to  talk  about  the  Bureau  of  the  Budget  because  I  don’t  know 
how  their  minds  work— but  there  is  much  less  likelihood  of  a  member 
of  the  Appropriations  Subcommittee  failing  to  ask  how  much  is  this 
going  to  cost  us  all  told  when  they  come  in  for  a  first  installment 
than  there  is  for  them  to  be  a  little  careless  in  subsequent  years  after 
the  appropriation  has  been  made,  they  have  crossed  the  Rubicon, 
and  the  thing  is  going  along.  It  seems  to  me  there  is  much  more  likeli¬ 
hood  to  be  careless  in  the  latter  case  than  the  first. 

Dr.  Anthony.  I  am  not  acquainted  with  all  the  facts  on  this,  but 
I  believe  that  the  mechanism  that  is  proposed  here  resembles  the 
contract  authorization  system  that  was  used  during  World  War  II, 
and  I  understand  that  that  system  did  not  work  too  well  just  because 
the  Congress  was  unwilling  to  give  close  attention  to  the  total  bill 
and  focused  more  on  individual  pieces.  I  don’t  know  this;  this  is 
j  ust  what  you  hear  about  it.  . 

Senator  Cotton.  If  this  bill  and  if  the  Hoover  recommendation 
that  led  up  to  this  bill,  means  the  restoring  of  the  system  of  contract 
authorization,  I  think  it  is  going  to  meet  with  a  stormy  passage.  I 
know  some  of  my  former  associates  on  the  House  Committee  on 
Appropriations  feel  very  strongly  about  contract  authorizations. 
They  think  it  is  a  careless  and  dangerous  method.  But  it  is  my  im¬ 
pression  that  this  bill  is  by  no  means  a  surrendering  of  actual  appro¬ 
priations  for  contract  authorization.  It  is  true  when  you  make  the 
first  appropriation  from  the  first  year  on  a  long-lead  item,  that 
you  are  morally  and  perhaps  practically  obligated  to  go  through  with 
it,  but  it  is  still  a  far  different  proposition  from  the  old  style  contract 
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authorization  where  a  blank  check  was  given  to  the  Department. 
Isn’t  that  true  ? 

Dr.  Anthony.  I  hadn’t  assumed  so.  I  had  assumed  that  if  the 
Navy  came  in  and  wanted  this  carrier  you  were  going  to  have  to  tell 
them  whether  they  could  have  the  carrier  or  not.  You  could  not  get 
a  shipyard  or  anybody  to  build  a  fifth  of  a  carrier.  They  must  have 
some  kind  of  an  expression  that  they  can  build  one  carrier,  and  this  is 
contract  authorization,  call  it  what  you  will. 

Senator  Cotton.  I  will  agree  with  that  when  you  give  them  the  fifth 
of  a  carrier,  you  have  to  go  through.  But  under  the  old  system  of 
contract  authorization,  you  authorized  them  to  have  the  carrier  and 
'.away  they  went  and  there  was  not,  when  the  bill  came  in  year  by 
year,  not  only  for  that  carrier  but  for  other  carriers,  but  for  bombers 
and  whatnot,  under  contract  authorization  already  granted,  X  num¬ 
ber  of  millions  of  dollars  if  it  wasn’t  billions  and  it  was  at  least  easy 
to  say  that  is  over  the  dam.  But  this,  as  I  understand  it,  means  that 
yes,  you  give  them  the  contract  authorization  for  5  years  for  the  car¬ 
rier.  You  appropriate  only  one-fifth  but  then  next  year  they  have  to 
come  back  for  the  second  fifth  and  you  are  going  to  know  whether 
that  carrier  is  one-fifth  completed,  whether  it  is  going  to  cost  more 
at  the  end  than  they  had  suggested  when  they  asked  for  the  first  fifth. 
The  attention  of  the  Bureau  and  the  Budget  and  the  Congress  is  forc¬ 
ibly  focused  upon  more  or  less  on  each  individual  project  because  of 
the  necessity  of  individual  appropriations  which  seems  to  me  decid¬ 
edly  different  from  the  old  contract  authorization. 

I  am  sorry  I  have  taken  so  much  time. 

Senator  Kennedy.  We  have  a  situation  today  where  there  are  mil¬ 
lions  of  dollars  obligated  but  unexpended  balances,  it  seems  to  me 
this  legislation  with  respect  to  capital  expenditures  would  increase 
the  control,  maybe  not  of  the  agencies,  but  of  Congress  over  these  large 
amounts  of  money  which  have  been  appropriated  but  which  under 
the  present  system  and  which  have  been  unobligated  but  have  been 
unexpended  and  hanging  over  for  2  to  5  years,  under  this  legislation 
that  situation  would  not  be  likely  to  occur  and  for  that  reason  it  seems 
to  me  if  the  congressional  committees  were  alert,  there  might  be  some 
significant  changes  in  capital  expenditures. 

Dr.  Anthony.  That  is  possible,  sir. 

Senator  Kennedy.  It  is  just  a  question  of  how  the  committees  meet 
their  responsibilities. 

Dr.  Anthony.  Yes,  sir,  entirely.  Bceause  I  think  the  same  thing 
would  be  possible  under  the  existing  legislation  if  the  Appropriations 
Committees  merely  asked:  “How  much  will  you  spend  next  year?” 

Senator  Kennedy.  They  are  more  inclined  to  leave  it  to  the  agencies 
once  they  have  appropriated  the  money  because  the  responsibility  is 
not  directly  on  them  each  year. 

Dr.  Anthony.  That  is  possible. 

Senator  Kennedy.  While  it  is  possible  for  them  to  do  it  today,  the 
point  is  they  have  not  done  it  because  the  obligation  is  not  on  them 
to  do  it  as  much  as  it  would  be  under  this  bill. 

Dr.  Anthony.  Yes,  sir.  I  would  hope  that  in  gaining  that  objec¬ 
tive  you  would  not  take  away  from  them  the  obligation  to  look  at  the 
whole  package  as  Senator  Cotton  was  saying,  to  which  they  might 
not  pay  so  much  attention  because  it  is  many  years  off  in  the  future. 
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Senator  Kennedy.  We  are  much  appreciative  of  your  assistance  in 
regard  to  this  legislation. 

Dr.  Anthony.  Thank  you. 

Senator  Kennedy.  The  next  witness  is  Mr.  J.  Harold  Stewart, 
Chairman  of  the  Hoover  Commission  Task  Force  on  Budget  and 
Accounting. 

Mr.  Stewart,  it  is  a  pleasure  for  the  subcommittee  to  welcome  you 
back.  You  are  the  stimulus  for  this  legislation  and  we  are  therefore 
particularly  happy  you  are  back  to  testify  again  on  the  bill  which  is 
the  successor  to  Senator  Payne’s  bill  about  which  you  testified  in 
March,  I  believe. 

Senator  Cotton.  Mr.  Chairman,  off  the  record. 

(Discussion  off  the  record.) 

Senator  Kennedy.  Would  you  care  to  proceed  ?  You  probably  read 
the  testimony  which  the  subcommittee  has  received  since  you  appeared 
and  read  yesterday’s  testimony  and  heard  Dr.  Anthony’s  so  you  might 
want  to  comment  on  some  of  the  points  raised. 

STATEMENT  OF  J.  HAROLD  STEWART,  CHAIRMAN,  HOOVER  COM¬ 
MISSION  TASK  FORCE  ON  BUDGET  AND  ACCOUNTING 

Mr.  Stewart.  I  did.  I,  too,  appreciate  the  chance  to  come  here 
again.  I  appear  to  be  one  of  a  cloud  of  witnesses  for  this  legislation. 
It  is  heartwarming  to  see  really  as  little  opposition  as  there  is  to  this 
legislation  and  I  don’t  think  that  lack  of  opposition  is  born  of  a  lack 
of  understanding  either.  The  revised  bill,  of  course,  is  somewhat 
different  than  its  predecessor  on  which  I  previously  testified.  I  think 
the  revisions  are  helpful.  I  think  the  introduction  of  the  provi¬ 
sion  for  an  accrued  expenditure  budget  is  useful  and  I  think  you 
have^  found  a  way  around  the  transition  problem  by  placing  the 
responsibility  for  that  on  the  President.  I  think  that  places  it  squarely 
where  it  belongs  and  under  this  legislation  there  can  be  little  excuse 
for  the  executive  agencies  lagging  in  implementing  it. 

While  it  is  fresh  in  my  mind,  I  might  direct  my  remarks  to  Dr. 
Anthony’s  testimony,  which  is  the  most  recent.  I  am  very  glad  to 
see  that  Bob  Anthony  and  I  see  almost  eye  to  eye  on  this  problem. 
I  think  if  you  analyze  his  testimony,  in  substance  it  appears  to  be  for 
this  bill.  He  has  indicated  certain  technical  and  mechanical  innova¬ 
tions  but  to  my  mind  they  do  not  run  counter  to  the  substance  of  the 
bill. 

Now,  let’s  take  his  summary.  In  the  first  place  his  opinion  is  that 
the  bill  will  have  no  substantial  effect  one  way  or  the  other  on  the 
control  of  capital  expenditures.  Senator  Cotton,  I  think  you  dealt  at 
some  length  with  that  particular  matter.  I  would  like  to  say  that  in 
my  opinion  the  legislation  will  contribute  materially  to  the  control 
of  capital  expenditures  because  under  the  present  system  whether 
something  could  be  done  or  not,  very  little  is  being  done  by  way  of 
review  of  appropriation  authority  once  it  has  been  granted.  Under 
the  proposed  procedure,  it  would  be  required  that  there  be  an  annual 
review  of  these  moving  programs  to  determine  where  they  are  at 
and  where  they  are  going. 

I  think  in  that  regard  we  could  repeat  again  the  testimony  of  the 
Comptroller  General  in  which  he  said,  “It  is  essential,”  speaking  of 
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obligational  authority,  “that  the  initial  authority  which  may  cover 
a  forward  period  sometimes  as  great  as  5  years  or  more,  be  m  the  most 
flexible  terms  and  requests  for  such  authority  obviously  cannot  be 
supported  with  detailed  plans. 

On  the  other  hand,  as  these  plans  take  shape  in  succeeding  years, 
much  more  precise  planning  and  appropriations  are  practical  when 
stated  in  terms  of  accrued  expenditures.  1  hus  the  use  of  contract 
authority  when  considered  by  the  Congress  to  be  necessary  in  con- 
nection  with  the  proposed  annual  accrued  expenditures  basis  ot  ap- 
propriations  is  not  nor  need  not  be  viewed  as  a  return  to  prior  practices 
during  the  period  when  contract  authorizations  were  prevalent  and 
significant  weaknesses  were  apparent — I  think  the  real  distinction 
between  contract  authority  under  the  conditions  which  will  be  brought 
about  by  the  bill  and  conditions  as  they  existed  during  World  War  II 

should  be  recognized.  _  . 

You  had  no  accrued  expenditure  budget  at  that  time.  Contract 
authority  was  used  loosely  and  without  the  ability  to  interpret  in 
financial  terms  the  operations  under  these  contracts.  It  is  clear  that 
contract  authority  can  be  misused,  the  Congress  is  entitled  to  know 
through  a  representative  accounting  system  what  has  happened  up 
to  the  point  of  review.  So  I  don’t  think  we  are  talking  about  the 
same  thing  as  contract  authority  which  was  used  in  World  ar  II. 
I  know  that  got  into  disrepute  but  I  think  if  you  analyze  the  reasons 
for  it  you  will  find  that  under  present  conditions  you  would  meet 
most  of  the  objections  if  you  carry  out  the  provisions  of  this  bill. 

Mr.  Anthony  in  his  second  paragraph  of  his  summary — item  2 
agrees  with  the  fact  that  significant  improvement  in  the  control  of 
operating  expenses  would  be  effected. 

It  is  only  when  we  get  over  to  item  4  that  I  again  find  some  disa¬ 
greement  with  him  and  that  is  where  he  suggests  the  phrase  “at  the 
highest  practical  level”  on  page  5,  lines  17  and  18  should  be  deleted. 

What  that  is  saying  is  this :  That  the  control  of  expenditures  should 
be  at  the  lowest  possible  level.  In  his  text  he  indicates  that  he  would 
focus  budgeting  attention  on  the  lowest  possible  level.  That  is  un¬ 
fortunately  where  it  is  today,  h  ou  have  in  the  Defense  Department 
over  a  million  allotments  of  funds  some  minute  and  so  detailed  that 
it  is  impossible  to  predict  in  advance  what  the  levels  should  be.  Our 
recommendation  was  that  budgets  be  prepared  at  the  highest  possible 
level  in  order  that  you  might  place  responsibility  upon  responsible 
people. 

Now  the  illustration  which  was  given  here  as  to  the  use  of  brooms 
might  well  be  considered.  I  don’t  see  how  you  can  put  together  a 
budget  for  an  operating  unit  unless  you  include  in  it  your  estimated 
costs  of  consumables.  You  must  have  some  idea.  Otherwise  how  do 
you  at  the  highest  level  know  what  you  are  going  to  need  in  total  ? 
So  if  you  are  going  to  do  it  at  some  point,  you  can  do  it  just  as  well 
through  your  budget.  At  the  operating  level  those  budgets  are  con¬ 
solidated  into  a  budget  at  a  higher  level  and  you  get  away  from  this 
multitudinous  allotment  system  under  which  you  can’t  tell  really 
what  did  happen  except  you  did  not  exceed  an  allotment.  This 
system,  of  course  has  given  rise  to  a  great  many  mechanical  problems. 

As  I  remember  it,  there  were  over  10,000  violations  of  the  antidefi¬ 
ciency  act  in  1  year  as  a  result  of  this  allotment  minutia.  The  Comp- 
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droller  General  reported  that  in  his  opinion  the  allotments  were  over¬ 
detailed.  The  violations  mostly  are  purely  mechanical  to  be  sure,  but 
they  take  time  to  explain  and  they  make  the  antideficiency  act  really 
a  laughing  stock  because  that  was  not  the  sort  of  thing  that  was  in¬ 
tended  to  be  controlled  by  it. 

Going  again  to  Mr.  Anthony’s  summary,  he  says — 

There  should  be  some  explicit  mention  made  of  the  fact  that  a  depreciation 
mechanism  is  not  contemplated. 

I  think  there  is  general  agreement  that  depreciation  in  government 
has  little  utility  from  the  standpoint  of  operation.  Once  you  acquire  a 
fixed  asset  you  have  acquired  it,  the  funds  are  gone  and  relating  peri¬ 
odic  depreciation  to  operations  becomes  artificial. 

I  don’  think  it  is  necessary  to  spell  that  out  in  the  bill. 

It  seems  to  me  you  have  given  plenty  of  administrative  leeway  to 
the  President  and  the  Bureau  of  the  Budget  to  interpret  this  legis¬ 
lation  and  put  it  into  effect.  Furthermore,  the  Comptroller  General 
1  has  a  place  m  this  picture  and  I  think  his  views  on  that  would  be  sub¬ 
stantially  those  that  I  am  setting  forth,  although  I  have  not  talked 
with  him  about  it. 

I  would  hate  to  see  the  bill  cluttered  up  with  mechanical  detail  or 
precepts  in  narrow  areas  that  can  be  better  left  to  administration. 

Mr.  Anthony,  in  his  item  No.  6,  suggests  that  at  some  future  time 
the  Congress  should  consider  making  appropriations  for  operating 
expenses  in  terms  of  goods  consumed. 

I  think  that  has  some  merit,  but  that  is  a  very  short  step  once  you 
have  done  what  this  bill  requires.  To  me  the  mountainous  job,  the 
real  colossal  job  in  this  whole  field  is  the  installation  of  a  meaningful 
accounting  system  as  a  substitute  for  this  mutitudinous  allotment  sys¬ 
tem  which  I  consider  really  meaningless  from  the  standpoint  of  oper¬ 
ational  control  or  the  understanding  of  operations  as  far  as  the  Con¬ 
gress  is  concerned.  It  may  be  that  there  are  those  in  the  agencies  that 
are  so  familiar  with  these  allotments  that  they  mean  nothing  to  them. 
I  suspect  that  is  the  case.  But  it  seems  to  me  that  this  knowledge  is 
required  and  is  useful  in  a  good  many  more  spots  than  the  office  of  the 
person  who  runs  the  allotment  system. 

K  As  to  Mr.  Anthony’s  final  suggestion  that  a  clear  distinction  should 
*  be  made,  either  by  legislation  or  by  administrative  action,  between 
capital  expenditures  and  operating  expenses — I  think  it  would  be 
wonderful  if  you  could  write  a  clear  distinction  but  I  don’t  think  you 
want  to  write  a  textbook.  As  a  matter  of  fact,  textbooks  have  been 
written  on  that  very  distinction.  I  think  there  you  have  a  matter  of 
of  the  application  of  sound  accounting  principles  to  the  particular  cir¬ 
cumstances  of  a  case.  I  personally  would  prefer  to  leave  that  to  the 
judgment  of  the  Bureau  of  the  Budget  and  the  Comptroller  General. 
If  after  they  have  made  decisions  they  don’t  appear  to  be  what  the 
Congress  would  like,  or  they  are  not  palatable,  there  is  then  the  oppor¬ 
tunity  to  define  more  precisely  what  you  mean. 

Definition  is  somewhat  like  the  situation  you  had  with  respect  to 
obligations.  As  I  remember  it,  there  was  a  bill,  H.  R.  1311,  which  was 
passed  to  define  obligations  or  attempted  to  define  obligations  and 
require  the  agencies  to  report  outstanding  obligations  by  September  30. 
That  was  born  of  a  misunderstanding,  if  you  will,  as  to  the  real  mean¬ 
ing  of  the  word  “obligations.”  If  there  is  any  such  misunderstand¬ 
ing  as  to  depreciation,  you  can  always  give  it  the  same  treatment. 
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It  seems  to  me  that  one  of  the  principal  attributes  of  the  develop¬ 
ment  of  an  accrued  expenditure  budget  is  the  fact  that  you  cannot 
operate  an  accrued  expenditure  budget  without  financial  facts. 

You  must  develop  an  accounting  system.  And  we  are  not  talking 
about  2  accounting  systems ;  we  are  talking  about  1  accounting  system 
from  which  you  can  ascertain  the  operations  of  this  Government. 
To  dignify  the  present  appropriation  or  allotment  system  with  the 
name  of  an  accounting  system  is  to  show  a  complete  lack  of  under¬ 
standing  of  what  an  accounting  system  is.  It  seems  _  to  me  this  bill 
will  be  a  spur.  In  other  words,  to  carry  out  this  bill,  it  will  be  neces¬ 
sary,  it  will  be  that  there  will  be  no  choice  other  than  to  install  ac¬ 
counting  systems  which  are  informative  and  serve  the  needs  of 
management. 

I  think  we  should  recognize  that  there  have  been  great  improvements 
made  in  the  direction  of  the  development  of  such  systems.  There  have 
been  such  improvements  in  the  Defense  Department.  I  think  this 
bill  will  strengthen  their  hands  and  further  spur  improvement. 

I  think,  to  sum  up,  the  greatest  impact  of  this  legislation  will  be 
felt  in  the  Defense  Department.  That  is  where  63  to  65  cents  of  our 
tax  dollar  goes.  Whether  we  will  spend  less  on  defense  or  more  on 
defense  is  problematical  but  we  certainly  should  get  more  for  our 
money  under  a  system  which  puts  scrutiny  on  expenditures  rather 
than  recognizes  obligations  and  then  appears  to  forget  them. 

I  don’t  think  I  needed  to  say  before  I  came  here  that  I  am  whole¬ 
heartedly  in  favor  of  the  bill  and  would  do  anything  I  can  to  imple¬ 
ment  it  after  it  is  passed  and  support  it  meanwhile. 

Thank  you,  sir. 

Senator  Kennedy.  Thank  you. 

Senator  Cotton.  I  have  only  one  question,  Mr.  Stewart,  relative  to 
the  last  point  about  drawing  a  distinction  between  capital  expendi¬ 
tures  and  operating  expenses.  It  seemed  to  me  that  I  remember  when 
Congress  adopted  what  was  known  as  the  functional  budget,  that  we 
ran  into  a  situation  in  the  appropriations  machinery  here  in  the  Con¬ 
gress  where  a  lot  of  operating  expenses — that  is  you  have  lump  sum 
for  the  production  of  planes  but  in  that  lump  sum  was  a  lot  of  inci¬ 
dental  operating  expenses,  so  that  some  of  us  felt  that  under  the  so- 
called  functional  budget,  that  we  had  less  chance  of  finding  the  facts 
than  we  had  previously  because  we  had  just  a  lump  sum  for  production 
of  planes,  a  lot  of  salaries,  of  supplies,  a  lot  of  travel,  of  telephone, 
and  other  things  lumped  in  it. 

Is  that  what  is  involved  in  this  question  of  making  clear  the  dis¬ 
tinction  between  capital  expenditures  and  operating  expenditures  ? 

Mr.  Stewart.  No. 

Senator  Cotton.  That  is  something  entirely  different. 

Mr.  Stewart.  The  problem  you  raise— I  understand  the  objection 
that  was  raised  in  the  past,  the  one  you  have  stated.  But  if  you  had 
a  sound  accounting  system  and  if  they  came  to  you  with  a  budget 
request  and  you  said  how  much  of  this  is  for  salaries ;  how  much  of  it 
is  for  travel ;  how  much  of  it  is  for  pay  of  military  personnel ;  how 
much  of  it  is  for  pay  of  civilian  personnel;  you  would  have  your 
answer  to  the  question.  Under  the  old  form  you  never  could  get  it. 

You  would  get  a  conglomerate  mass  which  is  transferred  as  a  cost 
for  the  acquisition  of  a  capital  asset.  I  would  hope  under  any  well- 
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conceived  accounting  system  those  facts  would  be  available  to  the 

^  Senator  Cotton.  So  the  system  contemplated  in  this  bill  has  no 
effect  one  way  or  another.  That  is  just  a  matter  of  your  accounting 
system. 

Mr.  Stewart.  That  is  right. 

Senator  Cotton.  Thank  you.  .  _ 

Senator  Kennedy.  "Wo  want  to  thank  you  veiy  much  again.  VV© 
appreciate  your  coming  down  and  giving  your  endorsement  to  this 
bill  You  testified  at  some  length  on  it,  on  the  other  bill  so  we  will  call 
on  your  testimony  on  that.  That  will  be  helpful  in  considering  the 
whole  matter  before  the  Congress. 

(The  following  was  received  for  the  record :) 

Lexington,  Mass.,  June  7,  1956. 

Hon.  John  F.  Kennedy, 

United  States  Senate, 

Washington,  D.  C. 

Dear  Senator  Kennedy  :  I  very  much  appreciate  the  opportunity  you  nave 
-nven  me  of  commenting  on  Mr.  Harold  Stewart’s  testimony  before  the  Subcom¬ 
mittee  on  Reorganization,  in  view  of  the  fact  that  Mr.  Stewart  s  comments  were 
almost  entirely  concerned  with  my  testimony  to  the  subcommittee.  As  Mr. 
Stewart  said  at  the  time,  he  and  I  are  essentially  in  agreement  on  most  matters, 
and  my  comments  therefore  will  be  brief.  . 

Mr.  Stewart  does  disagree  with  my  belief  that  S.  o897  will  result  m  no  major 
change  in  congressional  control  over  capital  expenditures.  Our  difference  here  is 
strictly  a  matter  of  opinion,  and  I  see  no  point  in  adding  anything  to  the  infor- 
mation  already  in  the  record  on  this  matter.  _ 

On  the  second  and  third  points  in  my  summary,  we  are  in  complete  agreement. 

On  the  fourth  point  in  my  summary,  I  believe  I  did  not  explain  my  position 
with  sufficient  clarity.  Mr.  Stewart  wishes  to  reduce  the  present  number  of 
separate,  minute  allotments,  and  I  am  in  complete  agreement  that  this  is  essen¬ 
tial  to  good  financial  control.  However,  I  feel  sure  that  this  can  be  accom¬ 
plished  by  the  statement  in  the  bill  that  “each  agency  shall  work  toward  the 
objective  of  financing  each  operating  unit  from  not  more  than  one  atlmmistra- 
tive  subdivision  for  each  appropriation  or  fund  affecting  such  unit.  The  addi¬ 
tional  phrase  “at  the  highest  practical  level,”  which  appears  in  the  present  word¬ 
ing  of  this  passage,  will  not,  I  believe,  aid  in  reducing  the  number  of  allotments 
at  all  and  may  well  have  undesirable  consequences.  As  I  tried  to  explain  in  my 
statement,  control  should  be  focused  on  the  lowest  practical  level  so  as  to  get  as 
close  as  possible  to  the  point  where  the  money  is  actually  spent. 

With  respect  to  my  fifth  point,  Mr.  Stewart  suggested  that  the  fact  that  depre¬ 
ciation  accounting  was  not  contemplated  was  so  obvious  that  it  did  not  need 
to  be  spelled  out.  As  it  happened,  the  very  next  witness,  Mr.  Conick,  assumed 
in  his  statement  that  depreciation  was  contemplated  in  the  bill,  and  this  empha¬ 
sizes,  I  think,  the  desirability  of  an  explicit  statement,  preferably  in  the  com¬ 
mittee  report,  on  this  matter. 

On  the  final  two  points  in  my  summary,  I  think  Mr.  Stewart  and  I  are  in 

q  gyPPlTIPTlt. 

If  I  may  add  a  personal  word,  I  thought  it  was  excellent  that  in  introducing 
Mr  Stewart,  you  gave  explicit  recognition  to  the  very  great  service  that  he  has 
rendered  the  country,  both  as  Chairman  of  the  Hoover  Commission  Task  Force 
on  Budgeting  and  Accounting  and  subsequently  in  his  efforts  to  see  to  it  that  the 
recommendations  are  implemented.  I  know  something  of  the  considerable  sacri¬ 
fice  of  his  own  time  and  energy  that  has  gone  into  this  work  and  of  the  difficulties 
he  has  faced  and  successfully  overcome  in  explaining  the  complicated,  unglamor- 
ous,  but  nevertheless,  important,  proposals  for  change  in  the  budgeting  and 
accounting  structure  of  the  Government.  He  richly  deserves  recognition  for  it. 

Respectfully  yours, 

Robert  N.  Anthony, 

Associate  Professor,  Harvard  Business  School. 
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Senator  Kennedy.  The  next  witness  will  be  Mr.  M.  C.  Conick,  a 
member  of  the  United  States  Chamber  of  Commerce,  and  a  senior 
partner  of  Main  &  Co.,  auditors,  of  Pittsburgh,  Pa. 

Would  you  proceed,  Mr.  Conick? 

STATEMENT  OF  M.  C.  CONICK,  ON  BEHALF  OF  THE  CHAMBER  OF 

COMMERCE  OF  THE  UNITED  STATES,  ACCOMPANIED  BY  WELLES 

A.  GRAY 

Mr.  Conick.  My  name  is  M.  C.  Conick.  My  address  is  Pittsburgh, 
Pa.  I  am  a  senior  executive  partner  of  the  auditing  firm  of  Main  & 
Co.,  certified  public  accountants.  I  am  past  president  of  the  Pennsyl¬ 
vania  Institute  of  Certified  Public  Accountants,  and  a  past  vice  presi¬ 
dent  of  the  American  Institute  of  Accountants. 

I  appear  on  behalf  of  the  Chamber  of  Commerce  of  the  United 
States,  to  support  the  accounting  principles  of  S.  3897  in  amendments 
to  the  Budgeting  and  Accounting  Act,  1921,  and  to  the  Budget  and 
Accounting  Procedures  Act  of  1950. 

I  am  accompanied  here  by  Mr.  Welles  A.  Gray,  assistant  manager 
of  the  taxation  and  finance  department  of  the  chamber. 

I  made  a  similar  appearance  before  the  House  Committee  on  Gov¬ 
ernment  Operations  on  May  22,  1956,  in  consideration  of  H.  R.  9402 
and  related  bills. 

My  statement  here  relates  to  the  recommendations  on  Budget  and 
Accounting  recently  reported  to  the  Congress  by  the  Committee  on 
Organization  of  the  Executive  Branch  of  the  Government. 

The  Hoover  Commission  Task  Force,  in  submitting  these  recom¬ 
mendations,  estimated  that  the  resultant  savings  might  reasonably  be 
expected  to  amount  to  $4  billion  annually.  These  savings,  it  is  be¬ 
lieved,  can  be  accomplished  without  impairing  essential  Government 
services,  including  those  connected  with  national  defense. 

There  is  no  congressional  power  more  important  than  the  control 
of  appropriations.  It  has  been  recognized  since  the  early  days  of  the 
Republic  that  supervision  of  the  Nation’s  purse  strings  was  a  prime 
responsibility  of  the  Congress,  and  the  Congress  had  reacted  to  that 
responsibility  with  a  high  sense  of  duty. 

Today,  the  task  of  weighing  this  country’s  appropriations  is  more 
complex  than  it  has  ever  been  before.  That  task,  staggering  as  it 
is  in  its  dimensions,  is  made  even  more  burdensome  by  the  fact  that 
the  Government’s  present  accounting  methods  are  far  less  efficient 
than  they  should  and  could  be,  and  do  not  give  the  best  possible  picture 
to  you  who  must  make  the  decisions. 

I  have  been  active  in  the  field  of  accounting  for  40  years;  I  have- 
worked  with  some  of  the  largest  organizations  in  the  country  and  I 
can  tell  you  that  I  would  not  care  to  change  places  with  you  at  appro¬ 
priations  time,  not  under  the  conditions  under  which  you  operate. 

Those  conditions  can  be  changed  and  improved,  to  the  Nation’s 
benefit  as  well  as  yours. 

F urthermore,  other  than  the  limited  number  of  budget  and  account¬ 
ing  personnel  of  highly  expert  competence,  the  people  on  whom  you 
must  rely  for  much  of  your  information  are  not  necessarily  the  people 
best  equipped  to  present  it  to  you;  in  the  first  place,  their  point  of 
reference  is  not  the  same  as  yours ;  they  are  understandably  concerned: 
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with  the  continuation  and  enlargement  of  certain  programs,  and  with 
considerations  that  affect  their  own  personal  well-being. 

In  the  second  place,  they  are  persons  whose  primary  talents  lie  m 
fields  other  than  budget  reporting;  they  may  be  excellent  field  com- 
manders,  agricultural  specialists,  or  diplomats,  but  they  are  not 
likely  to  be  the  best  authorities  on  the  care  and  preservation  of  the 
dollar.  That  is  a  problem  that  industry  faces,  as  well  as  Government, 
and  industry  solves  it  by  means  which  are  inherent  in  the  25  budgeting 
and  accounting  recommendations  of  the  Hoover  Commission. 

In  this  connection,  I  should  note  the  obvious  difference  between  pri¬ 
vate  industry  and  Government,  which  is  that  private  industry  is  iuii 


for  profit.  , 

That  difference  makes  the  businessman’s  task  a  lot  easier  than 
yours;  he  can  judge  his  company’s  position  by  seeing  whether  it  is 
making  a  profit.  You  have  no  such  rule  of  thumb.  For  that  reason, 
and  for  other  apparent  reasons,  you  are  obliged  even  more  than  the 
businessman  to  see  that  the  money  you  appropriate  is  wisely  spent. 

The  national  chamber  has  long  recognized  the  conditions  reported 
in  the  Hoover  Commission’s  report  to  Congress.  In  April  of  1953 
the  chamber  recommended,  as  it  now  does,  improved  methods  of 
appropriation,  with  the  most  modern  and  effective  procedures  101 
budget  preparation,  review,  and  control.  The  proposal  laid  par- 
ticular  emphasis  upon  “cost  consciousness”  in  the  presentation  of 
budget  requests  to  Congress,  and  called  for  the  establishment  of  le 

sponsibility  for  the  saving  of  tax  money. 

We  have  no  argument  with  the  budget  process.  In  fact,  we  have 
held  for  a  long  time  that  this  process  is  the  logical  chief  control  over 
Federal  expenditures,  because  the  budget,  after  all,  amounts  to  the 
financial  blueprint  of  a  work  program;  perhaps  a  blueprint  seen 

through  smoked  glass,  but  a  blueprint  nevertheless  n  ,  , 

However,  as  we  in  the  national  chamber  have  followed  the  budget 
process  from  beginning  to  end — from  congressional  authorization  of 
a  spending  program — which  according  to  one  Representative,  is  where 
all  the  trouble  starts— to  the  actual  disbursement  of  the  taxpayers 
money — we  have  observed  many  basic  weaknesses. 

I  would  like  to  call  attention  again  to  some  serious  defects  in  our 
present  system  of  budgeting,  as  previously  observed  by  the  national 
chamber  * 

(a)  The  lack  of  dependable  information  concerning  overall  costs  of 

new  programs  and  projects.  .  , 

(b)  Lack  of  enough  independent  information  concerning  the  real 

necessity  of  the  funds  requested. 

(c)  The  fact  that  Congress  has  no  control  over  actual  expenditures, 

once  the  money  has  been  appropriated. 

(d)  The  fact  that  budget  presentations,  supported  by  charts,  tables, 
and  other  graphic  material,  reflect  emphasis  not  on  cost  consciousness, 
or  the  necessity  for  the  proposed  expenditures,  or  minimum  require¬ 
ments,  but  primarily  on  the  petitioner’s  intense  desire  to  get  the  cash 

out  of  the  Congress.  .  ,  ,  .  ,  ..  .  ,  . , 

I  have  already  referred  to  the  national  chamber  s  policy  as  set  forth 
in  April  of  1953  and  adopted  by  our  membership.  At  its  44th  annual 
meeting,  held  last  month,  the  chamber  adopted  a  policy  declaration 
commending  the  work  of  the  Hoover  Commission. 
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Here  and  now,  we  are  principally  concerned  with  the  Commission’s 
report  on  “Budget  and  accounting,”  which  makes  25  recommenda¬ 
tions.  I  would  like  to  summarize  a  few  of  them  here  and  to  note  the 
extent  to  which  they  may  be  accomplished  by  the  enactment  of  S.  3897. 

One  recommendation  calls  for  revitalization  of  the  Bureau  of  the 
Budget.  To  accomplish  these  aims,  S.  3897  proposes  amending  the 
Budget  and  Accounting  Procedures  Act  of  1950  by  adding  section  106 
to  achieve,  insofar  as  is  possible,  (1)  consistency  in  accounting  and 
budget  classifications,  (2)  synchronization  between  accounting  and 
budget  classifications  or  organizational  structure — with  the  view  of 
supporting  budget  justifications  by  information  on  performance  and 
programing  costs  by  organizational  units. 

The  Commission  recommended  that  budgets  be  formulated  on  a 
cost  basis,  taking  into  consideration  inventories  and  working  capital 
carryover  to  reflect  the  cost  of  goods  and  services  to  be  consumed  in 
carrying  out  budget  programs. 

The  cost-basis  principle  for  budgets  is  provided  for  in  S.  3897  by 
the  additional  of  subsections  (b)  and  (c)  to  section  216  of  the  Budget 
and  Accounting  Act,  1921,  as  amended. 

The  Commission  recommended  placing  the  budget  and  appropria¬ 
tions  on  an  estimated  annual,  accrued  expenditure  basis.  That  is,  the 
budget  would  be  expressed  in  terms  of  the  charges  for  goods  and 
services  estimated  to  be  received  during  the  year. 

All  charges  would  be  considered,  regardless  of  whether  or  not 
invoices  had  been  received  or  payments  made.  This  recommendation 
takes  into  consideration,  for  example,  the  difficulty  of  translating  the 
proper  share  of  a  7-year  airplane  building  program  into  a  Cyear 
budget. 

A.nd  again,  the  annual  accrued  expenditure  basis  is  contemplated 
in  S.  3897  by  the  addition  of  subsections  (b)  and  ( c )  to  section  201 
of  the  Budget  and  Accounting  Act,  1921,  as  amended. 

There  is  a  recommendation  for  simplification  of  the  allotment 
system,  so  that  there  will  not  have  to  be  a  separate  accounting  for  each 
infinitesimal  unit  of  Government.  To  this  end,  S.  3897  proposes 
amending  section  3679  (g),  Revised  Statutes,  as  amended  (31  U.  S.  C. 
665  (g) )  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

The  Commission  recommended  that  Government  accounts  be  kept  on 
an  accrual  basis,  which  would  make  it  possible  to  prepare  periodical 
financial  statements  for  each  agency  showing  “What  it  owns  and  what 
it  owes,  as  well  as  the  current  costs  of  the  various  operations.” 

S.  3897  proposes  that  this  be  accomplished  by  adding  a  new  sub¬ 
section  (c)  to  section  113  of  the  Budget  and  Accounting  Procedures 
Act  of  1950.  b 


.  Finally  there  is  a  recommendation  that  agencies  accelerate  the 
installation  of  adequate  monetary  property  accounting  records  in 
the  same  way  that  business  does,  and  that  the  costs  of  capital  assets 
be  depreciated  over  the  useful  lives  of  those  assets,  instead  of  bei no- 
charged  off  m  a  single  year.  (Accomplished  by  the  new  subsection 
(c)  of  section  113  of  the  Budget  and  Accounting  Procedures  Act  of 
1950.) 


Perhaps  you  have  neither  the  time  nor  the  inclination  for  me  to 
review  all  the  cogent  arguments  set  forth  in  the  Hoover  Commission 
report  to  Congress.  I  am  sure,  moreover,  that  you  are  as  familiar 
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with  them  as  I.  I  am  here  today  to  urge  that  the  Congress  take 
measures  to  regain  its  constitutional  power  of  control  over  Federal 
spending. 

That  power,  we  believe  has  been  increasingly  threatened  by  present 
means  of  accounting.  Unless  the  Hoover  Commission’s  recommenda¬ 
tion  for  annual  review  of  all  items  in  the  current  budget  is  accepted, 
we  shall  continue  to  mortgage  away  our  future. 

What  I  have  talked  about  to  you  has  been  the  national  chamber’s 
policy  in  support  of  the  report  as  submitted  by  nine  members  of  the 
Hoover  Commission.  1  would  like  to  summarize  the  brief  dissents 
filed  by  the  other  three  members  of  the  Commission.  Since  no  more 
than  a  summary  is  necessary,  the  full  text  it  not  quoted  here. 

Commissioner  Brown  dissented  from  recommendation  No.  7  of  the 
report  because  he  felt  that  conversion  of  the  appropriation  structure 
to  an  estimated  annual  accrued  expenditure  basis  would  require  wide¬ 
spread  changes  in  the  entire  appropriation  process,  and  was,  therefore, 
unwilling  to  give  it  a  blanket  endorsement  without  the  benefit  of 
further  study. 

Commissioner  Holifield  stated  it  as  his  overall  conclusion  that — 

The  end  result  of  the  Commission’s  recommendations  may  be  formal  consistency 
in  accounting  principles  rather  than  actual  gains  in  economy  and  efficiency. 

Commissioner  Farley  based  his  general  dissent  on  the  belief  that 
what  may  be  good  for  private  commercial  enterprises  is  not  necessarily 
good  for  all  Government  activities  and  operations ;  that — 

The  transition  to  “cost  basis”  accounting  will  require  tremendous  expense  and 
inconvenience,  and  that  there  is  insufficient  evidence  that  it  will  be  universally 
workable  and  worthwhile. 

These  objections  have  been  duly  noted  and  soberly  considered.  We 
base  our  support  of  the  report  as  a  whole  on  the  fact  that  it  makes  rec¬ 
ommendations  which  have  been  tested  and  found  essential  in  success¬ 
ful  private  business,  and  that  the  differences  between  the  management 
of  private  business  and  of  public  government  are  differences  of  ends 
father  than  of  means. 

We  recognize  that  certain  disruptions  would  be  brought  about  by 
introduction  of  the  procedures  recommended,  but  tlie  fact  is  that  the 
present  procedures  are  not  adequate  to  permit  the  Congress  to  perform 
its  function  properly,  and  that  the  situation  could  grow  worse,  instead 
of  better. 

We  believe  that  the  long-range  benefits  to  be  derived  from  adoption 
of  these  recommendations  will  more  than  offset  the  temporary  dis¬ 
ruptions,  and  that  the  recommendations  should  be  supported  by  every 
Senator  who  believes  that  the  Republic  is  going  to  be  around  for  a  good 
many  more  years. 

Thus,  in  general,  the  chamber  of  commerce  supports  the  basic  pro¬ 
visions  of  S.  3897,  which  will  do  much  to  put  into  effect  these  important 
recommendations  of  the  Commission. 

On  comparing  S.  3897  with  S.  3199,  earlier  considered  by  your  sub¬ 
committee,  and  its  House  counterpart  H.  R.  9402,  we  note  improve¬ 
ments  in  language,  and  are  particularly  gratified  at  the  inclusion  of 
the  section  directing  development  of  an  accrual  system  of  budgeting 
and  appropriating. 

We  note  also,  however,  omission  of  certain  of  the  provisions  of  S. 
3199  and  H.  R,  9402  which  we  feel  to  be  very  important.  I  have  par- 
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ticular  reference  to  those  dealing  with  the  regular  assignment  of 
budget  examiners  to  each  agency,  the  establishment  of  agency  comp¬ 
trollers,  the  provisions  for  a  stall’  office  of  accounting  and  the  require¬ 
ment  of  performance  reports,  all  of  which  also  were  recommendations 
of  the  Commission. 

We  realize  that  the  acts  of  1921  and  1950  gave  the  Bureau  of  the 
Budget  discretionary  authority  to  take  steps  along  these  lines. 

In  view  of  the  fact,  however,  that  these  things  have  not  been  done 
since  the  passage  of  the  1921  and  1950  legislation,  we  suggest  that  if 
Congress  desires  that  these  steps  be  taken,  it  would  appear  advisable 
to  make  them  mandatory  as  provided  in  S.  3199  and  H.  R.  9402. 

Thank  you  very  much. 

Senator  Cotton  (presiding).  We  thank  you.  You  have  given  us  an 
excellent  statement. 

May  I  ask  you  to  refer  to  the  paragraph  in  the  middle  of  page  8  of 
your  statement  which  begins,  referring  to  the  Hoover  Commission. 

Finally,  there  is  a  recommendation  that  agencies  accelerate  the 
installation  of  adequate  monetary  property  accounting  records,  in 
the  same  way  that  business  does,  and  that  the  costs  of  capital  assets 
be  depreciated  over  the  useful  lives  of  those  assets  instead  of  being 
charged  off  in  a  single  year. 

A  number  of  witnesses  before  this  committee  who  have  insisted 
that  we  should  not  only  not  act  on  that  recommendation  but  that  we 
should  specifically  make  a  declaration  in  this  bill  that  we  are  not 
contemplating  having  a  system  of  depreciation. 

I  take  it  you  don’t  agree  with  that  viewpoint.  You  think  that  the 
Government  should - 

Mr.  Conick.  I  have  two  views  on  the  question  of  depreciation.  I 
heard  the  discussion  here  this  morning.  I  heard  your  questioning. 
I  heard  the  two  witnesses.  In  addition  to  depreciation  you  also  have 
obsolescense  as  an  element  of  cost.  The  depreciation  on  this  building 
is  a  very  small  factor.  This  building  might  last  50  or  100  years; 
1  or  2  percent  of  the  cost  of  this  building  is  not  a  very  important  factor. 
If  on  the  other  hand  you  appropriate  X  billions  of  dollars  for  the 
building  of  a  capital  asset  or  assets  which  becomes  obsolete  before  it 
is  completed,  it  would  seem  to  me  that  you  should  have  some  infor¬ 
mation  before  you  as  to  that  obsolescence  and  accrual.  I  think  it  is 
an  important  factor.  I  think  it  is  a  material  factor. 

Senator  Cotton.  Could  you  give  us  an  example  of  what  you  have 
just  referred  to? 

Mr.  Conick.  Yes;  I  can  give  you  an  example.  Let’s  suppose  in 
this  field  of  electronics  now,  appropriate  X  billions  of  dollars  for  the 
production  of  missiles.  I  don’t  know  much  about  missiles.  I  am  an 
accountant.  But  I  do  know  that  the  building  of  missiles  takes  a 
few  years,  first  in  the  development,  the  research  work,  and  then  in 
the  construction.  If  at  the  end  of  the  third  year,  the  research  work 
shows  that  what  was  developed  in  the  previous  2  or  3  years  became 
obsolete,  yet  billions  of  dollars  have  been  spent  on  the  production  of 
the  item,  it  would  seem  to  me  that  you  should  know  about  that  when 
you  are  appropriating  the  next  several  billion  dollars  for  a  similar 
project. 

Senator  Cotton.  Of  course,  I  can  understand  in  private  industry 
that  that  is  a  very  practical  thing.  Also  like  many  Members  of  Con- 
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gress,  I  have  been  often  irked  somewhat  by  the  fact  that  when  we  are 
delving  into  the  financial  operation  of  national  defense  that  we  are 
constantly  being  faced  with  the  cloak  of  secrecy  and  it  is  hard  some¬ 
times  to  discover  financial  facts  because  of  the  classified  information. 

If  a  congressional  committee  or  the  Bureau  of  the  Budget  were  in 
a  position  to  demand  or  try  to  demand  information  about  the  fact 
that  the  guided  missile,  which  is  under  construction  and  upon  which 
we  based  our  hopes  was  obsolescent  and  had  been  outstripped,  we  would 
be  getting  into  the  field  of  some  pretty  classified  information  that 
would  be  pretty  dangerous  to  have  spread  around  the  world. 

We  are  always  up  against  that  delicate  situation.  I  wonder  if  that 
particular  example  is  the  best  kind  of  an  example  because  you  are  run¬ 
ning  straight  into  a  field  that  I  acknowledge  may  be  abused  but  where 
there  is  a  necessity  for  not  putting  on  paper  and  periodically  airing 
before  Congress  or  anybody  else  just  which  of  our  weapons  work  and 
which  don’t  and  which  were  a  good  investment  and  which  were  a 
mistake.  Isn’t  that  right  ? 

Mr.  Conick.  That  would  apply  to  a  carrier,  any  large  capital  im¬ 
provement,  not  necessarily  one  that  is  secret  but  one  that  is  out  in  the 
open. 

Senator  Cotton.  In  the  secrecy  of  appropriations  committees  I 
have  known  representatives  of  the  Defense  Department  to  be  most 
frank  in  indicating  those  portions  of  the  program  that  had  not  been 
successful  or  were  outmoded  and  outdated.  But  there  is  a  difference 
in  coming  up  on  the  Hill  and  going  into  an  executive  session  and  out¬ 
lining  the  situation,  and  in  installing  a  system  of  accounting  whereby 
in  black  and  white  as  a  matter  of  public  record  somebody  has  to  indi¬ 
cate  our  mistakes  and  weaknesses;  isn’t  that  right? 

Mr.  Conick.  Getting  away  from  the  obsolescence  of  war  items, 
getting  down  to  the  ordinary  depreciation  of  fixed  assets,  the  only 
way  you  can  measure  new  appropriations  for  fixed  assets  is  to  know 
the  extent  to  which  the  assets  which  are  being  replaced  are  being 
depreciated. 

Unless  you  have  a  system  of  estimating  the  usefulness,  the  useful  life 
and  the  extent  to  which  they  have  been  used  up,  there  is  no  way  you 
can  measure  the  need  or  determine  the  need  for  a  new  appropriation 
to  replace  an  old  one. 

Senator  Cotton.  My  questions  are  not  necessarily  antagonistic  to 
you.  I  am  trying  to  clear  this  up.  Do  you  think  it  is  practical  for  the 
Government  to  set  up  some  kind  of  a  system  to  show  depreciation  on 
office  furniture,  typewriters,  accounting  machines,  and  all  of  the  multi¬ 
tudinous  paraphernalia  that  we  have  in  Government?  Sitting  on  an 
Appropriations  Committee  I  have  seen  people  come  up  and  want  so 
much  money  for  replacements  for  typewriters.  We  always  say  how 
many  typewriters  do  you  have?  What  has  happened  to  them  and 
how  many  of  them  are  worn  out?  What  are  you  doing  with  the  ones 
that  are  worn  out?  I  merely  would  like  to  have  you  just  very  briefly 
indicate  the  answer  to  those  who  have  testified  lief  ore  the  committee 
and  indicated  that  it  is  not,  at  least  at  the  present  time,  a  practical 
proposition  to  set  up  a  system  of  determining  depreciation  in  the 
Government. 

Mr.  Conick.  It  is  just  as  practical  to  set  up  a  system  of  deprecia¬ 
tion  for  fixed  assets  for  Government  as  it  is  for  private  business.  You 
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are  dealing  with  facts.  You  are  dealing  with  values.  You  are  dealing 
with  specific  things,  with  things  that  have  an  estimated  useful  life 
and  there  is  no  reason  why  the  Government  should  not  know  the  ex¬ 
tent  to  which  its  money  is  being  invested  iif  things  that  have  a  life 
longer  than  1  year  and  how  each  thing  is  being  used  up  over  its  useful 
life. 

I  don't  know  of  a  private  business  today  that  does  not  have  a  sys¬ 
tem  of  determining  the  extent  to  which  its  fixed  assets  are  being  used 
up  in  the  business. 

But  prior  to  1913  or  thereabouts,  it  was  true  that  very  few  busi¬ 
nesses  ran  their  records  in  such  a  way  as  to  determine  accrued  depre¬ 
ciation.  There  is  no  reason  now  why  Government  can’t  do  it.  It  has 
not  been  done.  It  isn’t  being  done  in  our  cities  or  counties  or  States 
and  it  is  not  being  done  here  at  the  moment.  You  are  dealing  with  a 
fixed  asset  that  has  a  useful  life  of  more  than  1  year  and  there  is  no 
reason  why  you  can’t  measure  its  life  the  same  as  you  do  in  business. 

Senator  Cotton.  Of  course,  we  have  a  General  Services  Administra¬ 
tion,  a  large  part  of  whose  activities  are  devoted  to  furnishing  these 
necessary  tools  and  to  check  and  examine  into  the  needs  of  various 
departments  and  see  if  automobiles  need  replacement  or  something 
else  and  then  to  find  and  dispose  of  and  make  use  of  the  depreciated 
item.  My  guess  is  that  they  send  the  old  desks  up  to  Congressmen  and 
Senators,  from  what  I  have.  But  there  is  a  department  devoting 
itself  to  that  task  which  is  not  analogous  to  private  industry. 

Mr.  Conick.  The  principle  of  depreciation  is  just  as  sound  and 
applicable  in  Government  as  it  is  in  business.  You  are  dealing  with 
a  fixed  asset.  You  are  dealing  with  something  that  has  a  useful  life 
longer  than  1  year,  2  years,  sometimes  many  more  years.  There  is  no 
reason  why  you  should  not  have  records  showing  the  extent  to  which 
those  assets  are  being  used  up  and  depreciated. 

That  is  an  accountability. 

Senator  Cotton.  Suppose  you  have  those  records;  how  are  you 
going  to  apply  those  records  as  a  practical  matter? 

In  what  way,  in  the  budget  making  process  and  the  appropriation 
process  ? 

Mr.  Conick.  Let’s  take  an  example.  You  have  a  building  here  with 
furniture  in  it  and  you  have  X  dollars  invested  in  this  furniture.  You 
have  records  showing  that  that  furniture  was  bought  X  years  ago. 
It  has  been  depreciated.  It  has  been  used  up.  A  request  is  made  to 
replace  that  furniture.  If  you  know  from  your  accounting  records 
that  the  furniture  has  been  used  up,  has  been  in  use  for  X  number  of 
years  and  over  those  years  the  accounting  records  show  that  it  has 
been  properly  depreciated  and  there  is  a  support  for  the  new  fur¬ 
niture,  you  have  a  basis  upon  which  to  measure  the  request  for  the 
new  furniture  to  the  extent  that  the  old  furniture  has  been  depreciated. 
It  is  true  that  the  new  furniture  might  be  of  a  different  make,  differ¬ 
ent  size,  even  of  a  higher  value.  But  that  is  beside  the  point.  If  you 
have  a  request  for  new  furniture  in  this  building  here  and  you  know 
that  over  the  years  X  dollars  have  been  spent  for  furniture  and  over 
the  years  it  has  been  depreciated  according  to  the  records  fully  or 
thereabouts,  then  you  have  a  basis  upon  which  to  determine  the  need 
for  the  new  appropriation  for  furniture. 

Senator  Cotton.  Thank  you  very  much,  sir. 

Mr.  William  Jackman,  president  of  Investors  League,  Inc.,  of  New 
York. 
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STATEMENT  OF  WILLIAM  JACKMAN,  PRESIDENT,  INVESTORS 
LEAGUE,  INC.,  NEW  YORK,  N.  Y. 

Mr.  Jackman.  I  am  William  Jackman,  president  of  Investors 
League,  Inc.,  with  national  headquarters  at  175  Fifth  Avenue,  New 
York  City. 

The  Investors  League  is  the  oldest  and  most  successful  organization 
of  investors,  with  thousands  of  members  who  reside  in  every  State  in 
the  Union.  It  is  a  nonprofit,  nonpartisan  voluntary  membership 
organization  of  investors,  both  large  and  small,  who  make  up  the 
backbone  of  our  national  capitalist  economy. 

We  are  grateful  for  this  opportunity  to  appear  before  your  dis¬ 
tinguished  committee  regarding  S.  3897,  which  would  enact  into  law 
various  recommendations  of  the  Hoover  Commission  designed  to  im¬ 
prove  governmental  budgeting  and  accounting  methods  and  pro¬ 
cedures. 

The  sponsors  of  this  bill  should  be  highly  complimented  on  their 
effective  coordination  with  the  General  Accounting  Office  and  the 
Bureau  of  the  Budget  in  preparing  this  amended  version  of  the  origi¬ 
nal  Payne- Lipscomb  bill  (S.  3199  and  II.  B.  9105). 

By  limiting  the  amount  of  congressional  appropriations  for  each 
fiscal  year  to  the  estimated  amount  actually  to  be  spent  or  accrued 
during  that  year,  as  provided  in  this  bill  the  control  of  unexpended 
billions  of  dollars  of  appropriations  would  be  restored  to  the  control 
of  Congress  where  they  properly  belong. 

Senator  Kennedy,  your  chairman,  Senator  Payne,  and  the  30  other 
distinguished  Senators  who  have  cosponsored  this  bill  are  hereby  un¬ 
selfishly  rendering  to  the  entire  population  of  the  United  States  the 
greatest  legislative  reform  that  ever  has  been  attempted,  at  least 
during  the  present  generation.  This  legislation  concerns  itself  with 
the  good  of  every  living  American  as  well  as  the  welfare  of  those  who 
have  not  yet  been  born. 

From  the  original  inception  of  the  Hoover  Commission  and  its  task 
forces  down  to  this  very  day,  the  unselfish  nonpartisan  character  of 
the  members  of  the  Commission  and  of  the  Members  of  Congress  in 
their  approach  to  the  job  at  hand  has  enabled  them  successfully  to 
ignore  all  efforts  of  those  self-serving  vociferous  organized  pressure 
groups  which  on  various  occasions  have  sought  to  distort  and  mis- 
re present  the  accomplishments  of  this  great  group  of  sincere,  able, 
and  courageous  patriots. 

Gentlemen,  my  appearance  before  this  committee  is  not  to  present 
my  views  as  an  expert  on  budgeting  and  accounting.  I  am  here  only 
to  represent  the  interests  of  the  American  investor — that  important 
citizen  whose  interests  for  the  past  25  years  have  been  almost  com¬ 
pletely  neglected  in  the  councils  of  government. 

It  is  the  private  investor,  and  he  alone,  who  saves  more  than  he 
spends,  and  puts  his  savings  at  risk  in  industry  in  hope  of  a  fair  return. 
I  repeat,  gentlemen,  it  is  he  alone  who  can  provide  the  $12,000  for  the 
fools  of  industry  and  the  research  needed  to  provide  a  job  for  each 
worker  in  industry.  Destroy  the  investor,  either  deliberately  or 
through  oversight  and  you  destroy  capitalism  itself. 

Just  because  the  investor  does  not  pressure  you  to  death  with  crack¬ 
pot  spending  schemes,  don't  make  the  mistake  of  thinking  he  is  not 
politically  conscious  or  that  he  is  too  small  a  segment  of  our  popu- 
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lation  with  which  to  be  bothered  in  an  election  year.  He  is  our  slum- 
bering  giant  just  awakening  from  liis  state  of  apathy,  about  to  gird 
himself  for  political  battle  against  those  who  would  destroy  him  with 
the  insidious  poison  of  punitive  taxation  and  destructive  inflation. 

In  1952  the  highly  reputable  Brookings  Institution,  here  in  Wash¬ 
ington,  completed  an  intensive,  conservative  research  study  titled 
“Share  Ownership  in  the  United  States.”  This  survey  indicated  that 
7,050,000  families  of  the  total  of  50  million  families  in  this  country 
owned  corporate  stocks. 

It  has  been  conservatively  estimated  that  share  ownership  has 
increased  by  15  percent  since  that  factual  study  was  made.  This 
would  indicate  that  approximately  8,100,000  families  now  own  stocks. 
If  we  conservatively  assume  that  the  average  family  comprises  2y2 
adults,  it  is  apparent  that  there  are  over  20  million  voters  among  those 
investor-shareowner  families.  I  ask  you,  gentlemen,  how  long  can  the 
interest  of  these  20  million  voting  citizens  be  ignored  ? 

In  recent  years  investors  have  been  urging  vitally  needed  and  long- 
overdue  tax  revisions  that  would  encourage  investment  incentive  and 
not  deliberately  discourage  it.  The  principal  obstacle  to  such  tax 
revision  is  the  inability  to  balance  the  Federal  budget,  due  in  no  small 
measure  to  the  unbounded  waste  in  Government  operation. 

Enactment  into  law  of  S.  3897  will  give  to  our  millions  of  investors 
the  first  ray  of  hope  for  large  tax  reduction  that  they  have  ever 
enjoyed.  The  bill  presumably  will  save  $4  billion  annually  now  being 
wasted  in  the  business  of  running  the  executive  branch  of  the  Gov¬ 
ernment  and  its  many  bureaucratic  agencies  without  eliminating  any 
necessary  Government  service;  $4  billion  a  year  is  a  lot  of  money.  It 
amounts  to  about  1314  percent  of  the  annual  individual  Federal 
income  tax. 

I  might  emphasize  that  I  am  here  to  urgently  recommend  that 
S.  3897  be  enacted  in  this  session  of  Congress,  so  that  investors  along 
with  all  other  of  our  taxpaying  citizens,  will  begin  to  reap  the  benefits 
as  soon  as  possible. 

The  84th  Congress  of  the  United  States,  by  enacting  this  bill  into 
law,  will  make  an  honored  and  long-enduring  name  for  itself  in  the 
history  of  this  great  N ation. 

The  recommendations  upon  which  this  bill  is  based  have  been  deter¬ 
mined  after  years  of  thorough  study  and  research  on  a  politically 
nonpartisan  basis  by  the  best  practical  minds  that  this  Nation  can 
produce.  We  investors  have  accepted  their  findings  and  recommenda¬ 
tions  and  their  estimates  of  savings  as  essentially  reliable  and 
authentic. 

While  we  well  realize  that  action  on  S.  3897  may  be  opposed  di¬ 
rectly  or  in  some  roundabout  fashion  by  those  who  may  have  a  vested 
interest  in  spending  the  public  funds  to  suit  their  own  selfish  whims 
and  fancies,  we  strongly  urge  the  members  of  this  committee  to  ignore 
as  uninformed,  and  therefore  immaterial  and  irrelevant,  that  part  of 
any  testimony  presuming  to  be  “expert”  that  may  be  presented  at  this 
hearing  by  economists,  educators,  or  other  theorists.  While  they  may 
be  experts  in  their  own  respective  fields,  I  doubt  that  they  have  had 
the  years  of  solid  practical  experience  in  budgeting  and  accounting 
procedures  in  successfully  running  Government  and  business  such 
as  have  been  experienced  by  the  members  of  the  Hoover  Commission, 
its  task  forces,  and  their  consultants. 
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After  all,  gentlemen,  the  United  States  Government  is  the  biggest 
business  in  the  world.  Unless  it  is  run  on  a  strictly  business  basis, 
with  efficiency  and  a  minimum  of  waste,  we  can  never  hope  to  get  the 
long  overdue  tax  relief  so  necessary  to  encourage  private  individual 
capitalism  and  a  better  and  more  prosperous  world  for  our  children 
and  our  children’s  children. 

Gentlemen,  I  thank  you. 

Senator  Kennedy.  Mr.  Jackman,  we  appreciate  your  testimony 
very  much. 

I  was  interested  in  seeing  the  small  folder  or  cartoon  book  which 
you  prepared  when  our  bill  was  written,  containing  a  quotation  by 
Senator  Cotton.  We  thought  it  was  very  good. 

Senator  Martin,  do  you  have  any  questions  ? 

Senator  Martin.  No  questions. 

Senator  Kennedy.  Thank  you  very  much. 

I  have  a  statement  from  the  Kansas  State  Chamber  of  Commerce  for 
the  record. 

(The  statement  referred  to  is  as  follows :) 

Statement  of  Kansas  State  Chamber  of  Commerce,  C.  C.  Kilker,  Manager, 

Topeka,  Kans. 

The  following  statement  of  the  Kansas  State  Chamber  of  Commerce  is  sub¬ 
mitted  for  consideration  by  the  Senate  Government  Operations  Committee  in 
its  hearings  on  S.  3S97,  scheduled  to  begin  June  4, 1956. 

The  Kansas  State  Chamber  of  Commerce  is  a  voluntary,  nonprofit  organization 
with  a  statewide  membership  of  approximately  2,S50  individuals,  firms,  and 
associations  in  the  State  of  Kansas  representing  practically  every  segment  of 
the  State’s  economy. 

Following  study  by  its  Federal  taxation  council,  the  board  of  directors  of 
the  Kansas  State  Chamber  of  Commerce  has  endorsed  many  of  the  major  recom- 
menations  of  the  second  Hoover  Commission,  including  those  relating  to  budget 
and  accounting  procedures. 

There  is  no  congressional  power  more  important  than  the  control  of  appro¬ 
priations.  The  task  of  weighing  this  country’s  appropriation  needs  is  growing 
more  complex  every  year.  To  meet  this  problem,  business  recognizes  the  need 
for  improved  procedures  for  budget  preparation,  review  and  control. 

Without  minimizing  progress  that  has  been  made  in  this  field,  serious  defects 
in  the  present  system  of  budgeting  have  been  recognized  and  pointed  out.  Among 
these  are : 

1.  Lack  of  dependable  information  concerning  the  overall  costs  of  new  pro¬ 
grams  and  projects. 

2.  Lack  of  congressional  (or  executive)  control  over  actual  expenditures, 
once  the  money  has  been  appropriated. 

3.  Lack  of  knowledge  about  the  actual  annual  costs  of  programs  or  projects. 

Recognizing  such  deficiencies,  the  Kansas  State  Chamber  of  Commerce  supports 

the  Hoover  Commission  recommendations  aimed  at  correcting  these  and  other 
shortcomings,  in  part  through  executive  action  and  in  part  through  legislation. 
It  is  encouraging  that  the  President’s  message  of  May  10  promised  executive 
action  and  requested  legislation  to  provide  a  coordinated  attack  on  the  problem. 

There  seems  to  be  no  dispute  over  the  fact  that  present  procedures  are 
not  adequate  to  permit  Congress  to  perform  its  function  properly.  This  situa¬ 
tion  is  growing  worse  instead  of  better.  Believing  firmly  in  the  long-range  bene¬ 
fits  to  be  derived  from  adoption  of  the  Hoover  Commission  recommendations,  we 
urge  passage  of  S.  3897  or  other  legislation  to  accomplish  this  purpose. 

Senator  Kennedy.  The  subcommittee  will  now  recess  to  meet  to¬ 
morrow  morning  at  10  o’clock,  to  hear  from  the  Department  of 
Defense. 

(Whereupon  at  11 :  50  a.  m.,  the  hearing  was  recessed  to  reconvene 
at  10  a.  m.,  June  6, 1956.) 
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WEDNESDAY,  JUNE  6,  1956 

United  States  Senate, 

Subcommittee  on  Reorganization  of  the 

Committee  on  Government  Operations, 

Washington,  D.  C. 

The  subcommittee  met,  pursuant  to  recess,  at  10: 10  a.  m.,  in  room 
457,  Senate  Office  Building,  Senator  John  F.  Kennedy  (chairman  of 
the  subcommittee)  presiding. 

Present:  Senators  John  F.  Kennedy,  Massachusetts;  Norris  Cot¬ 
ton,  New  Hampshire;  and  Thomas  E.  Martin,  Iowa. 

Also  present:  Miles  Scull,  Jr.,  professional  stall  member:  Glenn  K. 
Sliriver,  professional  staff  member;  and  Mrs.  Kathryn  INI.  Keeney, 
clerical  assistant. 

Senator  Kennedy.  The  subcommittee  will  come  to  order. 

The  first  witness  will  be  the  senior  Senator  from  Massachusetts, 
Senator  Saltonstall. 

STATEMENT  OF  HON.  LEVERETT  SALTONSTALL,  A  UNITED  STATES 
SENATOR  FROM  THE  STATE  OF  MASSACHUSETTS 

Senator  Saltonstall.  Mr.  Chairman  and  Senator  Martin,  first  I 
apologize — I  congratulate  you  on  starting  on  time  and  I  apologize  for 
delaying  you  except  that  as  I  told  you  we  have  some  tariff  problems 
and  agricultural  problems  in  Massachusetts  and  that  is  what  delayed 
me.  I  appreciate  very  much  this  opportunity  to  appear  before  you 
and  your  subcommittee  on  a  matter  that  I  feel'is  of  real  importance  to 
us  all  as  Members  of  Congress  and  as  part  of  our  great  Government 
here  in  Washington. 

In  the  past  few  years  there  has  been  a  growing  concern  over  the 
fiscal  management  of  the  Federal  Government,  which  is  not  at  all 
surprising  in  view  of  the  extremely  large  amount  of  money  handled 
annually  by  the  Government  and  the  increasing  complexities  of  gov¬ 
ernmental  problems. 

I  believe  strongly  that  Federal  budgeting  and  accounting  procedure 
and  methods  can  and  should  be  improved.  My  experience  in  this 
regard  and  my  opinions  are  based  not  alone  on  my  observations  of 
Federal  methods  and  procedure  but  also  on  my  experience  as  Gover¬ 
nor  of  Massachusetts  over  a  6-year  period. 

Mr.  Chairman,  in  Massachusetts  we  did  reorganize  the  govern¬ 
mental  expenditure  accounting  procedures.  I  used  to  receive  once 
a  week  from  the  commissioner  of  administration  and  finance  there  a 
statement  of  expenditures,  our  accruals  and  the  balance  of  the  appro¬ 
priations.  I  went  over  it  with  the  administrator  once  a  week  and 
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in  that  way  was  able  to  keep  after  the  various  department  heads  if 
they  were  going  too  fast  or  if  they  weren’t  going  in  the  right  direction. 

Now,  Mr.  Chairman,  I  should  like  to  cite  for  the  committee  five  spe¬ 
cific  instances  illustrating  the  problem  as  I  see  it  and  suggesting  ave¬ 
nues  for  improvement  of  our  present  system. 

1.  Many  of  our  municipalities  and  State  governments  have  an 
accrual  system.  So  far  as  I  know,  the  Federal  Government  has  none. 

2.  It  is  my  understanding  that  there  is  no  present  method  for  ac¬ 
counting  for  outstanding  checks.  In  other  words,  the  cash  balance 
of  the  Treasury  Department  is  made  up  on  a  day-to-day  basis  after 
the  day’s  business  is  completed,  and  outstanding  checks  to  the  best 
of  my  knowledge  are  not  accounted  for. 

3.  The  inventory  systems  of  the  Government  are  far  from  complete. 
The  armed  services  as  a  result  of  the  amendments  to  the  Unification 
Act  of  1949  are  building  one  up  but  it  is  progressing  very  slowly. 
Navy,  I  think,  has  advanced  furthest  in  that  direction.  The  Army 
is  next.  The  Air  Force,  of  course,  is  the  newest  force,  and  their  in¬ 
ventory  system  has  advanced  the  least.  Until  very  recently  there 
was  no  inventory  of  real  estate  owned  by  the  Government. 

I  think  you  will  find  that  the  real-estate  inventory  that  is  now  made 
up  each  year  and  reported  to  the  Appropriations  Committee  of  the 
Senate  has  only  been  in  effect  now  for  about  2  years.  That  was  started 
several  years  ago  in  the  Subcommittee  on  Independent  Offices  that  wras 
headed  by  Senator  Maybank,  of  South  Carolina,  and  myself.  With 
the  approval  of  the  full  committee  we  brought  about  an  inventory  of 
all  the  real  estate  by  the  Government  and  that  I  hope  is  now  kept  up 
to  date. 

4.  Under  present  budgetary  practices,  original  estimates  are  built 
up  almost  a  year  in  advance  of  the  start  of  the  fiscal  year.  In  some 
instances  they  are  outdated  by  the  time  they  are  put  into  effect. 

5.  It  is  very  difficult  to  distinguish  between  expenditures  and  ap¬ 
propriations  and  if  your  committee,  in  working  on  this  problem,  can 
bring  about  some  method  so  that  a  layman  can  distinguish  simply  be¬ 
tween  the  appropriations  that  are  made  by  Congress  each  year  and  the 
expenditures  based  on  those  appropriations  and  based  on  accumu¬ 
lated  balances  that  are  made  by  the  departments,  I  think  that  would 
be  a  real  help  to  us  in  making  the  appropriations  each  year. 

These  are  but  a  few  of  what  I  know  must  be  just  a  few  of  count¬ 
less  examples  of  ways  and  means  by  which  our  budgeting  and  ac¬ 
counting  methods  can  be  improved.  Any  one  of  them  by  itself  might 
seem  to  be  of  no  great  consequence,  might  appear  not  to  offer  any 
essential  savings  or  factor  of  efficiency  but  taken  together,  multiplied 
by  the  many  departments  of  Government  and  the  many  national  and 
local  interests  with  which  our  Federal  Government  must  deal,  these 
represent  tremendously  important  ways  of  better  accounting  for  our 
Government’s  income  and  more  sensibly  and  economically  keeping 
track  of  and  controlling  its  expenditures. 

I  believe  that  this  bill,  S.  3897,  represents  a  commonsense  proposal 
for  dealing  with  this  problem,  initially.  I  certainly  intend  to  give 
it  my  full  and  continuing  support  and  I  hope  very  much,  Mr.  Chair¬ 
man,  that,  with  your  subcommittee’s  approval,  it  may  be  reported 
favorably  to  the  full  committee  and  then  to  the  Senate. 

I  realize  that  it  is  a  very  complicated  subject  and  I  realize  that 
after  these  hearings  you  may  have  suggestions  and  new  ideas  that  may 


BUDGETING  AND  ACCOUNTING 


321 


result  in  amendments  but  the  principle  is  there.  I  am  awfully  glad 
to  see  that  you  are  working  on  it.  I  hope  you  will  make  a  real  progress. 

Senator  Kennedy.  Senator,  just  one  question.  As  a  member  of 
the  Appropriations  Committee  of  the  Senate,  do  you  feel  that  the 
passage  of  this  legislation  would  make  the  job  of  the  Appropriations 
Committee  easier  in  the  sense  that  it  would  make  it  possible  for  them 
to  keep  a  better  eye  on  governmental  expenditures  ? 

Senator  Saltonstall.  I  certainly  do.  As  I  say,  the  thing  that 
shocked  me  most  when  I  first  tried  to  study  this  problem  as  a  member 
of  the  Appropriations  Committee  was  the  lack  of  any  accrual  system 
and  also  that  no  department,  unless  you  went  right  into  it  and  de¬ 
manded  it,  would  tell  you  its  unexpended  balances.  We  do  that  today 
in  the  Defense  Department — and  in  the  Mutual  Assistance  Act — be¬ 
cause  they  represent  such  a  large  part  of  the  available  money  for  the 
Defense  Department. 

But  until  that  came  along  we  never  went  into  that  subject  at  all. 
I  think  it  is  very  important  and  it  would  be  very  helpful.  1  think  it 
would  also  be  very  helpful  to  the  Appropriations  Committee  to  dis¬ 
tinguish,  as  I  say,  between  appropriations  and  expenditures  and  how 
they  afi’ect  our  Government.  That  is  not  understood,  and  those  two 
terms  are  confused  time  and  time  again. 

Senator  Kennedy.  Thank  you. 

Senator  Martin? 

Senator  Martin.  I  have  no  questions  but  I  appreciate  your  opinion 
based  as  it  is  on  your  work  and  your  experience  on  appropriations 
and  on  your  work  with  the  independent  agencies,  I  think  you  have 
made  some  very  good  observations. 

Senator  Saltonstall.  Thank  you,  Senator.  I  appreciate  the  op¬ 
portunity  to  come  here  before  you. 

If  I  might  just  add  this  one  thing,  Mr.  Chairman,  have  you  seen 
that  inventory  of  real  estate  that  was  started  2  years  ago  and  printed, 
I  think,  as  a  Senate  document,  2  years  ago,  and  I  think  the  House 
committee  has  also  built  up  an  inventory. 

Have  you  seen  those  ?  Have  you  had  those  inventories  before  your 
committee  here  ? 

Senator  Kennedy.  Yes,  the  inventory  of  real  property  has  been 
received  by  the  committee.  Mr.  Shriver  advised  me  that  the  report 
is  frequently  used  by  the  committee  staff. 

Senator  Saltonstall.  That  may  be  helpful.  I  think  that  inventory 
system  of  real  estate  could  be  very  much  improved  and  made  more 
useful  than  the  form  in  which  it  now  appears. 

Senator  Kennedy.  I  agree  with  you,  Senator  Saltonstall,  thank  you 
very  much. 

Senator  Saltonstall.  Thank  you,  Mr.  Chairman,  and  Senator 
Martin. 

Senator  Kennedy.  The  next  witness  will  be  Mr.  McNeil,  Assistant 
Secretary  (Comptroller)  of  the  Department  of  Defense.  He  is 
accompanied  by  General  Williams,  Comptroller  of  the  Army; 
Admiral  Beardsley,  Deputy  Comptroller  of  the  Navy;  Mr.  Cassidy, 
Assistant  Comptroller  of  the  Navy,  by  Maurice  H.  Lanman,  Assistant 
General  Counsel  for  Fiscal  Matters,  and  Howard  W.  Bordner,  Deputy 
Comptroller  for  Accounting  Policy. 
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Mr.  McNeil,  thank  you  very  much  for  coming  up.  We  appreciate 
the  other  gentlemen  coming  with  you.  Would  you  care  to  proceed  m 
any  way  you  wish? 

STATEMENT  OF  W.  J.  McNEIL,  ASSISTANT  SECRETARY  (COMP¬ 
TROLLER),  DEPARTMENT  OF  DEFENSE;  ACCOMPANIED  BY 

LT.  GEN.  LAURIN  L.  WILLIAMS,  COMPTROLLER  OF  THE  ARMY; 

REAR  ADM.  G.  F.  BEARDSLEY,  DEPUTY  COMPTROLLER,  AND  W.  P. 

CASSIDY,  ASSISTANT  COMPTROLLER  OF  THE  NAVY ;  MAURICE  H. 

LANHAM,  ASSISTANT  GENERAL  COUNSEL,  FISCAL  MATTERS,  AND 

HOWARD  W.  BORDNER,  DEPUTY  COMPTROLLER  FOR  ACCOUNT¬ 
ING  POLICY,  DEPARTMENT  OF  DEFENSE 

Mr.  McNeil.  Thank  you.  The  other  gentlemen  are  accompanying 
me  because  this  is  rather  an  involved  subject  and  I  thought  perhaps 
subsequently  in  the  questions  it  might  save  the  committee  time  and 
would  be  helpful  if  they  were  present. 

I  might  first,  Mr.  Chairman,  touch  upon  several  items  in  the  state¬ 
ment  and  then  try  to  reply  to  any  Questions  that  the  committee  may 
have 

It  is  understood  that  S.  3897  is  a  substitute  for  S.  3199  upon  which 
we  have  made  a  previous  statement  to  your  committee.  It  is  based 
upon  certain  recommendations  of  the  Hoover  Commission  in  its  Repoit 
on  Budget  and  Accounting. 

This  bill  eliminates  a  number  of  features  of  S.  3199  and  deals  with 
the  following  amendments  of  the  Budget  and  Accounting  Act  of  1921 
and  the  Budget  and  Accounting  Procedures  Act  of  1950  : 

(1)  A  requirement  for  the  institution  by  the  departments  and  estab¬ 
lishments  of  the  cost  basis  of  budgeting  in  submitting  requests  to  the 
Congress  for  appropriations,  in  such  manner  and  at  such  times  as  may 
be  determined  by  the  President  (sec.  1  (b)  of  the  bill) . 

(2)  A  requirement,  as  soon  as  practicable,  for  each  executive  agency 
to  maintain  accounts  on  the  accrual  basis  (including  integrated  prop¬ 
erty  accounting)  to  facilitate  the  preparation  of  cost-based  budgets 

(sec.  2  (b) ).  ... 

(3)  A  requirement  for  achieving,  insofar  as  possible:  (cl)  consist- 
ency  in  accounting  and  budget  classification;  ( b )  synchronization  be¬ 
tween  accounting  and  budget  classifications  and  organization  struc¬ 
ture;  and  ( c)  support  of  budget  justifications  by  information  on 
performance  and  program  costs  by  organizational  units  (see.  2  (a)). 

(4)  Requirements  in  administrative  control  of  appropriations  or 

funds:  (a)  to  simplify  and  reduce  the  number  of  administrative  sub¬ 
divisions  (sec.  2  ( c ) )  ;  and  (b)  to  make  administrative  subdivisions 
upon  the  basis  of  cost-based  budgets  when  instituted  under  section 
1  (b)  of  the  bill  (sec.  1  (b) ).  _  .  . 

(5)  A  newly  proposed  requirement  to  make  appropriations  upon 
the  basis  of  estimated  annual  accrued  expenditures,  rather  than  esti¬ 
mated  obligations  to  be  incurred,  when  and  to  the  maximum  extent 
deemed  desirable  and  practicable  by  the  President  (sec.  1  (a)). 

I  have  listed  them  in  inverse  order  in  order  that  I  may  discuss 
the  four  points  more  or  less  as  a  grouping  and  deal  with  the  proposed 
requirement  to  make  appropriations  on  the  basis  of  annual  expendi¬ 
tures  and  deal  with  that  separately. 
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As  previously  stated  to  your  committee,  the  Department  of  Defense 
wholeheartedly  supports  the  provisions  of  this  bill  with  respect  to  the 
use  of  (1)  cost -based  budgets;  (2)  the  accrual  basis  of  accounting, 

(3)  the  basis  of  synchronizing  budget  and  account  classifications,  and 

(4)  the  basis  of  administrative  subdivision  of  funds — provided  that 
(a)  the  meaning  of  “costs-based  budgets”  and  the  “accrual  basis  of 
accounting”  is  understood;  (b)  the  obligation  basis  of  budgeting, 
accounting  and  administrative  control  of  appropriations  and  funds 
is  also  continued  to  be  utilized;  and  (<?)  adequate  time  is  allowed  for 
orderly  development  and  installation  of  practical  new  methods  in  a 
manner  that  will  not  disrupt  operations  nor  unduly  increase  the  ex¬ 
pense  of  conversion. 

The  question  of  conversion  of  the  basis  of  appropriations  to  accrued 
expenditures  as  I  mentioned  a  moment  ago  may  be  separated  from  all 
the  other  provisions  of  the  bill,  including  cost  budgeting. 

That  will  be  a  subject  of  comment  later  in  this  statement. 

All  of  the  other  provisions  of  the  bill  may  be  implemented  without 
changing  the  present  obligation  basis  of  appropriations. 

So  far  as  the  Department  of  Defense  is  concerned,  title  1Y  of  the 
National  Security  Act,  as  amended  in  1949,  based  upon  recommenda¬ 
tions  on  the  first  Hoover  Commission,  already  contains,  among  other 
things,  most  of  the  features  of  the  foregoing  proposals,  other  than  the 
accrued-expenditure  basis  of  appropriations.  This  bill  would  make 
such  requirements  governmentwide  and,  while  not  as  broad  in  scope 
as  title  I Y,  does  add  certain  specific  detailed  requirements  which  are 
not  in  title  IY. 

With  the  aid  and  encouragement  of  Congress  (especially  the.  Ap¬ 
propriations  and  Armed  Services  Committees)  the  Department  of 
Defense  has  made  much  progress  under  title  IV  in : 

( a )  Improving  appropriation  and  budget  account  structures;  syn¬ 
chronizing  budget  and  account  classifications  and  organizing  units, 
and  providing  an  account  structure  to  take  the  cost-basis  of  budgeting, 
as  well  as  the  obligation  basis. 

( b )  Installing  financial  accounting  for  property,  worldwide,  on  a 
practical  basis,  with  special  consideration  of  needs  of  combat  forces. 

(<?)  Instituting  the  use  of  working  capital  funds,  authorized  by 
title  I  Y,  to  finance  inventories  of  consumable  materiel  and  operations 
of  industrial-  and  commercial-type  activities  which  furnish  goods 
and  services  to  other  activities.  These  funds  provide  great  manage¬ 
ment  advantages  which  could  not  be  obtained  if  appropriation  meth¬ 
ods  were  used.  Also  these  funds  employ  the  accrual  basis  of  account¬ 
ing  for  their  operation  (similar  to  private  industrial  and  merchan¬ 
dising  businesses).  And  they  also  facilitate  the  use  of  the  accrual 
basis  of  accounting  and  cost  budgeting  and  accounting  by  the  cus¬ 
tomer,  or  consuming  activities  which  are  financed  by  appropriated 
funds. 

( d )  Improving  and  simplifying  the  basis  of  administrative  sub¬ 
divisions  of  appropriations  and  funds. 

( e )  Beginning  the  use  of  cost-based  budgets  and  accounting  and 
the  use  of  the  accrual  basis  of  accounting  for  appropriation  financed 
activities. 

(/)  Establishing  a  sound  basis  of  programing  and  budgeting  for 
procurement  requirements,  in  terms  of  cost,  of  all  major  end  items, 
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through  analysis  of  planned  peacetime  and  mobilization  requirements 
and  consideration  of  quantities  on  hand  and  on  order. 

(g)  Improving  obligation  accounting  under  section  1311  of  the 
Supplemental  Appropriation  Act  of  1955. 

(A)  Beginning  the  use  of  commitment  accounting  under  long  lead- 
time  programs.  I  might  add  commitments  are  procurement  actions 
prior  to  obligation — such  as  orders  to  place  contracts  foi  which 
funds  should  be  reserved  in  determining  the  day-to-day  status  of 
these  programs,  as  well  as  accounting  for  progress  in  performance. 

(i)  Improving  administrative  budgets  and  reports. 

Mr.  Chairman,  I  dwelt  on  those  points  because  frequently  through 
a  series  of  hearings,  when  changes  are  being  advocated,  it  is  very  easy 
to  emphasize  what  has  not  been  done  and  not  what  actually  is  being 
done  in  the  present  framework  and  my  remarks  on  present  progress 
is  an  effort  to  put  the  problem  in  perspective. 

In  the  area  of  operations  and  maintenance,  the  Department  of 
Defense  is  moving  toward  the  goal  of  budgeting,  controlling  and 
accounting  for  all  controllable  costs  of  each  major  identifiable  activity 
under  one  allotment.  This  requires  improvements  in  appropriation 
and  budget  account  structures— synchronizing  budget,  accounting, 
and  organization  structures— managing  programs  in  simple  direct 
organizational  channels — as  well  as  use  of  the  accrual  basis  of  ac¬ 
counting,  including  financial  accounting  for  inventories. 

I  would  like  to  dwell  on  that  for  just  a  moment  if  I  may.  The 
accrual  basis  of  accounting  is  fine  but  it  is  more  meaningful  if  it  is 
in  line  with  the  organization  structure  and  if  the  basis  for  appropria¬ 
tions  is  also  on  the  same  wavelength.  We  are  trying  to  synchronize 
all  three  facets  of  the  problem. 

The  three  military  departments  are  in  different  stages  of  progress 
in  making  these  improvements.  The  Department  of  the  Army,  for 
example,  has  recently  reached  what  I  consider  an  important  milestone 
in  this  program,  as  indicated  in  the  following  excerpt  from  the  report 
of  the  House  Appropriations  Committee  on  the  defense  appropria¬ 
tion  bill  for  the  fiscal  year  1957  with  respect  to  its  $3  billion  opera¬ 
tions — and — maintenance  appropriation.  The  House  committee  re¬ 
port  stated : 

The  Department  has  presented  to  the  committee  a  proposed  revision  in  the 
budget  structure  for  the  maintenance  and  operations  appropriation  to  make  it 
correspond  more  closely  to  the  Command  Management  System  currently  being 
installed  throughout  the  Army.  This  system,  which  will  provide  the  basis  for  a 
cost-of-performance-type  budget,  is  progressing  rapidly  and,  it  appears  to  the 
committee,  will  make  possible  the  gathering  of  more  accurate  information  on  the 
cost  of  operations  and  closer  financial  control,  in  addition  to  giving  the  indi¬ 
vidual  commanders  and  their  staffs  gi'eater  authority  and  flexibility  in  conduct¬ 
ing  their  day-to-day  activities  within  the  limitations  imposed  by  actual  cost 
factors. 

That  is  the  end  of  the  quotation  in  the  committee  report.  If  there 
were  time  other  examples  applying  to  the  Navy  and  the  Air  Force 
could  be  cited. 

In  making  these  improvements  in  the  financial  system,  special  con¬ 
sideration  is  being  given  to  the  combat  and  comb  at -support  forces  of 
each  service.  The  system  can  and  must  be  simple  for  these  activities, 
as  well  as  fit  into  the  entire  system  in  each  military  department. 

I  might  mention  that  double-entry  bookkeeping  is  perfect  for  cer¬ 
tain  types  of  installations,  but  we  have  a  question  whether  the  double- 
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entry  is  right  for  an  Army  division  at  the  38th  parallel  in  Korea  under 
combat  conditions,  yet  we  have  to  integrate  the  different  methods 
properly  applicable  to  different  functions  into  one  package. 

Nevertheless,  much  remains  to  be  done  because  of  the  time  it  takes 
in  such  an  immense  complex  and  f  arflung  establishment  as  the  Depart¬ 
ment  of  Defense. 

Because  the  problems  cannot  be  dealt  with  except  in  consideration 
of  every  facet — management  requirements,  programing,  budgeting, 
funding,  property  accounting,  cost  accounting,  and  so  forth — we  have 
developed  a  complete  plan  for  our  financial  system. 

While  perhaps  time  would  not  permit  this  morning,  we  would  be 
happy  if  during  your  later  consideration  of  legislation,  or  at  any  time 
this  committee  would  like  to  have  it  done,  we  could  present  the 
complete  plan  to  you.  It  takes  about  an  hour  or  an  hour  and  15 
minutes  and  tries  to  indicate  the  type  of  management,  budget,  and 
accounting  problems  that  we  have  in  the  Department  of  Defense  and 
how  we  would  propose  to  integrate  it  all  into  a  single  package.  So  if 
the  committee  chooses  at  any  time  in  the  near  future,  we  will  come 
up  here  or  have  you  come  down  and  give  your  our  views  as  to  how  we 
think  all  the  various  facets  of  the  financial  problems  can  be  integrated 
into  one  package. 

The  Chairman  of  the  Hoover  Commission  Task  Force  on  Budget 
and  Accounting  has  told  you  that  the  Department  of  Defense  has  made 
improvements  in  financial  management,  and  some  of  them  have  been 
mentioned  in  task-force  reports  of  the  Hoover  Commission,  including 
that  on  business  organization,  but  it  apparently  did  not  appreciate  the 
full  magnitude  and  scope  of  the  improvements  and  the  nature  of  the 
complete  system  required.  In  that  connection,  it  is  regretted  that  the 
Task  Force  on  Budgeting  and  Accounting  spent  so  little  time  with  the 
Department  of  Defense  during  their  deliberations. 

The  Department  of  Defense  agrees  with  the  proposal  for  sub¬ 
mitting  cost-based  budgets  to  the  Congress  with  appropriation  re¬ 
quests  just  as  rapidly  as  it  is  feasible  to  do  so,  considering  not  only  the 
rate  of  continuing  progress  in  the  installation  of  improved  financial 
systems  but  also  technical  progress  in  the  development  of  generally 
acceptable  forms  of  budgets  and  reports  for  the  Congress. 

I  would  like  to  say  that  this  can  be  done — and  is  being  done  without 
changing  the  basis  of  appropriations. 

As  stated  by  many  observers,  it  has  been  true  in  the  past  that  in¬ 
adequate  attention  has  been  paid  to  costs  in  the  Federal  Government. 
It  is  possible,  however,  to  budget  for  both  obligations  and  costs  within 
the  present  basis  of  appropriations  in  terms  of  obligational  authority. 

The  cost  basis  of  budgeting  and  accounting  may  be  implemented 
in  different  ways,  as  illustrated  by  practices  approved  by  the  Congress 
for  different  agencies. 

First,  is  the  problem  of  relating  cost -based  budgets  for  operating 
activities  and  the  budgets  for  procurement  of  consumable  inventories. 
Cost-based  budgets  for  operating  activities  must  reflect  the  cost  of 
materiel  consumed.  But  cost-based  budgets  are  also  required  for 
procurement  and  inventories  of  this  materiel  in  advance  of  consump¬ 
tion.  And  both  types  of  budgets  must  be  related  to  appropriations 
and  funds  made  available  by  the  Congress. 
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In  the  Department  of  Defense,  consumable  inventories,  or  stocks 
on  hand,  amount  to  more  than  $15  billion  including  food,  clothing, 
spare  parts,  fuel,  lumber,  medical  supplies,  and  so  on.  Most  of  it  is 
centrally  procured  and  distributed  by  inventory  managers.  Much  of 
it  is  even  chargeable  upon  use  to  different  appropriations,  as  well  as 
decentralized  activities,  locally  managed.  There  are  also  large 
amounts  of  sales  to  individuals  and  to  other  services. 

The  Department  of  Defense  has  found  a  valuable  tool  in  the  use  of 
working-capital  funds  to  finance  procurement  of  these  inventories 
and  holding  them  until  sale  or  issue  for  use — conforming  to  the  or¬ 
ganization  needs  in  separate  management  of  inventories  and  con¬ 
sumption. 

It  also  means  that  obligations  of  consuming  appropriations  are 
actually  budgeted  directly  on  the  basis  of  both  cost  and  accrued  ex¬ 
penditures — no  reconciliations  between  costs,  accrued  expenditures, 
and  obligations  are  required  for  these  inventories,  as  is  true  in  the 
case  of  some  other  agencies  who  do  not  use  these  funds.  And  yet  the 
Congress  actually  exercises  effective  control  over  these  working-capital  ( 
funds  through  the  power  to  appropriate  or  reduce  capital  require¬ 
ments  based  upon  the  amounts  justified  for  future  plans — separate 
actions  which  would  not  be  available  to  the  Congress  if  budgeting 
and  financing  of  inventories  were  combined  with  the  cost  of  operations 
under  the  operating  appropriations.  And  such  combined  budgeting 
and  accounting  would  be  quite  complex — especially  for  laymen. 

By  laymen  1  mean  generally  the  kind  of  people  we  must  depend 
on  to  manage  our  business.  Excellent  ship  commanders  and  excellent 
field  commanders,  excellent  aviators — they  are  the  people  we  must 
depend  on  to  run  it.  We  have  to  gear  our  systems  so  they  can  under¬ 
stand  it  in  order  to  help  them  manage  the  business. 

Similarly,  the  budgeting,  programing,  and  accounting  for  the  cost, 
of  production  of  goods  and  services— for  example,  ship  construction 
and  ship-repair  work — is  simplified  and  better  management  facilitated 
by  the  use  of  working  capital  funds  for  financing  Defense  industrial- 
type  activities — for  example,  shipyards — which  do  work  for  the  pro¬ 
gram  managers — in  the  same  manner  as  though  the  work  were  con¬ 
tracted  for  with  private  industry. 

It  might  be  worth  while  for  the  committee  to  consider,  through 
the  bill,  the  encouragement  of  the  similar  use  of  working-capital 
funds  in  other  agencies,  where  appropriate. 

Second,  the  bill  makes  no  specific  mention  of  the  treatment  of 
appropriation  reimbursements  or  revenues  under  the  accrued-expendi¬ 
ture  basis  of  budgeting  and  accounting.  Such  appropriation  reim¬ 
bursements  or  revenues  may  be  considered  as  deductions  from  costs 
or  cost  offsets  in  determining  net  costs.  Doubtless  it  is  intended  this 
to  be  understood,  although  it  would  be  helpful  if  this  were  clarified. 

I  only  bring  up  this  point  because  the  present  bill  does  not  men¬ 
tion  it  specifically. 

In  the  Department  of  Defense  there  are  large  revenues  of  such 
character  resulting  from  goods  and  services  furnished  by  one  military 
department  to  another,  to  the  mutual  defense  assistance  program, 
or  by  one  activity  to  another  within  the  same  department.  While  a 
great  deal  of  these  reimbursements  are  to  activities  financed  under 
working-capital  funds,  there  are  many  other  activities  financed  by 
allotments  of  appropriated  funds  which  also  have  them.  These  trans- 
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actions  range  from  overhead  expense  allocations  to  other  benefiting 
activities — such  as  motor-pool  services  and  utility  charges — to  reim¬ 
bursements  for  capital  items  of  materiel  delivered  from  stock  or 
procured  by  one  agency  for  another.  This  is  related  to  economy 
in  single-service  procurement  assignments,  effective  use  of  stocks  in 
long  supply,  and  cross-servicing  to  make  effective  use  of  existing 
service  facilities  and  prevent  establishment  of  duplicate  service  fa¬ 
cilities. 

When  applied  to  the  administrative  control  of  appropriated  funds, 
it  is  necessary  to  provide  for  funding  each  activity  for  these  reim¬ 
bursements,  in  order  to  permit  financing  of  operations.  And  when 
appropriations  and  funding  are  upon  an  obligational  basis,  as  at 
present,  it  is  necessary  to  provide  for  funding  for  such  reimburse¬ 
ments  upon  the  same  basis  in  order  to  finance  long  lead-time  procure¬ 
ment  and  research  and  development  work  performed  upon  a  cross¬ 
service  basis.  This  means  anticipation  of  reimbursements  by  pro¬ 
curing  or  performing  activities,  upon  their  customers1  orders,  for 
the  procurement  or  performance  lead-time — which  may  be  beyond 
one  fiscal  year  in  many  cases. 

Third,  we  would  like  to  comment  upon  the  use  of  cost-based  budgets 
and  accrual  accounting,  in  relation  to  budgets  and  reports  based  upon 
obligations  in  the  financial  control  of  programs,  with  particular  refer¬ 
ence  to  the  needs  of  the  Congress,  as  well  as  management  within  the 
executive  branch. 

While  it  is  true  that  the  obligation  basis  of  budgeting  and  reporting 
is  different  than  the  basis  of  costs  and  accrued  expenditures,  the  nature 
and  extent  of  the  differences  in  various  circumstances  are  not  fully 
understood. 

In  general,  the  difference  is  significant  only  in  the  case  of  long  lead- 
time  programs.  When  working  capital  funds  are  used,  as  in  defense, 
for  financing  consumable  inventories,  long  lead-time  programs  are 
confined  to  capital  expenditures,  like  ships,  aircraft  and  public  works, 
and  to  research  and  development  work. 

In  the  case  of  capital  expenditures,  it  should  be  understood  that  cost- 
based  budgets  means  acquisition  costs — not  cost  of  consumption.  And 
in  the  Government  no  depreciation  costs  on  such  property  acquired 
under  appropriated  funds  should  be  budgeted  and  appropriated  also 
for  the  activities  which  use  the  property.  The  bill  might  be  clarified 
if  costs  were  so  defined  to  exclude  depreciation  on  facilities  financed  by 
appropriated  funds. 

There  seems  to  have  developed  an  impression  that  the  two  bases  of 
budgeting  and  accounting,  that  is  for  obligations  and  costs  are  some¬ 
how  in  conflict — that  you  cannot  have  the  2  at  the  same  time — that  of 
the  2,  the  cost-basis  is  overwhelmingly  the  more  important — that  the 
Congress  and  the  executive  branch  can  do  without  the  obligation  basis. 
In  my  opinion,  nothing  could  be  further  from  the  truth.  The  use  of 
the  obligation  basis  is  indispensable,  as  demonstrated  over  the  years, 
in  congressional  control  of  the  purse.  However,  the  same  is  true 
with  respect  to  the  Secretary  of  Defense  or  a  secretary  of  one  of  the 
military  departments. 

This  unfavorable  impression  of  the  obligation  basis  seems  to  be 
derived  from  statements  made  by  some  members  of  the  accounting  pro¬ 
fession  who  have  found  the  pattern  of  accounting  in  Government  dif- 
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ferent  from  that  area  of  industrial  accounting  to  which  they  are 
accustomed. 

Traditionally  external  financial  reports  of  private  enterprise  empha¬ 
size  the  determination  of  periodic  accrued  revenues,  related  accrued 
costs,  and  resultant  profits.  Secondarily,  statements  of  financial  con¬ 
dition  show  assets,  liabilities,  and  capital  on  a  related  basis.  Legal 
commitments  for  the  future  delivery  of  goods  and  services  are  not 
generally  reported  because  they  do  not  involve  current  costs  or  assets 
on  hand. 

Yet  for  management  purposes  every  well-managed  industry  has 
supplemental  financial  controls  and  accounts  with  respect  to  its  com¬ 
mitments,  based  upon  its  current  financial  plans — for  construction 
and  facilities  expansion,  purchases  of  materials  and  supplies  for 
production  and  merchandise  for  resale,  research  and  development, 
advertising  programs,  etc.  Not  all  businesses  are  equally  well  man¬ 
aged  in  this  respect.  And  occasionally  an  industry  is  found  in  finan¬ 
cial  difficulty  because  of  laxity  in  such  controls. 

I  might  add  there  is  a  business  of  very  substantial  size  that  is  in 
difficulty  now  and  one  of  the  reasons  they  are  in  difficulty  is  what  we 
would  call  lack  of  control  over  obligations. 

In  the  Federal  Government,  the  Congress  could  not  maintain  finan¬ 
cial  control  over  costs  and  expenditures,  without  controlling,  through 
limitation  of  amounts  and  specification  of  purposes,  the  legal  commit¬ 
ments  (or  obligations)  to  be  incurred  by  the  departments  and  agencies 
for  each  budget  year.  Such  legal  commitments  require  future  expen¬ 
ditures  and  result  in  future  costs. 

And  budgeting  upon  the  true  cost  basis  involves  consideration  of 
future,  as  well  as  current,  costs  of  long-term  projects  to  be  under¬ 
taken,  materiel  to  be  contracted  for,  etc.  Therefore,  the  accrued- 
expenditure  basis  of  budgeting  alone  is  incomplete  cost  budgeting, 
because  it  ignores  or  deemphasizes  such  future  costs. 

Earlier,  I  made  the  point  that  the  accrued-expenditure  basis  of 
budgeting  is  feasible  within  the  obligation  basis.  The  obligation 
basis  is  related  to  the  accrued-expenditure  basis  through  a  simple 
formula,  as  follows: 

Obligations  incurred  equal  accrued  expenditures  plus  the  increase 
in  contracts  and  orders  (or  legal  commitments)  outstanding  during 
the  period  (minus  if  it  was  a  decrease). 

The  departments  and  agencies  cannot  do  without  budgeting  control 
and  accounting  for  total  obligations  and  total  costs  of  end  items,  even 
if  it  goes  to  the  basis  of  accrued  expenditures  and  costs  incurred. 

In  the  Department  of  Defense,  billions  of  dollars  are  involved  in 
contracts  and  orders  outstanding  at  any  time  for  procurement  of  air¬ 
craft,  ships,  guided  missiles,  production  equipment,  and  related  items 
and  components;  construction  of  public  works;  research  and  develop¬ 
ment  work ;  procurement  of  services  in  overhauling  and  maintenance 
of  aircraft,  ships,  and  similar  items;  and  so  on.  Budgeting,  control, 
and  accounting  for  these  programs  in  terms  of  end  item  and  project 
costs  is  essential.  And  budgeting  for  new  procurement  requirements 
each  year  must  take  into  consideration  materiel  on  order  as  well  as  on 
hand. 

Neither  the  Department  of  Defense  nor  its  contractors  can  operate 
without  congressional  authority  to  undertake  contracts  involving 
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future  accrued  expenditures.  In  fact,  section  3679,  Revised  Statutes, 
forbids  contracts  and  orders  to  be  placed  by  any  officer  or  employee  of 
an  agency  except  within  the  amounts  authorized  by  appropriation  or 
other  similar  authority. 

Contract  authority  or  other  forms  of  obligational  authority  by  the 
Congress  are  available  in  lieu  of  appropriation  authority,  but  their 
past  use  has  not  been  considered  by  many,  including,  we  believe,  some 
members  of  the  Appropriations  Committee,  particularly  in  the  House, 
to  have  been  completely  satisfactory.  (See  discussion,  Department 
of  Defense  Appropriation  Act  1957- — hearings,  House  Appropriation 
Committee,  pp.  978,  984,  985.) 

In  the  past  the  use  of  separate  contract  authority  and  appropria¬ 
tions  to  liquidate  that  authority  has  tended  to  result  in  inadequate 
consideration  of  the  impact  of  the  authority  granted  upon  future 
year’s  appropriations.  Appropriation  authority,  which  includes  the 
authority  to  make  payment  as  well  as  obligate  is  in  my  experience  at 
least,  considered  more  seriously.  Both  within  the  building  and  when 
we  make  our  presentation  to  congressional  committees. 

This  tendency  is  illustrated  by  an  action  just  taken  in  one  of  the 
Appropriations  Committees  on  the  civil  public  works  appropriations 
for  the  fiscal  year  1957,  according  to  a  statement  by  the  chairman  on 
the  floor  of  the  House.  In  this  instance  $5  million  was  added  to  this 
bill  in  committee,  without  solicitation  by  the  executive  branch,  to 
finance  accrued  expenditures  for  that  year,  for  a  list  of  projects  for 
which  the  ultimate  cost  may  be  $300  million.  (See  statement,  chair¬ 
man  of  House  Appropriations  Committee,  Congressional  Record, 
May  22,  1956,  p.  7830.) 

I  merely  mention  that  as  showing  the  proposed  idea  has  many  weak¬ 
nesses.  It  isn’t  a  panacea  for  all  our  ills. 

I  think  it  shows  the  weakness  of  ignoring  obligational  authority 
for  the  full  cost  of  projects  authorized  for  the  future. 

The  Hoover  Commission  Report  on  Budget  and  Accounting  recom¬ 
mended  use  of  contract  authority  for  long  lead-time  programs,  if  its 
recommendation  were  adopted  to  use  the  accrued-expenditure  basis  of 
appropriations.  This  recommendation  appears  in  the  discussion  just 
preceding  recommendation  No.  7,  but  it  is  in  the  discussion  and  I  think 
unless  the  report  was  read  rather  carefully,  that  point  might  have  been 
missed.  When  we  talk  about  contract  authority  or  how  this  system 
would  work,  I  think  sometimes  there  is  not  a  clear  understanding  of 
what  is  required  in  Government  financial  control.  From  the  time  of 
the  Hoover  Commission  recommendation  on  the  subject  of  the  accrued 
expenditure  basis  budgeting  I  made  extensive  inquiry  among  those 
whom  I  understood  were  advocating  the  proposed  plan  as  to  how 
contract  or  obligational  authority  would  be  provided.  To  date  I  have 
seen  no  detailed  explanation  of  a  plan.  I  have  heard  answers  such  as 
“yes,  problems  exist,  but  I  am  sure  capable  people  could  work  them 
out,”  and  I  have  heard  other  answers  such  as  “yes,  perhaps  some  such 
authority  would  be  necessary.” 

I  read  the  Comptroller  General’s  testimony  of  last  Monday  before 
this  committee  and  I  might  say  that  that  was  the  most  definite  state¬ 
ment  on  the  subject  that  I  have  seen. 

Senator  Kennedy.  Whose  testimony  ? 

Mr.  McNeil.  The  Comproller  General  in  the  testimony  before  this 
committee. 
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Senator  Kennedy.  Yes. 

Mr.  McNeil.  All  I  wanted  to  say  was  that  his  statement  was  the 
most  definite  outline  of  a  plan  I  had  seen. 

He  stated  that  the  Hoover  Commission  recognized  the  necessity  for 
forward  planning  authorizations  which  should  be  determined  by  tne 
Congress  as  circumstances  may  warrant,  adding  that : 

Under  the  annual  accrued  expenditure  basis  of  appropriation  the  initial  au¬ 
thorizations  would  he  stated  in  terms  of  broad  authority  to  make  commitments, 
whereas  the  annual  appropriations  would  he  stated  much  more  definitely  in 
terms  of  accrued  expenditures  as  specific  plans  are  developed. 

1  am  puzzled  about  what  is  meant  by  “broad  authority”  in  the  first 
instance. 

The  Comptroller  General  added : 

It  is  essential  that  the  initial  authority,  which  may  cover  a  forward  period, 
sometimes  as  great  as  5  years  or  more,  he  in  the  most  flexible  terms  and  re¬ 
quests  for  such  authority  obviously  cannot  be  supported  with  detailed  plans. 
On  the  other  hand,  as  these  plans  take  shape  in  succeeding  years  much  more 
precise  planning  and  appropriations  are  practical  when  stated  in  terms  of  ac¬ 
crued  expenditures. 

Quite  frankly,  this  statement  puzzles  me  because  one  of  the  ob¬ 
jectives  of  our  budget  improvements  in  the  Department  of  Defense  for 
the  last  several  years  has  been  to  present  more  complete  and  precise 
information  to  the  Congress,  than  would  be  contemplated  under  such 
a  plan.  And  when  we  present  requests  for  particular  authority  which 
requires  expenditures  in  the  future,  our  present  basis  for  procure¬ 
ment  requests — let’s  call  it  the  shopping  list — of  aircraft,  is  quite  pre¬ 
cise  in  numbers  and  in  cost  together  with  a  schedule  of  deliveries  so 
when  the  committee  approves  the  specific  program,  it  isn’t  just  broad 
general  authority. 

All  1  intended  by  bringing  that  up  is  that  it  did  not  seem  that  the 
proposal  had  been,  as  yet,  rather  well  thought  through,  because  I  do 
think  the  future  obligational  authority  must  cover  rather  specific 
programs. 

This  kind  of  authority,  that  is  contract  authority,  would  be  required 
for  the  Department  of  Defense  in  some  form  for  almost  all  appropria¬ 
tion  areas — not  only  those  which  cover  exclusively  long  lead  time  pro¬ 
grams.  Normal  operating  appropriations  involve  a  mixture  of  long 
lead  time  activities  in  some  cases,  and  in  most  cases  there  are  require¬ 
ments  for  some  degree  of  advance  contracting. 

If,  however,  the  Congress  decides  to  adopt  the  accrued  expenditure 
basis  of  appropriations,  as  provided  in  S.  3897,  it  is  recommended  that 
section  1  (a)  be  amended  to  cover,  in  addition,  the  means  to  be  pro¬ 
vided  for  obligational  authority,  as  well  as  the  budget  requirements 
therefor. 

It  is  our  view  that  such  action  is  necessary  in  order  to  provide  a  com¬ 
plete  bill.  In  any  event,  we  strongly  urge  that  section  1  (a)  be 
amended  to  make  it  clear  that  the  existing  authority  to  include  requests 
for  contract  authorizations  in  the  budget  is  not  being  abrogated.  In 
order  to  clarify  this  latter  point,  it  is  strongly  recommended  that  S. 
3897  be  amended  as  follows : 

At  page  2,  line  9,  change  the  period  to  a  semicolon  and  insert  the 
following : 

Provided,  That  nothing  in  this  subsection  shall  be  construed  to  affect  the  au¬ 
thority  of  the  President  to  submit  requests  for  authorizations  to  create  obliga¬ 
tions  in  advance  of  appropriations. 
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I  might  add  that  that  language  has  been  worked  out  with  the  Bureau 
of  the  Budget  as  curing  what  was  believed  to  be  a  language  defect  in 
the  original  provision. 

We  do  not  wish  to  be  understood  as  opposing  the  ultimate  adoption 
of  the  accrued  expenditure  basis  of  appropriations,  if  the  Congress 
desires  it.  We  have  already  indicated  we  believe  the  idea  has  merit. 
On  our  own  initiative,  as  a  matter  of  fact,  we  began  in  1948  to  study 
the  subject  and  develop  the  problems  involved. 

Subsequently,  in  January  1953,  we  developed  an  outline  plan  for 
application  of  this  method  of  appropriation  and  that  was  set  forth  in 
a  memorandum  for  Senator  Byrd  submitted  at  his  request.  I  believe 
a  copy  of  that  has  been  filed  at  an  earlier  session  of  this  committee. 

However,  we  would  like  to  make  a  brief  statement  upon  the  ad¬ 
vantages  and  disadvantages  of  the  accrued-expenditure  basis  of 
appropriations. 

First,  it  should  be  repeated  that  the  use  of  this  basis  of  appropria¬ 
tions  is  not  essential  to  enable  the  use  of  this  basis  of  budgeting  and 
accounting.  The  advantages  of  the  cost  and  accrued-expenditure 
basis  of  budgeting  may  be  and  are  being  obtained  in  any  event. 
Therefore,  let  us  look  at  only  those  additional  advantages  which  are 
peculiar  to  this  basis  of  appropriating  funds. 

Second,  it  should  be  understood  that,  in  the  main,  any  advantages 
would  be  limited  to  those  appropriations  which  finance  long  lead  time 
programs — otherwise,  and  particularly  in  our  case  where  we  are  carry¬ 
ing  our  inventories  under  stock  funds,  there  is  little  difference  between 
obligations  and  accrued  expenditures,  and  where  operating  budgets 
are  submitted  on  the  basis  of  cost  of  consumption  of  materiel  financed 
initially  under  working  capital  funds,  as  in  the  Department  of  De¬ 
fense,  where  this  is  particularly  true. 

Upon  this  basis,  we  can  see  certain  possible  advantages  and  as  well 
certain  disadvantages  of  the  accrued-expenditure  basis  of  appropria¬ 
tions. 

We  can  see  only  one  positive  advantage.  It  would  permit  better 
understanding  by  many  of  the  Government's  financial  operations.  I 
think  Senator  Saltonstall  mentioned  that  earlier  this  morning.  It 
would  be  helpful  if  we  find  a  better  way  for  more  people  to  have  a 
better  understanding  of  the  Government's  operations. 

Appropriations  would  be  more  in  line  with  estimated  withdrawals 
from  the  Treasury.  While  not  eliminating  the  large  carryovers  of 
contract  or  obligational  authority,  covering  contracts  or  orders  for 
future  delivery,  these  credits  would  be  separated  from  cash  appropri¬ 
ated  balances  and  differently  described  in  terms  of  contract  authority. 

What  I  am  really  saying  by  that  is  that  the  amounts  of  carryover 
balances  in  our  instance  would  not  necessarily  change  by  a  single  dol¬ 
lar.  We  would  call  it  “contract  authority”  rather  than  the  obligated 
portions  or  unobligated  portions  of  “appropriation  authority.” 

I  think  there  are  some  disadvantages  too  and  1  would  like  to  men¬ 
tion  them  just  to  put  the  problems  in  perspective  for  the  committee. 

1.  Difficulty  of  estimating  accrued  expenditures  for  long  lead  time 
programs  by  each  fiscal  year.  It  is  impossible  to  estimate  with  a  rea¬ 
sonable  degree  of  accuracy  the  accrued  expenditures  for  a  given  fiscal 
year,  contract  by  contract  or  item  by  item.  Overall  statistical  esti¬ 
mates  must  be  used  for  each  program,  as  a  whole,  and  this  in  itself 
would  not  provide  a  good  method  of  budget  justification. 
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I  would  like  to  emphasize  that.  We  have  very  little  difficulty  in 
estimating  our  expenditures  over  a  broad  list  of  items,  doing  it  in  a 
lump-sum  basis.  As  a  matter  of  fact,  our  forecasts  of  expenditures 
in  the  last  several  years  have  been  much  closer  than  any  business  firm 
could  ever  forecast  their  expenditures.  Frequently  it  runs  within  a 
half  of  1  percent — looking  a  year  ahead.  But  it  cannot  be  done  on  a 
contract-by -contract,  program-by-program  basis.  If  you  examine  any 
single  program,  manufacture  of  F-lOO’s,  F-104’s,  the  estimate  to  be 
reasonably  safe  will  have  to  be  on  the  high  side. 

However,  when  you  take  30  or  40  different  kinds  of  aircraft,  fire 
control,  and  related  items  altogether,  you  know  some  things  will  slip, 
they  won’t  come  along  all  of  them.  We  will  have  design  problems, 
production  problems,  you  have  strikes,  you  also  can  have  engineering 
modifications  that  slow  down  production.  We  can  estimate  that  for  an 
appropriation  as  a  whole  and  do  a  pretty  good  job  of  it — but  contract 
by  contract  we  cannot  do  it.  It  just  isn’t  in  the  cards. 

2.  It  requires  unnecessary  work  in  separate  administrative  funding 
for  accrued  expenditures,  as  well  as  obligational  authority,  for  every 
long  lead-time  program — with  no  compensating  advantage. 

And  whether  we  call  it  obligational  authority  or  commitments,  un¬ 
der  cash  appropriations  I  see  no  way  of  doing  it  except  by  utilizing 
some  similar  method  of  control  or  the  delegation  of  authority  to  make 
contracts. 

3.  Separate  contract  authority  might  be  treated  more  lightly  by  the 
Congress  in  the  granting  than  appropriations  which  also  provide 
funds  to  finance  it.  I  mentioned  that  previously  and  that  was  the 
sense  of  the  discussion  in  the  House  Appropriation  Committee  referred 
to  a  moment  ago.  Other  advantages  have  been  alleged.  I  think  they 
are  controversial.  It  has  been  said : 

1.  Departments  and  agencies  would  not  rush  to  obligate  unused 
funds  near  the  end  of  the  fiscal  years.  I  frankly  don’t  see  that  would 
change.  Whether  it  is  in  the  form  of  contract  authority  or  cash  ap¬ 
propriations  I  don’t  see  by  this  change  that  we  have  removed  any 
incentive  to  rush  to  make  contracts  at  the  end  of  the  year. 

This  would  not  be  changed  if  contract  authority  were  used.  This 
must  be  controlled  by  other  means  whether  the  authority  be  in  the  form 
of  appropriations  or  contract  authority,  as  for  example  by  internal 
management  as  well  as  the  congressional  limitation  presently  exer¬ 
cised,  on  the  proportion  of  obligations  to  be  placed  in  the  last  2  months 
of  the  fiscal  year. 

2.  It  has  been  stated  that  this  would  not  require  Treasury  funding 
of  appropriations  way  in  advance  of  expenditure.  They  don’t  now 
anyway.  The  Treasury  Department’s  debt  management  is  based  on 
estimated  future  expenditures,  which,  as  I  mentioned  a  moment  ago, 
has  been  quite  accurate  for  a  number  of  years. 

3.  It  has  been  said  that  this  would  result  in  reduction  of  Federal  . 
expenditures  because  the  Congress  would  review  long  lead-time  ex¬ 
penditures  twice — once  for  obligation,  once  for  expenditure.  Actually 
I  think  you  might  find  the  results  might  be  of  the  reverse  if  too  little 
emphasis  were  given  to  granting  obligational  authority  for  total  costs. 

I  mentioned  that  with  respect  to  the  action  of  the  House  last  week 
where  the  commitee  added  5  million  to  an  expenditure  basis,  yet  the 
Government  is  committed  to  a  $300  million  program,  without,  I  think, 
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full  consideration.  Tlie  Congress  may  review  the  performance  and 
status  of  past  programs  without  changing  the  basis  of  appropriations, 
and  if  it  considers  programs  no  longer  justified,  it  may  rescind  appro¬ 
priations  even  to  the  point  of  requiring  contract  terminations  or 
cutbacks. 

4.  Then  another  statement  has  been  made  that  perhaps  it  would 
expedite  installation  of  the  accrued  expenditure  basis  of  budgeting 
for  the  purposes  of  the  Congress  and  the  President  as  well  as  the 
agencies.  We  think  this  desirable  result  would  be  speeded  effectively 
by  this  bill.  What  I  am  trying  to  do  is  give  the  pros  and  cons  as  we 
see  it.  We  think  that  would  be  a  <mod  effect  of  this  bill.  But  I  want 
to  say  again  this  may  be  done  without  necessarily  changing  the  basis 
for  appropriation. 

In  fairness  to  the  committee  I  should  point  out  that  since  filing  my 
statement  I  have  received  a  number  of  inquiries  from  industry  ex¬ 
pressing  concern  as  to  how  this  proposed  change  would  be  made  to 
work  in  their  long-lead  contracting.  As  I  said,  there  isn’t  anything 
that  I  know  of  that  outlines  a  clear-cut  plan  of  how  this  long-lead  time 
authority  would  be  granted  and  administered.  But  it  will  cause  some 
concern,  although  handled  properly,  it  probably  could  be  done. 

For  the  foregoing  reasons,  as  well  as  because  time  will  be  required 
to  complete  the  installation  of  the  cost  and  accrued-expenditure  basis 
of  budgeting  and  accounting  and  to  determine  the  nature  of  all  the 
problems  of  this  basis  of  budgeting,  we  commend  the  provision  in 
the  bill,  that  if  the  basis  of  appropriation  is  to  be  changed,  the  Presi¬ 
dent  will  establish  the  particular  appropriations  to  be  changed  and 
when. 

In  conclusion,  it  is  desired  to  state  it  is  our  conviction  that  savings 
which  may  result  from  changes  provided  in  this  bill  will  come  about 
largely  through  better  management  within  the  executive  branch,  and 
secondarily  through  providing  better  data  to  the  Congress,  through 
a  change  in  the  process  and  I  say  that  will  be  done  without  reference 
to  changing  the  basis  of  appropriation. 

Reading  the  testimony  of  Monday,  I  thought  Mr.  Rappaport  of 
the  Bureau  of  the  Budget  made  a  very  good  statement  when  he  said 
the  basic  improvements  will  not  be  the  $4  billion  claimed  by  some 
people  who  have  sent  bulletins  all  over  the  Nation,  it  will  come  from 
an  awful  lot  of  hard  work  in  better  administration  in  the  executive 
departments. 

Senator  Kennedy.  Thank  you  very  much.  In  going  over  the  bill 
section  by  section  so  we  will  be  clear  as  to  your  suggestions,  as  I  un¬ 
derstand  section  1  is  satisfactory  to  you  ? 

Mr.  McNeil.  Yes,  sir. 

Senator  Kennedy.  In  (b),  page  2,  line  C,  you  have  suggested  lan¬ 
guage  on  line  9  ? 

Air.  McNeil.  Yes,  sir. 

Senator  Kennedy.  Don’t  you  feel  that  the  words  in  line  8 — 
to  the  maximum  extent  deemed  desirable  and  practicable  by  the  President, 

really  take  care  of  the  effect  of  your  suggested  amendment  ? 

Mr.  McNeil.  I’m  informed  by  counsel  that  it  doesn’t.  I  think  in 
this  case  we  would  all  want  the  language  clear  as  to  what  is  intended. 
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Senator  Kennedy.  On  page  14  of  your  testimony  you  say : 

Provided  nothing  in  this  subsection  shall  be  construed  to  affect  the  authority 
of  the  President  to  submit  requests  for  authorizations  to  create  obligations, 

while  in  the  bill  as  it  is,  it  says : 

The  amount  of  incurred  obligations  in  section  201 — - 
et  cetera — 

shall  to  the  maximum  extent,  deemed  desirable  and  practical  by  the  President. 

It  seeems  to  me  the  authorization  given  to  him  is  not  substantially 
different  than  it  already  is. 

Mr.  McNeil.  May  I  have  Mr.  Lanman  answer  that  ? 

Mr.  Lanman.  It  is  a  technical  problem,  which  I  will  try  to  simplify 
if  I  may.  Section  101  of  the  Budget  and  Accounting  Procedures  Act 
of  1950,  31  United  States  Code,  section  2,  defines  the  term  “appropria¬ 
tion”  as  follows : 

The  term  “appropriations”  includes  in  appropriate  context  funds  and  author¬ 
izations  to  create  obligations  by  contract  in  advance  of  appropriation  projects 
or  any  other  authority  making  funds  available  for  obligation  or  expenditure. 

Section  201  of  the  Budget  and  Accounting  Act  of  1921  as  amended 
provides  that  the  budget  shall  include  : 

The  estimated  expenditures  and  proposed  appropriations  necessary  in  the 
judgment  of  the  President.  The  bill  would  add  a  subsection  to  section  201,  which 
would  provide  that  the  amount  of  appropriations  referred  to  above  shall  be 
determined  on  an  annual  accrued  expenditure  basis. 

There  is  doubt  in  my  opinion  and  in  the  opinion  of  the  Comptroller 
Counsel  of  the  three  military  departments  as  to  whether  the  new  pro¬ 
posed  subsection  (b)  when  made  applicable  by  the  President  will  have 
the  effect  of  canceling  the  definition  of  appropriations  particularly  the 
authorization  to  create  obligation  in  advance  of  a  proposition.  Since 
it  is  understood  that  the  utilization  of  the  authority  to  create  obliga¬ 
tions  in  advance  of  cash  appropriations  is  a  key  part  of  the  plan  for  the 
implementation  of  this  legislation,  it  is  our  view  that  the  bill  should 
be  clarified  in  this  regard  and  the  language  of  the  amendment  pro¬ 
posed  by  the  Department  of  Defense  will  accomplish  this  purpose  and 
its  proposal  has  been  agreed  to  by  the  Bureau  of  the  Budget. 

Senator  Kennedy.  Section  2  of  the  Budget  and  Accounting  Act  to 
which  you  referred  says  that — 

The  term  “appropriations”  shall  include  in  the  appropriate  context  funds  and 
authorizations  to  create  obligations  by  contract  in  advance  of  appropriation — 

that  language  stands.  That  language  is  not  affected,  is  it  ? 

Mr.  Lanman.  We  are  afraid  that  it  might  be,  Mr.  Chairman,  be¬ 
cause  then  the  subsection  being  added  by  this  bill  would  say  that  the 
appropriations  referred  to  above  as  defined  in  section  2  will  be  sub¬ 
mitted  on  an  accrued  expenditure  basis  which  raises  the  doubt  as  to 
whether  that  definition — when  you  move  to  the  accrued  expenditure 
basis — still  can  be  used. 

Senator  Kennedy.  Well,  we  can  have  counsel  take  a  look  at  it. 

Mr.  Lanman.  Yes,  sir.  We  would  say  that  in  view  of  the  impor¬ 
tance  of  this  aspect  of  the  legislation,  agreed  to  by  ei7eryone,  that  the 
bill  itself  should  be  clear  on  the  point. 

Senator  Kennedy.  Mr.  Shnver  would  like  to  ask  you  a  question, 
please. 
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Mr.  Shriver.  Is  it  your  belief,  Mr.  Lanman,  that  the  implication 
in  this  language  is  serious  enough  to  require  an  amendment  to  the 
bill  or  a  clarification  in  the  report  ? 

Mr.  Lanman.  This  is  always  a  difficult  question.  We  know  that  we 
deal  with  legislative  history  often.  However,  we  believe  that  since 
this  aspect  is  so  significant  and  might  be  subject  to  later  interpretation 
which  might  not  necessarily  be  governed  by  the  legislative  history — 
since  resort  to  legislative  history  is  not  always  permitted — Ave  would 
prefer  to  have  the  language  in  the  bill  in  order  to  resolve  any  possible 
doubt  as  to  the  authority  to  submit  budget  requests  for  obligational 
authority  in  advance  of  appropriations. 

Mr.  Shriver.  You  prefer  an  amendment  to  the  bill  as  indicated  in 
the  statement  which  was  presented  to  the  committee  this  morning  ? 

Mr.  Lanman.  At  the  suggestion  of  the  Bureau  of  the  Budget  we 
revised  page  14  of  the  Department  of  Defense  statement  of  views  to 
include  an  amendment  to  this  bill. 

Mr.  Shriver.  Thank  you,  Mr.  Lanman. 

Senator  Kennedy.  This  has  been  cleared  with  the  Bureau  of  the 
Budget  and  they  agree  with  it. 

Mr.  Lanman.  Yes,  sir. 

Senator  Kennedy.  Noav  going  on  to  page  2,  continuing  on  with  the 
bill  and  particularly  the  amendments  accepted,  then  ive  have  line 
10  is  satisfactory,  beginning  with  the  section  line  10  to  13.  Do  you 
have  any  other  suggestions  ? 

Mr.  Lanman.  We  have  no  detailed  suggestion  for  other  amendment. 

Senator  Kennedy.  The  rest  of  the  bill  is  agreeable  to  you  pro¬ 
vided  this  amendment  is  accepted. 

Mr.  McNeil.  Yes,  except  that  I  would  like  the  committee  to  under¬ 
stand  our  AneAv.  We  don’t  think  that  you  are  going  to  get  the  profit 
out  of  it  that  a  lot  of  people  have  said  you  are  going  to  get. 

Senator  Kennedy.  But  the  people  in  the  Department  of  Defense 
do  not  oppose  the  bill.  You  would  like  the  amendment  accepted  ? 

Mr.  McNeil.  That’s  correct. 

Senator  Kennedy.  Does  your  support  of  the  bill  depend  upon  the 
committee  accepting  this  amendment? 

Mr.  McNeil.  In  2  or  3  other  places  in  the  statement,  I  made  some 
suggestions  for  clarification  but  I  think  they  are  the  type  that  could 
be  taken  care  of  in  the  committee  report. 

Senator  Kennedy.  Thank  you. 

Senator  Cotton.  Is  my  understanding  correct  that  already  in  the 
Department  of  Defense  you  are  engaged  in  making  changes  in  your 
internal  system  of  budgeting  and  bookkeeping  in  accordance  with 
the  purpose  of  this  bill,  that  is  on  a  cost- accrual  basis. 

Mr.  McNeil.  Yes,  sir. 

Senator  Cotton.  And  you  have  been  developing  that  system  for 
some  time  already. 

Mr.  McNeil.  Yes,  sir.  I  think  Congress  helped  us  greatly 
in  1949  when  there  Avas  a  rather  complete  pattern  for  a  financial  sys¬ 
tem  outlined  in  title  4  of  the  National  Security  Act.  It  Avas  an  amend¬ 
ment  to  the  original  National  Security  Act.  It  laid  the  foundation 
and  gave  legislative  authority  to  do  a  great  many  things  Avhich  were 
years  overdue.  We  thought,  too,  at  that  time  that  5  years  would  clean 
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up  our  job.  I  am  disappointed  we  did  not  quite  make  it.  I  know  that 
for  3  years  it  was  awfully  difficult,  and  very  understandable,  for  a  lot 
of  people  to  worry  about  hostilities  in  Korea  a  little  more  than  they 
did  on  some  of  these  problems.  I  would  say,  however,  that  we  made 
quite  tremendous  progress,  and  it  is  only  by  taking,  let  us  call  it,  a 
balanced  sheet  of  where  we  stood  in  1949  and  1950,  and  today  does  one 
realize  what  really  tremendous  progress  has  been  made.  F or  example, 
in  all  history  the  War  Department  had  never  had  financial  accounting 
for  property.  That  is  now  the  Army  and  the  Air  Force.  The  Army 
has  done  a  tremendous  job  in  that  field.  Yes,  there  are  still  some  things 
wrong,  but  it  is  more  like  taking  up  a  rough  casing  and  filing  off  the 
rough  spots  to  clean  it  up.  For  the  first  time  in  history,  Army  pretty 
well  knows  what  it  has  and  where  it  is. 

I  don’t  mean  just  major  items;  I  mean  all  the  way  down  the  line. 
On  their  consumption  type  of  material — by  consumption  type  I  am 
talking  about  the  things  you  use  from  day  to  day,  like  spare  parts, 
nails,  and  all  those  things',  literally  hundreds  of  thousands  of  items; 
the  Army  has  already  installed  the  stock  fund  principle,  and  used  it, 
and  here  is  the  kind  of  a  profit  they  have.  If  you  will  look  at  the  ap¬ 
propriation  bills  submitted  by  that  Department  the  last  3  years,  you 
will  find  over  $2%  billion  proposed  either  for  rescission  or  for  return 
to  the  Treasury  as  a  result  of  their  improvement  in  inventory  manage¬ 
ment  on  consumption-type  items  alone  as  a  result  of  the  work  they 
started  in  1952. 

I  think  that  is  quite  a  tremendous  job,  and  very  few  people  know  it. 
Right  at  the  present  time  on  consumption  type  of  material  there  is  over 
$9  billion  under  good  accounting  and  merchandising  control — and 
I  add  merchandising  to  it,  because  this  is  far  more  than  an  accounting 
problem — as  you  would  find  in  Sears,  Roebuck,  and  Montgomery 
Ward.  In  fact,  we  are  applying  the  same  general  merchandising 
principles.  Certainly  we  have  some  added  problems.  Such  as  to 
determine  the  quantity  of  mobilization  reserves  which  slows  down 
the  rate  of  turnover  on  the  surface,  at  least,  but  they  are  at  least  apply¬ 
ing  good  merchandising  principles  which  I  think  this  country  should 
be  happy  to  see  them  do. 

In  another  hearing  on  this  general  subject,  people  have  testified 
that  things  are  bad,  that  instead  of  getting  better  they  are  getting 
worse.  The  chamber  of  commerce  man  so  testified.  He  frankly  didn’t 
know  what  he  was  talking  about. 

Senator  Kennedy.  I  think  everybody  is  aware  of  the  almost  insu¬ 
perable  problem  you  have  over  at  the  Department  of  Defense.  There 
is  no  valid  basis  for  comparison  to  any  private  business  for  the  job, 
particularly  with  these  defense  items  which  are  so  quickly  consumable, 
normal  items  you  deal  with,  the  highly  specialized  nature  of  your  pro¬ 
grams.  Considering  the  amount  of  money  you  are  spending  and  all 
other  factors  I  think  your  job  is  almost  impossible,  and  we  certainly 
appreciate  all  your  problems. 

Mr.  McNeil.  While  several  of  us  don’t  mind  what  such  uninformed 
people  say,  there  are  hundreds  of  people  in  Defense  that  are  working 
day  and  night,  Saturdays  and  many  Sundays — trying  to  do  a  job  for 
Uncle  Sam  and  are  making  real  progress — and  it  disturbs  me  a  bit 
when  you  see  that  going  on  and  then  people  make  careless  or  loose 
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statements.  It  bothers  me  a  bit  and  doesn’t  help  the  morale  of  people 
who  are  trying  to  make  it  better. 

Senator  Kennedy.  We  are  only  interested  in  trying  to  assist  you. 
AVe  are  only  anxious  to  do  things  which  will  make  your  job  easier. 

Senator  Cotton.  I  thoroughly  agree  with  what  the  chairman  said. 
The  purpose  of  my  question  wTas  not  in  any  sense  to  be  critical  of 
what  you  are  already  doing  but  that  was  the  preface  to  a  question  that 
I  wanted  to  ask.  I  assume  from  what  you  have  just  told  me  that  the 
passage  of  this  bill,  the  declaration  of  this  policy  by  Congress,  isn’t 
going  to  necessitate  any  drastic  changes  in  your  internal  system  of 
budgeting  and  bookkeeping.  You  are  already  as  fast  as  possible  doing 
this  very  thing.  Is  that  a  generally  correct  summary  ? 

Mr.  McNeil.  I  wouldn’t  want  to  say  we  are  that  good,  sir.  We  are 
headed  in  that  direction  and  we  are  going  a  long  way  toward  it. 

Senator  Cotton.  How  long  do  you  think  it  would  be  in  your  de¬ 
partment,  which  is  of  course  the  largest  in  the  Government,  how  long 
a  period  would  you  estimate  it  would  take  to  put  into  practice  the 
system  designed  in  this  bill  ? 

Mr.  McNeil.  On  the  first  four  provisions — that  I  said  I  thought 
would  be  very  helpful  both  to  the  Congress,  to  us,  and  to  the  country, 
covering  the  accrual  accounting  and  cost  basis  of  budgeting— we  are 
probably  70 — and  this  is  pulled  out  of  the  air — 70  percent  complete 
with  our  work  of  the  last  5  years. 

Senator  Cotton.  Mr.  Brundage  testified  the  day  before  yesterday 
that  they  thought  it  might  take  5  years  more  to  complete  the  transition. 

Air.  McNeil.  I  think  it  would.  I  noticed  another  statement,  10 
years.  I  would  have  to  be  more  optimistic  than  that.  I  think  the 
shorter  period  of  time  would  be  about  right. 

As  to  the  other  point,  the  way  the  bill  is  worded  I  know  it  is  per¬ 
missive  for  the  President.  I  am  not  certain  that  the  country  or  the 
Congress  or  ourselves  or  contractors  are  going  to  have  a  better  work¬ 
ing  mechanism  under  the  proposal  to  go  to  contract  authority.  I 
think  that  needs  considerably  more  study  and  work  and  development 
of  a  well-worked-out  plan  before  it  is  really  done.  I  know  that  it  is 
contemplated  that  if  you  did  go  to  that  that  it  would  take  time.  But 
as  I  mentioned  there  is  still,  I  think,  some  hazy  thinking  on  that 
subject. 

Senator  Cotton.  I  understood  that.  Would  the  passage  of  this 
bill  in  its  present  form  necessitate  the  setting  up  of  duplicate  systems 
of  bookkeeping  in  your  department?  In  other  words,  speaking  as  a 
layman,  and  having  difficulty  understanding  all  the  technicalities  of 
your  testimony,  does  it  mean  that  you  have  to  run  a  set  of  books  on 
the  cost  accrual  basis  and  another  one  on  your  contract  authority  ? 

You  wouldn’t  have  to  have  a  duplicate  system. 

Mr.  McNeil.  I  think  yes,  we  would,  but  I  don’t  know  that  that 
could  be  called  just  duplication.  It  would  be  really  splitting  it  apart 
and  running  it  in  two  segments.  I  think  where  our  problem  comes 
is  this.  The  submitting  of  a  budget  on  an  accrued  basis  for  an  estab¬ 
lishment  such  as  the  Department  of  Defense  where  each  activity  that 
is  managed  separately  must  take  into  account  a  little  piece  of  the 
inventory — wliat  might  just  happen  to  be  located  there — and  having 
that  basis  of  accounting  different  than  the  basis  on  which  appropria¬ 
tions  are  made,  would  require  two  systems  of  bookkeeping  and 
accounts. 
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However,  we  believe  that  we  have  worked  out  a  rather  complete 
financial  system  covering  appropriations,  budgeting,  and  accounting 
as  well  as  the  management  aspects  in  which  we  can  achieve  the  results 
contemplated  here  under  the  accrued  expenditure  basis  or  budgeting, 
the  cost  basis,  as  well  as  the  obligation  basis  and  tie  it  back  to  the  way 
in  which  Congress  gives  us  our  money.  I  think  that  is  very  important 
that  we  be  able  each  year  clearly  and  cleanly  to  tie  it  back.  Now,  this 
gets  a  bit  technical,  Senator,  but  I  mentioned  in  the  prepared  statement 
that  the  House  committee  had  approved  and  were  rather  compli¬ 
mentary  on  a  proposed  change  in  the  Army  appropriation  structure 
for  maintenance  and  operation,  that  is  about  a  $3  billion  appropria¬ 
tion,  about  one-twelfth  of  our  total.  In  that  new  budget  structure, 
the  accounts  are  so  set  up  that  the  way  that  Congress  will  appropriate 
the  money  permits  the  allocation  of  funds  from  a  budget  account  under 
that  appropriation  to  a  field  activity  under  the  much-discussed  one 
allotment  system,  permits  the  accrual  basis  of  accounting  to  be  used 
and  yet  permits  report  right  back  up  the  chain  ending  up  with  a  report 
to  Congress  on  the  budget  account  and  the  appropriation  as  a  whole, 
all  without  complicated  reconciliations  required  by  other  proposals. 
In  other  words  it  can  be  one  system.  People  have  proposed  systems 
that  will  not  be  one  system,  but  two.  That  is  why  I  suggested  to  this 
committee  that  if  it  had  the  time  during  this  session  or  any  time  later 
we  would  like  to  have  }7ou  take  a  look  at  what  we  believe  makes  for  an 
integrated  single  system  and  achieve  these  purposes. 

We  would  like  to  think  that  this  language  would  permit  us  to 
continue  that. 

Senator  Cotton.  I  can  understand  your  suggestion  as  to  the  diffi¬ 
culty  of  estimating  ahead  year  by  year  on  many  separate  long-lead 
items  accurately  because  of  the  element  of  uncertainty.  But  allow¬ 
ing  for  reasonable  men  in  Congress  and  in  the  Bureau  of  the  Budget 
to  understand  that  and  expect  you  to  give  yourself  reasonable  latitude 
and  leeway  by  reasonable  estimates  to  take  care  of  eventualities  in 
the  forthcoming  years,  do  you  agree  that  it  makes  the  Bureau  of  the 
Budget  and  the 'Congress  follow  more  closely  year  by  year  these  pro¬ 
grams  ?  That  is  correct ;  isn’t  it  ? 

Mr.  McNeil.  I  could  work  both  sides  of  the  street  on  that  question. 
If  I  wanted  to  sell  something  to  this  Congress — I  am  going  to  be  a 
bureaucrat  for  a  moment,  maybe  I  am  regularly — the  easiest  way  to 
sell  the  idea  generally  is. sell  it  on  the  installment  plan  and  show  you 
how  little  it  costs  the  first  year. 

Senator  Cotton.  That  leads  me  to  my  last  question.  I  noticed 
your  illustration  on  page  13  of  your  statement.  It  seemed  to  me 
that  you  have  in  mind  that  the  Bureau  of  the  Budget  and  the  Con¬ 
gress,  if  you  come  up  and  ask  for  just  the  money  for  the  first  year  to 
build  a  carrier  or  for  some  public  works,  will  fall  for  it  because  the 
money  for  the  first  year  is  comparatively  slight  and  then  they  are  com¬ 
mitted  for  a  long  program.  But  I  can’t  conceive  of  the  most  careless 
and  the  most  thoughtless  member  of  an  Appropriations  Committee — 
and  I  have  sat  on  the  Appropriations  Committee  in  the  House  and 
probably  I  Avas  that  member — not  asking  and  ascertaining  when 
they  grant  you  the  first  installment,  Iioav  much  it  is  going  to  cost  for 
the  Avliole  job,  nor  can  I  conceive  of  any  budget  officer  or  represent¬ 
ative  of  yours  or  any  other  department  coming  up  and  asking  for  the 
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first  installment  and  not  making  it  perfectly  clear  what  the  whole  job 
is  going  to  cost. 

It  seems  to  me  that  is  a  needless  fear. 

Mr.  McNeil.  Senator,  I  agree  with  you.  And  that  is  done.  But 
human  nature  works  in  funny  ways. 

At  one  time  I  used  to  be  in  the  automobile  business.  To  get  $3,000 
for  an  automobile  was  quite  a  job.  It  wasn't  much  of  a  job  to  tell 
them  it  was  $3,000  plus  finance  charges  plus  insurance,  but  what  really 
counted  was  $500  down  and  $50  a  month,  that  is  the  only  way  I  made 
a  sale.  And  as  I  say,  there  is  nothing  wrong  about  it.  Bet's  say  we 
presented  a  program  for  a  hundred  aircraft  or  an  aircraft  carrier,  no 
one  would  hide  the  total  cost,  but  would  emphasize  so  much  for  the 
fii'st  year.  It  looks  simpler  and  cheaper  frankly  than  to  say  we  want 
a  hundred  aircraft  and  they  are  a  million  dollars  apiece,  appropriate 
the  hundred  million. 

While  Mr.  Humphrey  doesn’t  raise  the  money  that  year,  he  only 
raises  what  we  are  going  to  spend,  the  fact  remains  that  people  still 
think  of  a  cash  appropriation  as  money  out  of  pocket  and  they  look 
at  the  total  bill — it  has  been  my  experience — with  a  little  more  care 
than  they  do  when  they  buy  on  the  installment  plan  even  though  no 
one  is  hiding  the  facts  as  to  total  cost. 

Senator  Cotton.  By  the  same  token  if  you  get  the  appropriation 
for  a  hundred  aircraft  and  then  assuming  what  is  the  fact  that  you  are 
being  a  bureaucrat  for  the  moment  and  putting  something  over  on 
Congress,  if  you  get  the  full  appropriation  for  a  hundred  aircraft 
this  year,  it  is  a  lot  easier  to  come  up  next  year  and  get  an  appropria¬ 
tion  for  another  hundred  aircraft,  because  the  other  is  out  of  the  way 
and  the  appropriation  is  out  of  the  way  and  it  is  not  in  the  minds  of 
the  committee. 

Mr.  McNeil.  I  could  probably  work  both  sides  of  the  street  on  this 
one,  as  I  told  you. 

I  would  like  to  add  one  thing  if  I  may  to  this  committee.  There 
was  a  great  deal  of  discussion  on  Monday  in  this  hearing  and  in  the 
press  and  other  committees,  about  the  carryovers  alicLit  is  something 
that  ought  to  be  thought  about  constantly  and  is  being  thought  about 
every  day  in  our  place  and  certainly  every  year  in  consideration  of 
our  budget. 

I  think  it  is  germane  to  this  discussion.  The  carryovers  are 
today  being  scrutinized  quite  carefully  by  the  Appropriations  Com¬ 
mittee.  I  will  grant  they  did  not  do  it  as  carefully  5  years  ago,  but 
today  because  of  the  size,  magnitude  and  the  nature  of  it,  I  would 
say  they  are  spending  about  half  the  hearing  time  on  analysis  of  the 
carryovers,  which  in  effect  is  turning  the  coin  over  and  doing  the  same 
as  proposed  in  this  bill. 

Our  carryovers  are  high,  just  to  glance  at  them.  But  our  carry¬ 
overs  are  now  justified  in  detail.  There  was  a  time  we  probably  had 
looser  practices  in,  let  us  call  it  posting  what  was  considered  an  obli¬ 
gation  of  the  Government,  the  value  of  a  contract.  I  think,  however, 
they  are  quite  tight  today.  At  the  same  time  I  think  much  better 
buying  practices  have  been  instituted  within  the  Department. 

There  was  a  time  when  if  we  had  the  money  to  buy  aircraft,  Army 
equipment,  ships,  that  there  was  an  effort  to  obligate  all  or  contract 
for  all  that  money  as  soon  as  possible.  There  has,  however,  been  a 
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real  effort  in  the  Department  of  Defense  in  the  last  3  or  4  years  not 
to  obligate  it  the  minute  you  got  it,  even  though  you  had  the  letter  of 
credit,  but  to  obligate  or  contract  for  only  the  longest  lead-time  items 
first.  It  might  be  a  minor  item.  In  aircraft  it  might  be  the  engines 
were  months  later,  the  airframe  being  placed  under  contract.  It  might 
be  the  fire  control  first  or  the  engine  6  months  later  and  the  airframe 
6  months  later  than  that  and  perhaps  the  tires  for  that  airplane  2 
years  later  instead  of  buying  it  all  at  once  and  getting  the  easy-to-get 
material  first. 

We  found  Ave  can  make  tremendous  savings  but  most  people  don't 
realize  these  savings  are  now  being  made  in  Defense.  I  recall  an 
instance  5  years  ago  where  AA7e  took  a  look  at  aircraft  being  produced  in 
a  private  plant.  Under  the  old  philosophy  of  placing  under  contract 
all  the  authority  you  had  quickly — there  was  probably  more  than  $200 
million  in  inventory  in  that  company  for  which  we  had  made  progress 
payments  of  the  easier-to-make,  easier-to-get  items.  That  is  a  waste  if 
you  buy  things  before  you  need  them.  But  it  is  more  of  a  waste  if  you 
buy  things  on  which  there  is  a  likelihood  of  a  design  change  in  the 
later  stages  which  means  scrapping  the  original  purchases.  We  de¬ 
liberately,  if  you  want  to  call  it  that  are  carrying  over  certain  moneys 
unobligated  at  the  end  of  a  year- — on  a  planned  basis — because  we 
don’t  want  to  place  under  contract  anything  until  Ave  have  to.  It 
shows  up  as  unobligated  money.  But  the  unobligated  money  is  just 
what  it  takes  to  complete  the  programs  actually  approved  and  ap¬ 
propriated  for  by  Congress.  Carrying  it  one  step  further  the  unob¬ 
ligated  amounts  in  the  construction  of  ships  appropriation  Avill  sIioav 
a  little  over  a  billion  dollars  as  of  this  June  30.  That  is  precisely, 
or  as  near  as  anyone  can  estimate,  the  amount  it  takes  to  complete 
the  ships  that  have  been  approved  specifically  and  appropriated  for 
specifically. 

We  havTe  had  exceptions  in  the  past — the  case  of  the  Army ;  for 
example,  where  f<  r  2  or  3  years  we  have  not  asked  for  any  appropria¬ 
tion  for  Army  major  procurement.  No  appropriations  have  been 
requested,  because  the  unobligated  credit  has  been  adequate  to  take 
care  of  the  buying  plan.  Nevertheless,  each  year  we  have  submitted 
to  the  Appropriations  Committee  the  buying  plan  for  the  following 
year  which  Avould  use  up  the  credit.  As  a  matter  of  fact  we  even 
offered  1  year  certain  amounts  of  rescission  but  nevertheless  we  did 
not  use  a  nickel  of  it  above  the  buying  plan  estimated  and  submitted. 

Senator  Kennedy.  This  bill  would  prevent  that  situation  from  ever 
coming  up,  wouldn’t  it  ? 

Mr.  McNeil.  No,  I  don’t  think  it  Avould  because  the  conditions 
under  which  that  arose  involved  the  elimination  of  the  tremendous 
requirements  for  combat  consumption  items  in  Korea  at  the  end  of 
the  Korean  period. 

Senator  Kennedy.  In  your  statement  you  went  so  far  as  to  say 
instead  of  spending  that  money,  you  said  you  submitted  a  plan  to  the 
Appropriations  Committee.  I  think  you  would  of  necessity  have 
had  to  do  that;  otherwise  the  Appropriations  Committee  Avould  have 
no  control  over  the  expenditure  of  this  money  and  you  Avould  be  free 
within  large  limitations  to  do  Avhat  you  want. 

Mr.  McNeil.  The  same  would  be  true  in  any  case,  whether  under 
accrued  expenditures  or  cash  authority. 
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Senator  Kennedy.  Except  you  would  have  to  come  back  to  the 
Appropriations  Committees,  wouldn’t  you  ? 

Mr.  McNeil.  If  the  contract  authority  was  there,  it  would  be  iden¬ 
tical  with  what  we  have  now. 

Senator  Kennedy.  You  still  would  have  to  come  back  to  the  Ap¬ 
propriations  Committees  even  under  the  contract  authority. 

Air.  McNeil.  But  if  amounts  had  been  appropriated  at  a  rate  which 
would  sustain  very  substantial  combat  operations,  let  us  say  in  Korea 
and  after  the  money  had  been  appropriated,  which  was  the  case  in 
Korea — you  remember  it  was  July  when  the  cease-fire  took  place  after 
the  appropriation  bills  were  passed — there  would  have  been  an  excess 
there  and  we  reported  it  in  the  same  way  as  we  would  in  the  future. 

It  won’t  change  the  pattern  we  have  been  attempting  to  follow  all 
along  under  the  present  system.  Carryovers  are  not  what  a  lot  of 
people  think  they  are,  except  in  2  or  3  cases  in  the  past,  the  Army  was 
1.  In  the  case  of  the  Air  Force  2  or  3  years  ago  there  were  certain 
aircraft  that  could  not  be  delivered  as  early  as  originally  planned. 
There  was  slippage  in  the  program  and  we  took  the  value  as  a  credit 
against  the  next  year’s  appropriation  request.  The  same  thing  would 
happen  in  the  future  under  contract  authority.  Last  year  in  the  case 
of  the  Navy,  there  was  slippage  in  certain  Naval  aircraft  schedules, 
new  contracts  were  not  placed  as  early  and  the  value  was  applied  as  a 
credit  and  presented  to  the  committe  in  exactly  the  same  way  as  I 
think  you  would  have  to  in  the  future  under  the  contract  authority. 

Senator  Kennedy.  Senator  Martin  ? 

Senator  Martin.  With  reference  to  the  financial  system  that  you 
have  been  developing  over  the  past  few  years,  I  understand  you  are 
still  working  on  it  and  that  you  estimate  it  will  take  some  little  time 
to  complete  it. 

Mr.  McNeil.  To  complete  the  installation.  We  have  the  plan  essen¬ 
tially  complete. 

Senator  Martin.  Would  this  bill  impede  in  any  win1  the  completion 
of  the  system  that  you  are  developing  ? 

Mr.  McNeil.  No,  sir;  it  won’t,  if  it  is  understood  that  we  can  carry 
out  the  plan  within  the  framework  of  title  IV,  because  the  principles 
we  are  working  toward  are  wliat  are  stated  in  the  four  main  points 
that  I  said  we  thought  would  be  helpful. 

Senator  Martin.  Do  you  think  the  system  which  you  have  developed 
could  work  within  the  plan  visualized  in  this  bill  provided  we  give 
you  leeway  enough  to  adjust  to  it  ? 

Mr.  McNeil.  I  think  it  does.  I  am  not  talking  about  the  change 
in  the  appropriation  method  now,  because  that  is  a  separate  problem, 
but  the  other  points  we  can  work  within  because  they  are  the  prin¬ 
ciples  to  which  we  feel  our  overall  system  is  presently  designed  to 
achieve.  Except  we  feel  the  overall  system  we  have  planned  and 
developed  under  title  IV  of  the  National  Security  Act  covers  a  broader 
scope  than  does  this  bill.  This  deals  with  3  or  4  details  which  are  not 
inconsistent  with  what  we  are  attempting  to  achieve  under  this 
broader  scope  of  title  4. 

Senator  Martin.  I  understand  that  you  believe  the  amendment  you 
suggest  here  is  rather  important  and  should  be  adopted  prior  to  our 
enactment  of  the  bill  before  us. 

Mr.  McNeil.  We  believe  so,  sir,  because  it  clears  up  what  counsel 
sincerely  believes  is  incomplete  language  in  the  bill.  The  proposed 
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amendment  which  was  worked  out  with  the  Bureau  of  the  Budget  is 
one  that  was  intended  to  carry  out  the  purposes  intended  originally 
but  would  eliminate  questions  that  would  arise  in  the  future  as  to 
whether  it  did  or  did  not. 

Senator  Martin.  The  amendment  would  probably  need  some  study 
and  some  advice  from  counsel.  I  am  particularly  concerned  about  the 
matter  of  getting  this  bill  into  law  before  adjournment  this  year  which 
is  not  a  very  long  time  ahead,  when  it  comes  to  final  enactment  of 
legislation  of  this  far-reaching  scope.  I  sincerely  hope  we  can  give 
enough  study  to  this  proposed  amendment— on  the  other  hand  I  don  t 
want  to  stop  the  enactment  of  this  bill  before  adjournment. 

Mr.  McNeil.  It  shouldn’t. 

Senator  Martin.  There  will  be  other  changes  no  doubt  that  will 
develop  in  the  carrying  out  of  this  law.  I  can  imagine  we  will  have 
need  for  other  amendments  within  the  near  future  after  this  bill  is 
enacted. 

Mr.  SMcNeil.  I  believe  this  is  intended  as  a  clarifying  amend¬ 
ment.  As  I  understand  it  from  counsel,  the  reason  is  that  there  is 
another  act  which  describes  the  word  “appropriations’*  as  meaning  both 
contract  authority  and  cash  appropriations.  Then  this  bill  says  m 
effect  that  contract  authority  be  submitted  on  an  accrued  basis.  I 
don’t  know  how  you  do  that.'  It  is  to  clear  up  technical  problems  of 
that  kind.  It  is  not  a  substantive  change. 

Senator  Martin.  It  is  rather  an  important  matter  to  clear  up. 

Mr.  McNeil.  We  think  so.  But  it  is  a  technical  change,  not  a  sub¬ 
stantive  change.  .  . 

Senator  Martin.  I  have  not  any  study  on  this  particular  amend¬ 
ment.  This  is  the  first  I  have  seen  it.  I  want  to  give  it  some  thought 
but  I  don’t  want  to  stop  action  on  the  bill. 

Mr.  McNeil.  Mr.  Chairman,  may  I  mention  something  that  was 
brought  up  Monday  during  the  questioning  that  was  left  hanging  in 
the  air  a  bit.  There  was  some  discussion  on  ships,  as  I  read  the 
testimony,  wondering  what  you  do  when  there  are  price  increases, 
when  there  are  changes  of  design  in  the  course  of  construction  and 
you  ran  along  until  finally  nobody  knew  what  to  do.  I  can  give  you 
a  specific  example  how  this  is  handled  and  is  being  handled  at  the 
moment. 

Only  3  or  4  months  ago  a  contract  was  placed  for  3  destroyers — all 
approved  and  within  the  price  range  and  estimates  as  previously 
submitted  and  appropriated  for.  In  the  meantime  oyer  the  winter 
months,  there  had  been  some  very  successful  tests  with  missile  in¬ 
stallations  for  ships  of  that  character.  The  new  ships  equipped  with 
missiles  are  more  costly.  We  had  two  choices.  One  which  would 
indicate  poorer  management  but  would  have  been  awfully  simple  to 
do,  that  is  to  complete  the  ships  as  originally  scheduled  within  the 
prices  and  amounts  appropriated,  then  later  convert  them  to  missile 
ships  and  spend  some  real  money  doing  so. 

Because  they  are  in  the  initial  stages — the  contract  was  just  let  re¬ 
cently — we  presented,  in  a  supplemental  request  to  the  President 
and  to  the  Congress,  and  the  committee  is  presently  considering  add¬ 
ing  $27  million  to  the  shipbuilding  program  for  the  increased  cost 
of  the  three  ships  under  modern  design.  Instantly  we  know  there  is 
a  change  downward  or  upward  we  try  immediately  to  make  an  adjust¬ 
ment  in  our  request  to  the  Congress. 
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Some  people  think  that  is  rather  a  loosely  handled  affair.  It  isn’t. 
It  is  quite  precise.  And  the  estimates  are  not  just  loose.  In  fact  for 
3  years  the  cost  estimates  on  future  construction  have  been  remarkably 
good.  But  when  we  do  have  a  change  we  have  tried  to  present  it  and 
incorporate  it  in  the  design  of  ships  or  something  else  like  that,  so  you 
don’t  wake  up  and  find  out  you  are  in  trouble  later. 

Senator  Martin.  We  have  been  forced  to  develop  a  new  system  in 
the  past  16  years  or  so,  that  is,  since  the  outbreak  of  World  War  II. 
We  have  had  quite  different  obligations  facing  us  in  Congress  and  in 
the  Defense  Department  to  meet  things  before  they  happen. 

Present  conditions  are  clearly  beyond  any  concept  we  had  at  the 
outbreak  of  World  War  II.  With  the  atomic  age  coming  along,  we 
don’t  want  to  have  laws  that  we  enact  here  in  Congress  impede  in  any 
way  the  effectiveness  of  your  work  as  a  defense  organization.  I  have 
a  real  concern  on  that  matter. 

Mr.  McNeil.  Senator,  under  the  language  and  as  we  understand  the 
bill  we  can  work  under  it.  However,  if  the  bill  were  interpreted  as  I 
read  certain  of  the  testimony  on  Monday  we  would  be  in  difficulty 
although  I  don't  think  that  is  the  way  it  would  work  out.  There 
was  the  inference  in  certain  testimony  that  contract  authority  for 
certain  things  be  provided  for  specific  quantities  or  for  specific  things 
and  a  specific  design  to  be  undertaken  a  year  or  two  hence.  With 
the  rapidly  changing  picture  that  we  have  in  defense,  never  was 
the  transition  from  the  old  to  new  weapons  so  rapid,  we  cannot  do  it. 
The  present  system  or  contract  authority  based  on  the  present  system 
could  be  made  to  work,  because  with  the  Appropriation  Committees 
we  try  to  keep  them  fully  informed  of  any  changes  of  substance  in 
the  program,  but  from  year  to  year  as  we  go  along  and  manage  the 
business,  we  frequently  don’t  buy  as  much  105-millimeter  ammunition 
as  was  contemplated  in  the  budget  but  maybe  there  are  a  few  more 
rounds  of  155  millimeter  but  we  still  stick  to  the  major  purpose  for 
which  it  was  appropriated. 

Contract  authority — if  that  principle  were  used — would  have  to  be 
just  as  flexible  in  order  to  make  things  go  in  our  present  day  and  age. 

Senator  Martin.  The  consideration  of  obligational  authority  is  not 
going  to  be  completely  cured  by  this  bill,  I’m  sure. 

Mr.  McNeil.  No,  sir. 

Senator  Martin.  The  rapid  expansion  of  obligational  authority 
will  require  a  lot  of  study  by  the  Congress  to  determine  just  how  far 
we  can  go  without  impeding  the  effectiveness  of  defense  and  without 
impeding  the  operation  of  future  Congresses. 

Mr.  McNeil.  Correct. 

Senator  Martin.  We  are  caught  between  those  two  fires  and  it  is  not 
an  easy  problem.  I  don’t  think  we  can  do  it  abruptly.  We  must  make 
sure  that  we  do  not  hamper  future  Congresses  and  above  all  that  we  do 
not  hamper  the  effectiveness  of  our  defense. 

Mr.  McNeil.  Correct,  sir.  This  may  seem  perhaps  to  be  a  trite 
statement  but  I  think  most  of  us  in  defense  believe  that,  if  we  can  so  run 
our  business  so  as  to.  have  the  confidence  of  the  country  and  let’s  call 
it  its  Board  of  Directors  here  on  the  Hill,  and  if  we  can  deal  with  our 
appropriations  committees  very  much  like  we  as  individuals  would 
have  to  deal  with  a  loan  committee  of  a  bank  to  keep  our  credit  good, 
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we  can  make  the  wheels  go  round  for  the  good  of  Uncle  Sam  and  every¬ 
body  concerned. 

Senator  Martin.  I  have  heard  some  wonderful  reports  about  the 
work  you  have  done  in  the  Defense  Department  and  I  am  pleased  with 
what  you  have  done.  I  will  need  more  information  and  I  appreciate 
especially  your  invitation  to  come  over  and  look  over  your  system.  I 
hope  the  time  factor  here  on  the  Hill  will  permit  the  entire  subcommit¬ 
tee  to  accept  your  invitation.  I  need  such  information  seriously  be¬ 
cause  I  want  to  know  whether  what  you  are  doing  now  can  be  dove¬ 
tailed  with  what  we  are  planning  in  this  bill. 

Mr.  McNeil.  Thank  you  for  your  kind  remarks.  I  would  be  very 
happy  to  at  any  time  that  it  is  convenient  to  the  subcommittee  either 
to  come  up  here  or  have  you  come  down  there.  If  the  staff  will  let  us 
know,  we  will  arrange  it. 

Senator  Martin.  We  need  the  information  you  are  prepared  to 
give  us. 

Mr.  McNeil.  Thank  you,  Senator. 

Senator  Kennedy.  Me  appreciate  your  coming  up,  Mr.  McNeil,  and 
I  second  what  Senator  Martin  lias  said  about  the  feeling  of  the  sub¬ 
committee  for  what  you  are  trying  to  do  over  there. 

We  are  grateful  to  the  other  gentlemen  for  coming  here,  and  I 
wonder  if  Mr.  Rappaport,  Counsel  for  the  Bureau  of  the  Budget 
would  come  up  and  comment  on  the  suggestion. 

Perhaps  your  Counsel  could  stay  here  and  try  to  get  that  matter 
clarified.  Then  the  subcommittee  will  conclude. 

We  just  wanted  to  get  a  brief  statement  from  you  on  the  proposed 
.suggested  amendment,  Mr.  Rappaport. 

Do  you  believe  that  it  is  necessary  or  do  you  believe  that  the  lan¬ 
guage  in  lines  6,  7,  8,  and  9  takes  care  of  the  matter  ? 

STATEMENT  OE  PERCY  RAPPAPORT,  ASSISTANT  DIRECTOR,  AC¬ 
COMPANIED  BY  WILLIAM  J.  ARMSTRONG,  CHIEF,  ACCOUNTING 

GROUP,  BUREAU  OF  THE  BUDGET— Resumed 

Mr.  Rappaport.  I  can  report  this.  Our  Counsel  has  advised  me 
that  the  language  of  the  bill  as  it  is  now  written  does  not  require 
clarification.  However,  if  the  committee  wishes  to  accept  the  amend¬ 
ment  offered  by  the  Defense  Department,  we  would  have  no  objection. 

Senator  Kennedy.  Senator  Martin,  do  you  have  any  questions  ? 

Senator  Martin.  That  is  important  information  for  us. 

Senator  Kennedy.  Do  you  want  to  comment  on  that  Mr.  Lanman? 

STATEMENT  OF  MAURICE  H.  LANMAN,  ASSISTANT  GENERAL 

COUNSEL,  FISCAL  MATTERS,  DEPARTMENT  OF  DEFENSE— 

Resumed 

Mr.  Lanman.  Only  to  refer  to  the  Bureau  of  the  Budget’s  letter  of 
June  1  wherein  they  indicated  that  this  was  one  of  the  points  that 
the  committee  might  want  to  consider  for  clarification  in  the  bill. 

Senator  Kennedy.  Thank  you.  I  understand  that  there  is  an 
attorney  here  from  the  General  Accounting  Office.  Would  you  care 
to  comment?  Do  you  feel  that  this  language  is  necessary? 
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STATEMENT  OF  JOHN  W.  MOORE,  ATTORNEY,  GENERAL 
ACCOUNTING  OFFICE— Resumed 

Mr.  Moore.  I  do  not  feel  that  the  language  is  necessary,  Senator. 
I  have  helped  draft  the  bill.  I  have  no  doubt  in  this  matter.  The 
language  of  the  bill  does  not  conflict  with  the  definition  of  the  term 
■“appropriation.” 

Senator  Martin.  Will  the  proposed  amendment  be  harmful  in 
any  way? 

Mr.  Moore.  I  haven’t  studied  the  language  of  the  amendment,  Sen¬ 
ator,  I  don’t  feel  I  can  answer  that  question  now. 

(At  the  conclusion  of  the  hearings,  the  chairman  requested  the 
Comptroller  General  of  the  United  States  to  give  the  committee  a 
formal  decision  on  this  matter.  The  Comptroller  General’s  decision 
follows :) 

Comptroller  General  of  the  United  States, 

Washington,  June  6,  19-56. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Committee  on  Government  Operations, 

United  States  Senate 

Dear  Mr.  Chairman  :  During  the  hearings  this  morning  on  S.  3897,  representa¬ 
tives  of  the  Department  of  Defense  suggested  that  the  language  of  the  proposed 
section  201  (b)  of  the  Budget  and  Accounting  Act,  1921,  might  be  clarified  by 
the  insertion  of  the  following  proviso  at  the  end  of  the  paragraph  in  lines  6 
through  9  of  page  2  of  S.  3897 :  ‘'Provided,  That  nothing  in  this  subsection  shall 
be  construed  to  affect  the  authority  of  the  President  to  submit  requests  for 
authorizations  to  create  obligations  in  advance  of  appropriations.” 

The  Defense  representatives  apparently  felt  that  the  present  language  of  lines 
G  through  9  might  possibly  be  construed  as  repealing  by  implication  the  authority 
for  requesting  contract  authorizations  contained  in  the  present  section  201  of  the 
Budget  and  Accounting  Act,  1921.  It  is  our  considered  opinion  that  there  is  no 
conflict  whatsoever  between  the  language  of  the  new  subsection  201  (b)  pro¬ 
posed  to  be  added  by  this  bill  and  the  present  section  201  of  that  act,  and  that 
the  proposed  section  201  (b)  could  not  be  construed  as  restricting  the  authority 
to  request  contract  authorizations  in  the  present  section  201. 

Section  2  of  the  Budget  and  Accounting  Act,  1921,  as  amended,  defines  the 
term  “appropriation”  as  used  in  that  act  as  follows : 

“The  term  ‘appropriations’  includes,  in  appropriate  context,  funds  and  authori¬ 
zations  to  create  obligations  by  contract  in  advance  of  appropriations,  or  any 
other  authority  making  funds  available  for  obligation  or  expenditure.”  (Italic 
supplied. ) 

The  use  of  the  words  “in  appropriate  context”  contained  in  that  definition 
makes  it  clear  that  the  term  “appropriation”  may  mean  (1)  the  appropriation  of 
funds;  (2)  authorizations  to  create  obligations  by  contract  in  advance  of  appro¬ 
priations  (commonly  referred  to  as  “contract  authority”)  ;  or  both  (1)  and  (2). 
As  the  term  “appropriation”  is  used  in  the  present  section  201  (d),  which  under 
this  bill  would  be  section  201  (a)  (5),  and  section  203,  it  clearly  means  both 
appropriation  of  funds  and  contract  authority.  As  that  term  is  used  in  line  6, 
page  2,  of  the  bill,  however,  it  is  used  in  relation  to  the  determining  of  amounts 
of  proposed  appropriations  on  an  accrued  expenditure  basis.  As  the  term  “appro¬ 
priation”  is  used  in  that  context,  it  can  mean  only  the  appropriation  of  funds. 
Since  the  language  in  lines  6  through  9,  page  2  of  the  bill  relates  only  to  the 
appropriation  of  funds,  it  cannot  be  viewed  as  conflicting  with  the  authority  in 
the  present  section  201  to  include  in  the  budget  proper  requests  for  authoriza¬ 
tions  to  create  obligations  in  advance  of  appropriations.  The  Appropriation 
Committees  of  the  Congress  will  thus  have  the  tools  to  review  both  the  complete 
programs  for  which  contractual  authorizations  are  requested  or  have  been 
granted  as  well  as  the  amount  of  funds  required  to  meet  the  expenditures  which 
will  accrue  in  the  budget  year. 

Moreover,  it  should  be  noted  that  the  legislative  history  of  this  bill  already 
has  made  it  clear  that  contractual  authorizations  for  long  lead-time  programs 
will  be  required  when  the  appropriations  therefor  are  stated  on  an  annual  accrued 
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expenditure  basis.  This  was  pointed  out  in  the  Hoover  Commission  Report  on 
Budget  and  Accounting. 

It  thus  seems  very  clear  to  us  that  the  existing  authority  to  include  requests 
for  contract  authorizations  in  the  budget  would  not  be  abrogated  by  this  bill  and 
that  the  clarifying  language  suggested  by  the  Department  of  Defense  is  un¬ 
necessary. 

Sincerely  yours, 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 

Senator  Kennedy.  I  want  to  thank  you  all. 

I  would  like  to  place  in  the  record  of  the  hearing  a  letter  from 
Senator  Byrd  indicating  his  support  of  S.  3897.  We  are  particularly 
glad  to  have  his  letter.  He  is  a  cosponsor  of  the  bill,  and  has  been 
interested  in  this  matter  for  many,  many  years. 

(The  document  referred  to  is  as  follows:) 


United  States  Senate, 

Committee  on  Finance, 

June  5,  1956. 


Hon.  John  F.  Kennedy, 

United  States  Senate,  Washington,  D.  C. 

My  Dear  Jack  :  As  I  have  indicated  before  I  deeply  regret  being  unable  to 
appear  before  the  subcommittee  on  the  Kennedy-Payne  bill  (S.  3789) ,  but  I  should 
like  the  record  to  show  my  deep  interest  in  the  proposal. 

I  am  especially  interested  in  the  accrued  expenditure  appropriation  provisions 
in  the  bill  which  !  believe  would  be  a  long  step  toward  the  objective  of  recapturing 


legislative  control  over  Federal  expenditures. 
With  my  high  personal  regards, 

Faithfully  yours, 


Harry  F.  Byrd. 


Senator  Kennedy.  I  would  also  like  to  place  in  the  record  a  letter 
from  Congressman  Reuss,  of  Wisconsin,  along  with  a  statement  that 
he  submitted  to  the  subcommittee. 

(The  document  referred  to  is  as  follows:) 

Congress  of  the  United  States, 

House  of  Representatives, 
Washington,  D.  C.,  June  4, 1956. 

Senator  John  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Senate  Government  Operations  Committee. 

Dear  Senator  Kennedy  :  I  should  appreciate  the  insertion  of  the  enclosed 
statement  in  the  record  of  the  current  hearings  on  S.  3897. 

Sincerely  yours, 

Henry  S.  Reuss, 
Member  of  Congress. 


Statement  By  Hon.  Henry  S.  Reuss,  a  Representative  in  Congress  From  the 

Fifth  District  of  Wisconsin 

Mr.  Chairman,  I  wish  to  express  my  support  of  S.  3897  because  of  my  strong 
belief  that  the  utmost  efficiency  and  economy  in  Government  operations  are  not 
only  compatible  with,  but  are  absolutely  essential  to,  effective  functioning  of  the 
enormous  range  of  activities  of  the  Federal  Government.  In  the  House  of 
Representatives,  I  have  introduced  H.  R.  11052,  similar  to  S.  3897,  and  likewise 
based  on  the  recommendations  of  the  Hoover  Commission. 

The  fundamental  purposes  of  S.  3897  are  : 

(1)  To  make  the  Bureau  of  the  Budget  responsible  for  developing  comprehen¬ 
sive  reports,  other  than  purely  fiscal  reports,  showing  the  financial  results  of  the 
Government  as  a  whole  each  year ; 

(2)  To  require  the  use  of  cost-based  budgets  and  accrual  accounting  in  all 
Government  agencies ; 
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(3)  To  place  Bureau  of  the  Budget  personnel  in  Government  agencies  to  keep 
a  careful  review  of  the  budgeting  process. 

These  are  etchnical  matters  developed  by  experts  but  their  aim  is  very  simple : 
to  make  sure  that  our  fiscal  control  system  operates  as  efficiently  as  possible.  By 
tightening  up  the  budgeting  and  accounting  processes,  I  believe  that  we  could 
save  many  millions  of  dollars.  We  could  avoid  such  costly  mistakes  as  the  recent 
waste  of  $250  million  on  unusable  Navy  fighter  planes  which  apparently  was 
caused  by  lack  of  adequate  regular  review  of  ongoing  programs. 

I  hope  this  committee  will  give  its  prompt  and  sympathetic  consideration  to  S. 
3897. 


Senator  Kennedy.  Also  a  letter  from  Mr.  Miles  Kennedy,  repre¬ 
senting  the  American  Legion. 

(The  document  referred  to  is  as  follows :) 


The  American  Legion, 
Washington  Headquarters, 
Washington,  D.  C.,  June  1,  1956. 


Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization, 

Senate  Committee  on  Government  Operations, 
Senate  Office  Building,  Washington,  D.  C. 


Hear  Senator  Kennedy:  Referring  to  the  hearings  scheduled  to  be  held  on 
June  4-6,  1956,  by  the  Subcommittee  on  Reorganization  of  the  Senate  Committee 
on  Government  Operations  on  the  bills  S.  3897,  S.  3199,  S.  2369  and  S.  2480,  I 
would  like  to  submit  the  following  on  behalf  of  the  national  organization  of  the 
American  Legion. 

The  bills  S.  2369  and  S.  2480  are  identical  and  are  intended  to  provide  for  im¬ 
proving  accounting  methods  in  the  executive  branch  of  the  Government.  The 
American  Legion  does  not  oppose  the  objective  sought  to  be  accomplished  by  the 
bills.  We  feel,  however,  that  the  subcommittee  should  make  it  clear  that,  with 
reference  to  personnel  selected  by  the  executive  agencies,  the  function  of  the 
Bureau  of  the  Budget  is  to  be  advisory  rather  than  directory.  We  make  par¬ 
ticular  reference  to  sections  120  (b)  (4)  and  121  (a).  It  would  seem  contrary 
to  sound  administrative  practice  to  weaken  the  authority  and  responsibility 
of  the  executive  agency  by  imposing  upon  it  the  mandate  of  another  agency  in 
personnel  affairs.  The  proper  role  of  the  Budget  Bureau  is,  we  believe,  in  the 
field  of  methods  and  procedures. 

With  reference  to  section  121  (a),  line  5,  page  3,  we  suggest  that  the  language 
be  rephrased  to  make  it  clear  that  the  Comptroller  is  to  be  responsible  to  the  head 
of  the  executive  agency  and  not  to  the  Assistant  Director  for  Accounting. 

I  would  appreciate  it  if  this  letter  could  be  given  consideration  by  your  sub¬ 
committee  in  connection  with  your  deliberations  on  these  bills  and  also  incor¬ 
porated  in  the  record  of  the  hearings  thereon. 

Thanking  you  for  your  cooperation,  I  am, 

Sincerely  yours, 


Miles  D.  Kennedy,  Director. 


Senator  Kennedy.  The  record  will  be  kept  open  for  a  few  days  for 
inclusion  of  statements  or  letters  which  may  arrive  after  these  hear¬ 
ings  have  concluded. 

The  subcommittee  will  now  conclude  its  hearings  and  go  to  executive 
session. 

(Whereupon  at  11 :  50  a.  m.  the  subcommittee  proceeded  to  further 
business. ) 
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Executive  Office  of  the  President, 

Bureau  of  the  Budget, 

Washington,  D.  C.,  June  21, 19.5(1. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganisation, 

Committee  on  Government  Operations, 

United  States  Senate,  Washington ,  D.  C. 

My  Dear  Mr.  Chairman  :  As  requested  during  the  hearings  held  by  your 
committee  on  S.  3897, 1  am  enclosing  a  comparison  of  an  appropriation  request  on 
the  present  obligation  basis  with  the  way  it  might  be  presented  on  the  accrued 
expenditure  basis. 

Sincerely  yours, 

Percy  Rappaport.  Assistant  Director. 


Comparison  of  existing  obligation  appropriation  presentation  with  proposed: 
accrued  expenditure  appropriation  presentation  for  U.  S.  Coast  Guard  oper¬ 
ating  expenses  appropria  tion 


PRESENT  OBLIGATION  BASIS 


1955  actual 

1956  estimate 

1957  estimate 

Obligations  by  activities: 

$42, 666,  260 

13,  953,  945 
34,  431,  049 

14,  074,  989 

7,  627,  524 

19,  378,  047 
14,  534,  260 

8, 130,  594 

$44,  214,  795 

15,  477,  086 
35,  578,  710 

16,  563,  394 

8,  134,  328 

20,  097,  810 
14,  454,  701 

6,  918, 176 

$44,  654,  272 
16,  844,  687 
36,387,611 
16, 166, 086 
8,  358,  518 
20. 178,  441 
15,  842, 199 
6,  918, 176 

2.  Aviation  operations _ 

3.  Shore  stations  and  aids  operations - 

4.  Repair  and  supply  facilities - 

5.  Training  and  recruiting  facilities - 

6.  Administration  and  operational  control - 

7.  Other  military  personnel  expenses - - 

8.  Supporting  programs - - — . 

154,  796,  668 

161,  439,  000 

165,  350, 000 

PROPOSED  ACCRUED  EXPENDITURE  BASIS 

1955  actual 

1956  estimate 

1957  estimate 

Costs  by  activities  (A): 

$44,  013, 698 
15,261,137 
34, 865,  324 
14,  231,  320 

7,  712,  243 
19,  593,  279 
14,  707,  472 
9,  391,  789 
815,  071 

$44.  845,  777 
17,  387,"  949 
36,  007,  650 
15,  872,  072 
8,  389,  657 
20,  111,  102 
14,  109,  372 
7,  664,  847 

$45,  285,  254. 
18,  405,  432 
36,  816,  451 
15,  474,  764 
8,  613,  857 
20, 191,  733 
15,  496,  870 
7,  664, 847 

3.  Shore  stations  and  aids  operations - - - 

5.  Training  and  recruiting  facilities - - - 

6.  Administration  and  operational  control-. . . . 

7.  Other  military  personnel  expenses . . . . 

8.  Supporting  programs - - - - 

9.  Adjustment  of  prior  year  costs - - - 

160,  591, 333 

-4, 941,672 

164,  388,  326 

-4, 197, 334 

167, 949, 208 

-3, 005,  900 

Relation  of  costs  to  appropriations  (B):  Decrease  (-)  in  se¬ 
lected  resources  available  for  future  application  to  activity 
costs1 _ _ _ - . - - - - - 

Total  accrued  expenditures - - - 

Less  expenditures  financed  by  prior  year  appropriations  * . 

Accrued  expenditures  requiring  appropriation  (C) - 

155,  649,  661 
-11,254,980 

160, 190, 992 
-10, 255,389 

164, 943, 308 
-11,  510, 000 

144,  394,  681 

149,  935,  603 

153, 433, 308 

See  footnotes  at  end  of  table. 
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Comparison  of  existing  obligation  appropriation  presentation  toith  proposed 
accrued  expenditure  appropriation  presentation  for  TJ.  8.  Coast  Guard  “ Oper¬ 
ating  expenses ”  appropriation — Continued 

PROPOSED  ACCRUED  EXPENDITURE  BASIS — Continued 


1955  actual 

1956  estimate 

1957  estimate 

Contract  authorization  (D): 

Total  contract  authority  required . .  . 

$10, 917, 305 
10, 401,  987 

$11,503,397 
11,  503,  397 

$11,  916, 692 
11,  916,  692 

Unused  authority  lapsed . . . . . . 

515, 318 

1  This  line  would  be  supported  by  a  supplementary  schedule  that  would  show  the  year-end  balances, 
together  with  the  change  in  balances  from  year  to  year,  of  stores,  advances  and  other  resources  available 
for  use  in  carrying  out  programs  in  succeeding  years. 

2  This  adjustment  would  be  necessary  only  during  the  period  of  conversion  from  obligation  appropria¬ 
tions.  It  is  needed  during  this  period  because  prior  appropriations  made  on  an  obligation  basis  also  gave 
the  agency  authority  to  expend  in  the  same  amount.  Thus,  all  goods  received  that  were  ordered  by  Coast 
Guard  under  obligation  appropriations  (the  amounts  shown  on  this  line)  do  not  need  an  expenditure 
authorization  from  Congress.  This  adjustment  would  not  appear  in  an  accrued  expenditure  appropriation 
schedule  when  the  agency  completes  the  conversion. 

2  This  line  would  be  supported  by  a  supplementary  schedule  that  would  identify  the  subsequent  years 
in  which  the  goods  ordered  under  contract  authority  would  be  delivered. 

POINTS  OF  SIGNIFICANCE  IN  COMPARING  AN  OBLIGATION  APPROPRIATION 

PRESENTATION  WITH  AN  ACCRUED  EXPENDITURE  APPROPRIATION  PRESEN¬ 
TATION 

A.  Under  an  accrued  expenditure  appropriation— 

(A)  Activities  would  be  shown  in  terms  of  goods  and  services  consumed — a  more  accurate  indicator 
of  the  size  of  proposed  programs. 

(B)  The  planned  use  of  inventories  and  other  available  resources  would  be  brought  out — together  with 
the  balances  of  such  resources  on  hand  in  the  agency  at  the  end  of  each  year. 

(C)  The  appropriation  on  an  annual  accrued  expenditure  basis  would  eliminate  the  large  carryover 
of  appropriation  balances. 

(D)  Separate  congressional  approval  would  be  needed  for  authority  to  place  orders  in  one  year  to  insure 
the  delivery  of  goods  in  subsequent  years.  Each  year  Congress  would  review  the  programs  for  which 
contract  authority  was  previously  granted.  Amounts  required  for  the  payment  of  goods  and  services 
to  be  received  in  the  budget  year,  which  were  ordered  in  previous  years  under  contract  authority, 
would  be  included  in  the  request  for  appropriation  on  the  accrued  expenditure  basis. 
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BUDGET  AND  ACCOUNTING 


MONDAY,  MAY  21,  1956 

House  of  Representatives, 

Executive  and  Legislative  Reorganization  Sub¬ 
committee  of  the  Committee  on  Government  Operations, 

W  ashing  ton,  D.  C. 

The  subcommittee  met,  pursuant  to  notice,  at  10 : 10  a.  m.,  in  room 
1501,  New  House  Office  Building,  Representative  William  M.  Dawson 
(chairman)  presiding. 

Present:  Representatives  Dawson  (chairman),  Brown,  and  Jonas. 

Also  present :  Representative  Lipscomb ;  Elmer  W.  Henderson,  sub¬ 
committee  counsel;  Orville  S.  Poland,  general  counsel;  William  Pin- 
cus,  associate  general  counsel;  Ann  E.  McLachlan,  clerk,  of  the  sub¬ 
committee  stall' ;  and  Herbert  Roback  of  the  Military  Operations 
Subcommittee. 

Chairman  Dawson.  Will  the  subcommittee  kindly  come  to  order? 

We  are  a  little  bit  late  in  that  we  had  a  message  from  one  of  the 
members  of  our  subcommittee  who  could  not  be  present  this  morning. 
He  is  in  Florida.  Congressman  Dante  Fascell  became  a  father  at  4 
o’clock  this  morning.  He  called  up  to  say  he  could  not  make  it. 

Mr.  Jonas.  He  should  be  in  Florida. 

Chairman  Dawson.  This  morning  the  Subcommittee  on  Executive 
and  Legislative  Reorganization  of  the  House  Committee  on  Govern¬ 
ment  Operations  begins  hearings  on  a  number  of  measures  involving 
budget  and  accounting  procedures,  and  at  the  same  time  will  review 
the  recommendations  of  the  Hoover  Commission  on  budget  and  ac¬ 
counting. 

The  bills  before  us  are : 

H.  R.  9402,  by  Congressman  Lipscomb. 

H.  R.  7209,  by  Congressman  Frelinghuysen. 

H.  R.  7338,  by  Congresswoman  Church. 

H.  R.  8236,  by  Congresswoman  Church. 

H.  R.  11052,  by  Congressman  Reuss. 

H.  R.  11526,  by  Congressman  Rogers. 

All  of  these  bills  have  put  into  legislative  form  various  recommenda¬ 
tions  of  the  Hoover  Commission  and  are  designed  to  improve  govern¬ 
mental  budgeting  and  accounting  methods  and  to  provide  for  compre¬ 
hensive  reports  by  the  Bureau  of  the  Budget. 

Subcommittee  members  have  already  been  provided  with  a  com¬ 
mittee  print  embodying  the  comments  of  the  executive  agencies  on 
the  bills  before  us  and  on  the  Hoover  Commission  recommendations. 
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(The  House  bills  referred  to  are  as  follows :) 

[H.  R.  9402,  84th  Cong.,  2d  sess.] 

A  BILL  To  improve  governmental  budgeting  and  accounting  methods  and  procedures,  and 

for  other  purposes 

Be  it  enacted  hy  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled, 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Section  1.  (a)  Section  213  of  the  Budget  and  Accounting  Act,  1921,  as  amended 
(31  U.  S.  C.  21),  is  amended  by  adding  at  the  end  thereof  the  following:  “The 
Director  shall  utilize  information  obtained  under  this  section,  among  other  pur¬ 
poses,  to  prepare  comprehensive  reports,  other  than  purely  fiscal  reports,  showing 
the  financial  results  of  the  activities  of  the  departments  and  establishments. 
Such  reports  shall  be  prepared  on  a  fiscal  year  basis,  or  at  such  shorter  intervals 
as  the  Director  may  deem  practicable,  and  shall  be  transmitted  to  the  President 
and  to  the  Congress.” 

(b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  C.  24),  is  amended  to  read 
as  follows : 

“Sec.  216.  (a)  For  purposes  of  administration  and  operation,  cost-based 
budgets  shall  be  used  by  all  departments  and  establishments  and  their  subordi¬ 
nate  units.  Fund  allocations  within  the  departments  and  establishments  shall 
be  made  on  the  basis  of  such  cost  budgets. 

“(b)  Subordinate  operating  units  within  a  department  or  establishment  shall 
submit  quarterly  performance  reports  to  the  head  of  such  department  or  estab¬ 
lishment,  and  the  head  of  each  department  or  establishment  shall  submit  a  report 
to  the  bureau,  not  later  than  September  30  of  each  year,  on  the  conduct  of  its  op¬ 
erations  in  the  preceding  fiscal  year.  The  Bureau  shall,  on  the  basis  of  such  re¬ 
ports,  submit  an  annual  performance  report  to  the  President  for  all  the  depart¬ 
ments  and  establishments. 

“(c)  Requests  for  regular,  supplemental,  or  deficiency  appropriations  which 
are  submitted  to  the  Bureau  by  the  head  of  any  department  or  establishment  shall 
be  prepared  on  a  cost  basis  and  shall  include  such  data  and  be  submitted  in  such 
manner  as  the  President  may  determine  in  accordance  with  the  provisions  of 
section  201  of  this  Act. 

“(d)  The  Budget,  required  by  section  201  of  this  Act  to  be  transmitted  to  the 
Congress,  shall  contain  information  on  program  costs  and  accomplishments,  and 
a  review  of  performance  by  organizational  units  whenever  such  units  do  not  coin¬ 
cide  with  performance  budget  classifications.” 

(c)  Title  II  of  such  Act,  as  amended,  is  amended  by  adding  at  the  end  thereof 
a  new  section  as  follows : 

“Sec.  218.  The  Director,  under  such  rules  and  regulations  as  the  President  may 
prescribe,  shall  designate  and  assign  qualified  personnel  of  the  Bureau  to  serve 
in  the  principal  departments  and  establishments,  as  determined  by  the  President, 
for  the  purpose  of  maintaining  a  continuous  review  by  the  Bureau  of  the  Budget 
preparation  and  administration  within  any  such  department  or  establishment, 
and  to  further  assist  the  Bureau  in  carrying  out  its  managerial  functions  and 
responsibilities.  Not  more  than  two  persons  for  each  principal  subdivision  of  a 
department  or  establishment  shall  be  assigned  by  the  Director  to  any  one  depart¬ 
ment  or  establishment,  and,  insofar  as  practicable,  persons  so  assigned  to  any 
department  or  establishment  shall  possess  the  combined  skills  of  the  statistician, 
cost  accountant,  administrative  expert,  and  program  analyst.  No  such  person 
shall  be  so  assigned  to  any  department  or  establishment  for  more  than  two  con¬ 
secutive  years.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  1950 

Sec.  2.  (a)  Section  104  of  the  Budget  and  Accounting  Procedures  Act  of  1950 
(31  U.  S.  C.  18a)  is  amended  by  adding  at  the  end  thereof  a  new  sentence  as  fol¬ 
lows  :  “Bach  executive  agency  of  the  Government  shall,  under  the  general  super¬ 
vision  of  the  Director  of  the  Bureau  of  the  Budget,  take  whatever  action  may  be 
necessary  to  achieve,  insofar  as  is  possible,  consistency  in  its  organizational  struc¬ 
ture,  budget  classifications,  and  accounting  systems.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C..66a)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsection : 


BUDGET  AND  ACCOUNTING 


3 


“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection, 
the  head  of  each  executive  agency  shall,  in  accordance  with  standards  pre¬ 
scribed  by  the  Comptroller  General,  cause  the  accounts  of  such  agency  to  be 
maintained  on  an  accrual  basis  to  show  currently,  completely,  and  clearly  the 
resources,  liabilities,  and  costs  of  operations  of  such  agency  with  a  view 
to  facilitating  the  preparation  of  cost-based  budgets  and  agency  reports  as  re¬ 
quired  by  section  216  of  the  Budget  and  Accounting  Act,  1921.  The  accounting 
system  required  by  this  subsection  shall  include  adequate  monetary  property 
accounting  records  as  an  integral  part  of  the  system.” 

(c)  Such  Act  is  further  amended  by  adding  after  section  119  thereof  the 
following  new  sections : 

“staff  office  of  accounting 

“Sec.  120.  (a)  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head 
of  which  shall  be  the  Assistant  Director  of  Accounting,  to  be  appointed  by  the 
President,  and  to  receive  compensation  at  the  rate  of  $  per  annum. 

“(b)  It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — 

“(1)  to  develop  and  promulgate  an  overall  plan  for  accounting  and  re¬ 
porting  by  the  various  executive  agencies  which  is  consistent  with  the 
principles,  standards,  and  related  requirements  prescribed  by  the  Comp¬ 
troller  General  of  the  United  States  pursuant  to  section  112  of  this  part; 

(2)  to  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  which  are  consistent  with  such  overall 
plan ; 

“(3)  to  set  reasonable  and  definite  schedules  for  the  performance  of  the 
functions  of  such  agencies  and  to  watch  and  report  on  their  progress ; 

“(4)  to  stimulate  the  building  of  competent  accounting  and  auditing  or¬ 
ganizations  in  such  agencies  and  to  assist  actively  in  the  selection,  train¬ 
ing,  and  retention  of  capable  personnel ;  and 

“(5)  to  report  to  the  Director  of  the  Bureau  of  the  Budget  at  least  once 
each  year,  and  at  such  other  times  as  the  Director  may  require,  with  respect 
to  the  status  of  accounting  in  each  of  the  executive  agencies. 

“comptrollers  for  executive  agencies 

“Sec.  121.  (a)  The  lead  of  each  executive  agency  is  authorized  and  directed, 
with  the  advice  of  the  Assistant  Director  for  Accounting,  to  provide  for  the 
appointment  of  a  Comptroller  who  shall  be  directly  responsible  to  him,  and  who 
shall  have  the  following  functions  and  duties — 

“(1)  to  supervise  and  direct  the  setting  up  and  maintenance  in  such  agency 
of  adequate  accounting  and  auditing  systems  and  procedures  in  conformity 
with  the  overall  plan  prescribed  by  the  Assistant  Director  for  Accounting 
pursuant  to  section  120  hereof ; 

“(2)  to  direct  the  recruitment,  training,  and  development  of  qualified 
accounting  personnel  for  such  agency ; 

“(3)  to  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  internal  management  purposes  and  for  submission  to  the  Con¬ 
gress  and  the  various  executive  agencies ; 

“(4)  to  interpret  and  advise  upon  significant  aspects  of  the  financial 
reports  of  the  agency ;  and 

“(5)  to  direct  the  preparation  of  budgets  at  operating  levels  for  the  infor¬ 
mation  of  the  head  of  th^  agency  or  other  officials  responsible  for  budget 
policies  in  such  agency,  and  to  review  the  execution  of  such  budgets.” 

SIMPLIFICATION  OF  ALLOTMENT  SYSTEM  FOR  ALLOCATING  FUNDS 

Sec.  3.  It  is  the  intent  of  the  Congress  that  each  executive  agency,  as  defined 
in  section  11S  of  the  Budget  and  Accounting  Procedures  Act  of  1950,  shall  take 
whatever  steps  are  necessary  to  simplify  the  allotment  system  for  allocating 
funds  to  operating  units  within  such  agency,  and  in  making  such  simplification 
each  agency  shall  work  toward  the  objective  of  financing  each  operating  unit, 
at  the  highest  practical  level,  from  not  more  than  one  allotment  for  each 
appropriation  affecting  such  unit. 


4 


BUDGET  AND  ACCOUNTING 


SINGLE  AGENCY  ACCOUNTS 

Sec.  4.  (a)  Each  executive  agency,  as  defined  in  section  118  of  the  Budget 
and  Accounting  Procedures  Act  of  1950,  shall,  in  accordance  with  principles 
and  standards  prescribed  by  the  Comptroller  General,  maintain  a  single  account 
under  each  appropriation  title  or  fund. 

(b)  This  section  shall  take  effect  on  the  first  day  of  the  first  fiscal  year 
commencing  after  the  date  of  enactment  of  this  Act. 

JOINT  STUDY  BY  BUREAU  OF  BUDGET  AND  GENERAL  ACCOUNTING  OFFICE 

Sec.  5.  (a)  The  Director  of  the  Bureau  of  the  Budget  and  the  Comptroller 
General  shall  jointly  undertake  a  study  and  investigation  to  determine — 

(1)  what  steps  can  be  taken  to  eliminate  (A)  duplicate  accounts  within 
the  Treasury  Department,  and  (B)  duplicate  accounting  as  between  the 
Treasury  Department  and  the  other  departments  and  agencies  of  the  Gov¬ 
ernment  ;  and 

(2)  the  adequacy  of  internal  auditing  in  the  excutive  departments  and 
agencies  of  the  Government. 

(b)  The  Director  of  the  Bureau  of  the  Budget  and  the  Comptroller  General 
shall  report  the  results  of  their  study  and  investigation  together  with  such 
recommendations  as  they  deem  appropriate,  to  the  Congress  not  later  than  two 
years  after  the  date  of  enactment  of  this  Act. 


[H.  R.  7209,  84tli  Cong.,  1st  sess.] 

A  BILL  To  provide  for  improving  accounting  methods  in  the  executive  branch  of  the 

Government,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  the  Budget  and  Accounting  Procedures 
Act  of  1950  is  hereby  amended  by  adding  after  section  119  thereof  the  following 
new  section : 

“staff  office  of  accounting 

“Sec.  120  (a)  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head  of 
which  shall  be  the  Assistant  Director  for  Accounting,  to  be  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate,  and  to  receive  com¬ 
pensation  at  the  rate  of  $15,000  per  annum. 

“(b)  It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — 

“(1)  to  develop  and  promulgate  an  overall  plan  for  accounting  and  re¬ 
porting  by  the  various  executive  agencies  which  is  consistent  with  the  princi¬ 
ples,  standards,  and  related  requirements  prescribed  by  the  Comptroller  Gen¬ 
eral  of  the  United  States  pursuant  to  section  112  of  this  part ; 

“(2)  to  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  which  are  consistent  with  such  overall 
plan ; 

“(3)  to  set  reasonable  and  definite  schedules  for  the  performance  of  the 
functions  of  such  agencies  and  to  watch  the  report  on  their  progress ; 

“(4)  to  stimulate  the  building  of  competent  accounting  and  auditing  or- 
gaizations  in  such  agencies  and  to  assist  actively  in  the  selection,  training, 
and  retention  of  capable  personnel ;  and  ♦ 

“(5)  to  report  to  the  Director  of  the  Bureau  of  the  Budget  at  least  once 
each  year,  and  at  such  other  times  as  the  Director  may  require,  with  re¬ 
spect  to  the  status  of  accounting  in  each  of  the  executive  agencies. 

“comptrollers  for  executive  agencies 

“Sec.  121.  (a)  The  head  of  each  executive  agency  is  authorized  and  directed 
with  the  advice  of  the  Assistant  Director  for  Accounting,  to  provide  for  the  ap¬ 
pointment  of  a  Comptroller  who  shall  be  directly  responsible  to  him,  who 
shall  receive  compensation  at  the  rate  of  $15,000  per  annum,  and  who  shall  have 
the  following  functions  and  duties : 

“(1)  To  supervise  and  direct  the  setting  up  and  maintenance  in  such  agency 
of  adequate  accounting  and  auditing  systems  and  procedures  in  conformity  with 
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the  overall  plan  prescribed  by  the  Assistant  Director  for  Accounting  pursuant  to 
section  120  hereof ; 

“(2)  To  direct  the  recruitment,  training,  and  development  of  qualified  ac¬ 
counting  personnel  for  such  agency ; 

“(3)  To  develop  and  be  responsible  for  reliable  and  informative  financial  re¬ 
ports  for  internal  management  purposes  and  for  submission  to  the  Congress  and 
the  various  executive  agencies ; 

“(4)  To  interpret  and  advise  upon  significant  aspects  of  the  financial  reports 
of  the  agency ;  and 

“(5)  To  direct  the  preparation  of  budgets  at  operating  levels  for  the  infor¬ 
mation  of  the  head  of  the  agency  or  other  officials  responsible  for  budget  policies 
in  such  agency,  and  to  review  the  execution  of  such  budgets.” 


[H.  R.  7338,  84th  Cong.,  1st  sess.] 

A  BILL  To  provide  for  improving  accounting  methods  in  the  executive  branch  of  the 

Government,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  the  Budget  and  Accounting  Procedures 
Act  of  1950  is  hereby  amended  by  adding  after  section  119  thereof  the  following 
new  sections : 

“staff  office  accounting 

“Sec.  120.  (a)  There  is  hereby  established  in  the  Bureau  of  the  Budget,  under 
the  supervision  of  the  Director  thereof,  a  Staff  Office  of  Accounting,  the  head 
of  which  shall  be  the  Assistant  Director  for  Accounting,  to  be  appointed  by  the 
President,  by  and  with  the  advice  and  consent  of  the  Senate,  and  to  receive 
compensation  at  the  rate  of  $  per  annum. 

“(b)  It  shall  be  the  duty  of  the  Assistant  Director  for  Accounting — 

“(1)  to  develop  and  promulgate  an  overall  plan  for  accounting  and 
reporting  by  the  various  executive  agencies  which  is  consistent  with  the 
principles,  standards  and  related  requirements  prescribed  by  the  Comp¬ 
troller  General  of  the  United  States  pursuant  to  section  112  of  this  part ; 

“(2)  to  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  which  are  consistent  with  such 
overall  plan ; 

“(3)  to  set  reasonable  and  definite  schedules  for  the  performance  of 
the  functions  of  such  agencies  and  to  watch  and  report  on  their  progress ; 

“(4)  to  stimulate  the  building  of  competent  accounting  and  auditing 
organizations  in  such  agencies  and  to  assist  actively  in  the  selection,  train¬ 
ing,  and  retention  of  capable  personnel :  and 

“(5)  to  report  to  the  Director  of  the  Bureau  of  the  Budget  at  least  once 
each  year,  and  at  such  other  times  as  the  Director  may  require,  with  respect 
to  the  status  of  accounting  in  each  of  the  executive  agencies. 

“comptrollers  for  executive  agencies 

“Sec.  121.  (a)  The  head  of  each  executive  agency  is  authorized  and  directed, 
with  the  advice  of  the  Assistant  Director  for  Accounting,  to  provide  for  the 
appointment  of  a  Comptroller  who  shall  be  directly  responsible  to  him,  who 
shall  receive  compensation  at  the  rate  of  $  per  annum,  and  who  shall 

have  the  following  functions  and  duties : 

“(1)  To  supervise  and  direct  the  setting  up  and  maintenance  in  such  agency 
of  adequate  accounting  and  auditing  systems  and  procedures  in  conformity  with 
the  overall  plan  prescribed  by  the  Assistant  Director  for  Accounting  pursuant 
to  section  120  hereof ; 

“(2)  To  direct  the  recruitment,  training,  and  development  of  qualified  account¬ 
ing  personnel  for  such  agency ; 

“(3)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  internal  management  purposes  and  for  submission  to  the  Congress 
and  the  various  executive  agencies ; 

“(4)  To  interpret  and  advise  upon  significant  aspects  of  the  financial  reports 
of  the  agency ;  and 

“(5)  To  direct  the  preparation  of  budgets  at  operating  levels  for  the  informa¬ 
tion  of  the  head  of  the  agency  or  other  officials  responsible  for  budget  policies 
in  such  agency,  and  to  review  the  execution  of  such  budgets.” 
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[II.  R.  8233,  84tli  Cong.,  2d  sess.] 


A  BILL  To  provide  for  comprehensive  reports  by  the  Bureau  of  the  Budget  with  respect 
to  all  branches  of  the  Government  and  the  executive  agencies  thereof 


Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  the  Budget  and  Accounting  Procedures 
Act  of  1950  is  hereby  amended  by  adding  after  section  119  thereof  the  following 
heading  and  new  section : 

“comprehensive  reports  of  executive  agencies 

“Sec.  120.  (a)  The  Director  of  the  Bureau  of  the  Budget  is  authorized  and 
directed  to  prepare  or  cause  to  be  prepared  for  transmission  to  the  Congress 
during  the  first  days  of  each  regular  session  a  comprehensive  report  (other 
than  a  purely  fiscal  report)  with  respect  to  the  financial  results  of  the  activ¬ 
ities  of  all  branches  of  the  Government  and  of  each  executive  agency  thereof. 
Each  such  report  with  respect  to  an  executive  agency  shall  contain  information, 
in  such  detail  as  the  Director  shall  prescribe,  relating  to  all  the  operations  and 
activities  of  such  agency,  including  the  costs  of  such  operations  and  activities, 
the  assets  and  liabilities  of  the  agency,  the  extent  of  its  contingent  liabilities, 
if  any,  and  such  other  pertinent  data  and  information  as  the  Director  determines 
to  be  necessary  to  carry  out  the  purposes  of  this  section. 

“(b)  The  head  of  each  executive  agency  shall  furnish  such  information  as 
the  Director  of  the  Bureau  of  the  Budget  may  require  for  the  purpose  of  pre¬ 
paring  the  comprehensive  reports  herein  provided  for.” 

Sec.  2.  There  are  hereby  authorized  to  be  appropriated  such  sums  as  may  be 
necessary  to  carry  out  the  provisions  of  this  Act. 


[H.  R.  11052,  84th  Cong.,  2d  sess.] 

A  BILL  To  improve  governmental  budgeting  and  accounting  methods  and  procedures,  and 

for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled, 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Section  1.  (a)  Section  213  of  the  Budget  and  Accounting  Act,  1921,  as 
amended  (31  U.  S.  O.  21),  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  :  “The  Director  shall  utilize  information  obtained  under  this  section,  among 
other  purposes,  to  prepare  comprehensive  reports,  other  than  purely  fiscal  reports, 
showing  the  financial  results  of  the  activities  of  the  departments  and  establish¬ 
ments.  Such  reports  shall  be  prepared  on  a  fiscal  year  basis,  or  at  such  shorter 
intervals  as  the  Director  may  deem  practicable,  and  shall  be  transmitted  to  the 
President  and  to  the  Congress.” 

(b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  C.  24),  is  amended  to  read 
as  follows : 

“Sec.  216.  (a)  For  purposes  of  administration  and  operation,  cost-based  budgets 
shall  be  used  by  all  departments  and  establishments  and  their  subordinate  units. 
Fund  allocations  within  the  departments  and  establishments  shall  be  made 
on  the  basis  of  such  cost  budgets. 

“(b)  Subordinate  operating  units  within  a  department  or  establishment  shall 
submit  quarterly  performance  reports  to  the  head  of  such  department  or  estab¬ 
lishment,  and  the  head  of  each  department  or  establishment  shall  submit  a 
report  to  the  Bureau,  not  later  than  September  30  of  each  year,  on  the  conduct 
of  its  operations  in  the  preceding  fiscal  year.  The  Bureau  shall,  on  the  basis 
of  such  reports,  submit  an  annual  performance  report  to  the  President  for  all 
the  departments  and  establishments. 

“(c)  Requests  for  regular,  supplemental,  or  deficiency  appropriations  which 
are  submitted  to  the  Bureau  by  the  head  of  any  department  or  establishment 
shall  be  prepared  on  a  cost  basis  and  shall  include  such  data  and  be  submitted 
in  such  manner  as  the  President  may  determine  in  accordance  with  the  provi¬ 
sions  of  section  201  of  this  Act. 

“(d)  The  Budget,  required  by  section  201  of  this  Act  to  be  transmitted  to 
the  Congress,  shall  contain  information  on  program  costs  and  accomplishments. 
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and  a  review  of  performance  by  organizational  units  whenever  such  units  do 
not  coincide  with  performance  budget  classifications.” 

(c)  Title  II  of  such  Act,  as  amended,  is  amended  by  adding  at  the  end  thereof 
a  new  section  as  follows  : 

‘‘Sec.  218.  The  director,  under  such  rules  and  regulations  as  the  President 
may  prescribe,  shall  designate  and  assign  qualified  personnel  of  the  bureau  to 
serve  in  the  principal  departments  and  establishments,  as  determined  by  the 
President,  for  the  purpose  of  maintaining  a  continuous  review  by  the  Bureau 
of  Budget  preparation  and  administration  within  any  such  department  or 
establishment,  and  to  further  assist  the  bureau  in  carrying  out  its  managerial 
functions  and  responsibilities.  Not  more  than  two  persons  for  each  principal 
subdivision  of  a  department  or  establishment  shall  be  assigned  by  the  director 
to  any  one  department  or  establishment,  and,  insofar  as  practicable,  persons 
so  assigned  to  any  department  or  establishment  shall  possess  the  combined  skills 
of  the  statistician,  cost  accountant,  administrative  expert,  and  program  analyst. 
No  such  person  shall  be  so  assigned  to  any  department  or  establishment  for 
more  than  two  consecutive  years.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  1950 

Sec.  2.  (a)  Section  104  of  the  Budget  and  Accounting  Procedures  Act  of 
1950  (31  U.  S.  C.  ISa)  is  amended  by  adding  at  the  end  thereof  a  new  sentence 
as  follows.:  ‘‘Each  executive  agency  of  the  Government  shall,  under  the  general 
supervision  of  the  Director  of  the  Bureau  of  the  Budget,  take  whatever  action 
may  be  necessary  to  achieve,  insofar  as  is  possible,  consistency  in  its  organi¬ 
zational  structure,  budget  classifications,  and  accounting  systems.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  G6a)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection : 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection, 
the  head  of  each  executive  agency  shall,  in  accordance  with  standards  prescribed, 
by  the  Comptroller  General,  cause  the  accounts  of  such  agency  to  be  maintained 
on  an  accrual  basis  to  show  currently,  completely,  and  clearly  the  resources, 
liabilities,  and  costs  of  operations  of  such  agency  with  a  view  to  facilitating 
the  preparation  of  cost-based  budgets  and  agency  reports  as  required  by  section 
216  of  the  Budget  and  Accounting  Act,  1921.  The  accounting  system  required 
by  this  subsection  shall  include  adequate  monetary  property  accounting  records 
as  an  integral  part  of  the  system.” 

Chairman  Dawson.  We  will  call  as  our  first  witness,  Congress- 
woman  Church. 

Mrs.  Church.  Thank  you,  Mr.  Chairman. 

STATEMENT  OF  HON.  MARGUERITE  STITT  CHURCH,  A  REPRESENT¬ 
ATIVE  IN  CONGRESS  FROM  THE  STATE  OF  ILLINOIS 

Chairman  Dawson.  One  of  these  bills  is  filed  by  an  active  member 
of  our  committee,  Mr.  Lipscomb,  but  he  says  he  will  always  yield  to 
the  ladies  since  Mrs.  Church  is  a  former  member  of  this  committee. 

We  welcome  her  once  again  to  testify  on  the  legislative  matters  she 
is  interested  in.  Which  bill  would  you  like  to  discuss  first? 

Mrs.  Church.  My  single  statement  is  made  on  behalf  of  both  bills, 
which  1  thought  would  be  an  economy  of  your  time.  I  would  like  to 
first  thank  Mr.  Lipscomb  for  the  courtesy.  I  am  sure  he  knows  I 
never  take  advantage  of  that  prerogative  unless  it  is  offered  me. 

Let  me  say  to  you  it  is  always  good  to  come  back.  I  greatly  appre¬ 
ciate  the  privilege  of  appearing  before  you  this  morning  in  regard 
to  H.  R.  7338  and  H.  R.  8236. 

H.  R,  7338  was  introduced  to  carry  out  one  of  the  recommendations 
of  the  Commission  on  Organization  of  the  Executive  Branch  of  the 
Government,  generally  known  as  the  second  Hoover  Commission. 
H.  R,  7338  was  specifically  drawn  up  to  implement  recommendation 
No.  10  in  the  Commission’s  Report  on  Budget  and  Accounting. 
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It  proposed  the  creation  of  a  staff  office  of  accounting  in  the  If ui  eau 
of  the  Budget,  of  which  the  purpose  would  be  to  expedite,  guide,  and 
assist  agencies  and  departments  in  the  development  of  cost-basecl 
accounting  systems  throughout  the  Government. 

The  Commission  had  found  that  the  accounting  systems  of  Govern¬ 
ment  agencies,  although  adequate  to  insure  legality  and  honesty  in 
the  handling  of  Government  funds,  are  far  from  sufficient  to  secure 
adequate  cost  figures  which  would  show  the  true  costs  of  various  func¬ 
tions  of  the  Government.  .  .  . 

Without  good  cost  accounting  throughout  the  Government,  it  is 
impossible  to  know  how  much  the  various  activities  and  programs  of 
the  Government  are  actually  costing  us.  The  Commission  therefore 
urged  that  the  Government  accounting  system  be  reoriented  so  that 
it  would  reveal  the  true  costs  of  Government  programs. 

To  accomplish  this  objective,  much  work  must  needs  be  done  in 
most  of  the  departments  and  agencies.  It  would  be  the  Bureau  of 
the  Budget,  as  an  arm  of  the  President  in  the  formulation  of  the 
annual  budget  and  for  the  development  of  sound  management  policies 
throughout  the  Govrenment,  that  would  properly  serve  as  the  appro¬ 
priate  agency  to  guide  and  assist  agencies  in  the  development  of  im¬ 
proved  accounting  methods. 

It  would  not  be  the  task  of  the  Staff  Office  of  Accounting,  as  set  up 
in  H.  It.  7338,  to  impose  upon  agencies  accounting  systems,  but  rather 
to  assist  and  guide  agencies  in  improving  their  own  accounting 
methods. 

The  statement  released  by  the  White  House  on  April  29,  expressing 
the  approval  of  the  Budget  Bureau  for  this  report  of  the  Commission, 
indicates  that  some  progress  is  being  made  already  in  the  Bureau  of 
the  Budget  to  carry  out  the  recommendation. 

It  is  however  my  belief  that  for  this  function  to  be  performed  ef¬ 
fectively  a  legislative  mandate  is  necessary.  Such  a  mandate  will  make 
it  clear  to  all  departments  and  agencies  of  the  Government  that  it  is  the 
wish  of  Congress  that  they  cooperate  fully  with  the  Bureau  of  the 
Budget  in  developing  modern-day,  businesslike  accounting  systems. 

It,' is  for  this  reason  that  I  strongly  urge  this  committee  favorably 
to  report  H.  It.  7338  unless,  indeed,  a  more  comprehensive  bill  might 
be  accepted  which  would  make  provision  for  the  successful  implementa¬ 
tion  of  the  purpose  behind  H.  R.  7338. 

H.  R.  8236,  which  might  be  regarded  as  a  companion  bill,  seeks  to 
implement  Recommendation  2  of  the  Hoover  Commission’s  Report  on 
Budget  and  Accounting.  It  would  provide  that  all  executive  agencies 
report  annually  to  the  Bureau  of  the  Budget  on  the  conduct  of  their 
operations;  and  that  on  the  basis  of  such  information  the  Bureau 
should  prepare  for  the  President  an  annual  report  on  performance  of 
the  executive  branch  of  the  Government  as  a  whole. 

It  is  true  that  pursuant  to  recommendations  of  the  first  Commission 
on  Organization  of  the  Executive  Branch  of  the  Government,  the 
budgets  of  most  departments  and  agencies  are  now  being  formulated 
to  show  the  money  actually  being  spent  on  their  specific  programs. 

In  order,  however,  that  the  President  and  Congress  may  know  what 
results  are  being  obtained  by  the  expenditure  of  money  on  such  specific 
programs,  information  is  needed  on  what  these  programs  have  actually 
accomplished  during  each  fiscal  year. 
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This  information  should  reveal  what  has  been  done;  what  objective 
was  sought  to  be  attained;  how  far  that  objective  has  been  realized; 
and  what  have  been  the  actual  costs. 

Without  such  information  at  hand,  Congress  cannot  possibly  evalu¬ 
ate  the  desirability  of  the  programs  of  any  specific  agencies.  Further¬ 
more,  it  is  only  by  having  such  material  at  hand  that  the  Bureau  of  the 
Budget  as  the  arm  of  the  President,  can  evaluate  the  budget  requests 
of  the  various  agencies  for  the  forthcoming  fiscal  year. 

It  is  my  belief  that  the  passage  of  II.  It.  8236  would,  therefore,  yield 
to  the  Congress  the  type  of  information  needed  for  properly  evaluat¬ 
ing  appropriation  requests. 

Such  significant  information  would  also  permit  the  President  to 
improve  the  administrative  management  of  the  Government.  With¬ 
out  such  information,  the  Division  of  Management  and  Organization 
of  the  Bureau  of  the  Budget  cannot  adequately  perform  its  task  of 
management  improvement. 

The  statement  of  the  Bureau  of  the  Budget  released  on  April  29 
again  indicates  that  some  steps  are  already  being  taken  to  carry  out  this 
recommendation  of  the  Commission ;  but,  here  again,  it  is  my  sincere 
belief  that  a  legislative  basis  for  this  function  is  highly  desirable. 

With  such  recommendations  firmly  embodied  in  actual  legislation, 
all  agencies  will  know  that  it  is  the  will  of  the  Congress  that  this 
proposal  be  carried  out.  Such  legislation,  moreover,  would  certainly 
be  in  conformity  with  the  President’s  message  to  Congress  of  May  10, 
1956,  in  which  he  urges  the  enactment  of  legislation  to  carry  out  the 
Commission’s  recommendations  in  the  budget  and  accounting  field. 

Mr.  Chairman,  I  realize  that  this  committee  is  also  considering  a 
much  more  comprehensive  bill,  H.  R.  9402,  designed  to  carry  out  prac¬ 
tically  all  of  the  recommendations  of  the  Report  on  Budget  and 
Accounting  of  the  Commission  on  Organization  of  the  Executive 
Branch  of  the  Government.  If  this  committee  should  decide  to  report 
favorably  on  H.  R.  9402,  it  would  not  be  necessary  to  take  action  on 
H.  R.  7338  and  H.  R.  8236. 

However,  if  for  any  reason  whatsoever  H.  R.  9402  should  not  receive 
favorable  action,  I  would  strongly  urge  that  prompt  and  favorable 
consideration  be  given  to  H.  R.  7338  and  II.  R.  8236. 

I  would  like  to  add,  Mr.  Chairman,  my  own  appreciation  of  the 
effort  that  Mr.  Lipscomb  has  made  to  bring  in  a  comprehensive  bill 
and  assure  him  I  will  do  everything  possible  to  support  it. 

Chairman  Dawson.  This  committee  has  been  very  fortunate  to  have 
Mr.  Lipscomb,  a  public  accountant,  as  a  member  of  this  committee. 
We  are  releasing  a  report  of  his  investigation  and  work  with  the 
General  Accounting  Office,  which  I  think  will  be  one  of  the  most  infor¬ 
mative  studies  made  by  this  committee  in  a  long  time. 

Mrs.  Church.  We  thank  you  also  for  having  that  report  made, 
Mr.  Chairman. 

Chairman  Dawson.  Thank  you. 

Mr.  Jonas? 

Mr.  Jonas.  Thank  you  very  much  for  that  fine  statement,  Mrs. 
Church,  but  I  would  like  to  ask  this  technical  question.  As  I  look 
at  both  bills,  they  tend  to  amend  the  same  section  of  the  Budget  and 
Accounting  Procedures  Act  by  adding  a  new  section  but  they  are 
labeled  120  (a).  Is  that  a  mixup  in  numbering?  They  couldn’t  both 
be  120  (b). 
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Mi's.  Church.  It  would  not  be  a  mixup  in  numbering  if  each  bill 
were  considered  separately,  Mr.  Jonas.  Since  I  did  not  know  which 
bill  would  be  called  up  first,  I  drew  up  each  originally  as  though  the 
other  were  not  in  being. 

Mr.  Jonas.  As  though  it  would  stand  alone  ? 

Mrs.  Church.  Yes.  It  would  mean  if  these  bills  were  accepted, 
they  would  have  to  be  written  in  and  the  sections  would  have  to  be 
renumbered,  according  to  which  one  came  first. 

I  took  7338  as  the  logical  number.  The  committee  might  decide  the 
other  might  be  more  logical  to  put  first.  Thank  you  for  calling  atten¬ 
tion  to  that  fact. 

Chairman  Dawson.  Thank  you  very,  very  much. 

Mrs.  Church.  Thank  you,  Mr.  Chairman. 

Chairman  Dawson.  Congressman  Lipscomb  ? 

STATEMENT  OF  HON.  GLENARD  P.  LIPSCOMB,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  CALIFORNIA 

Mr.  Lipscomb.  Mr.  Chairman,  members  of  the  committee,  I  am  cer¬ 
tainly  pleased  to  appear  here  today  in  support  of  H.  It.  9402,  the  bill 
which  I  introduced  on  February  20,  1956,  to  improve  budget  and  ac¬ 
counting  procedures  in  the  Federal  Government  through  implementa¬ 
tion  of  the  majority  of  the  budget  and  accounting  recommendations 
of  the  second  Hoover  Commission. 

I  appreciate  particularly  the  interest  of  the  chairman  and  the  mem¬ 
bers  of  the  reorganization  subcommittee  evidenced  by  scheduling 
these  hearings  for  the  consideration  of  such  legislation. 

Mr.  Chairman,  I  would  like  to  add  that  I  appreciate  the  considera¬ 
tion  the  committee  has  shown  in  other  studies  in  regard  to  general 
budget  and  accounting  matters. 

BACKGROUND  HISTORY 

Because  significant  events  have  transpired  in  connection  with  the 
subject  matter  of  this  bill  since  its  introduction,  I  believe  that  it  would 
be  well  to  review  briefly  the  background  of  the  bill  and  bring  us  up  to 
date  on  the  present  status  of  this  proposal. 

The  report  of  the  second  Commission  on  Organization  of  the  Exe¬ 
cutive  Branch  of  the  Government  (Hoover  Commission)  with 
respect  to  budget  and  accounting  was  transmitted  to  the  Congress  by 
Hon.  Herbert  Hoover,  Chairman  of  the  Commission,  on  June  20, 1955. 

On  February  14,  1956,  Senator  Frederick  G.  Payne  of  Maine  intro¬ 
duced  in  the  Senate,  on  behalf  of  himself  and  2i  of  his  colleagues, 
S.  3199. 

On  February  20,  1956,  I  introduced  in  the  House  this  bill  H.  R. 
9402,  an  exact  companion  measure  to  Senator  Payne’s  bill.  It  was 
my  purpose  in  introducing  this  bill  to  bring  before  the  House  for 
serious  consideration  and  discussion  this  proposal  which  had  al¬ 
ready  been  drafted  by  Senator  Payne  and  which  seemed  to  me  to  have 
great  merit  and  significance. 

On  March  21,  26,  and  27,  1956,  the  Reorganization  Subcommittee 
of  the  Senate  Committee  on  Government  Operations,  under  the  chair¬ 
manship  of  Hon.  John  F.  Kennedy  of  Massachusetts,  held  hearings 
on  S.  3199,  the  companion  Senate  bill  which  had  been  introduced  by 


BUDGET  AND  ACCOUNTING 


11 


Senator  Payne.  At  these  hearings  representatives  of  the  Bureau  of 
the  Budget,  the  General  Accounting  Office,  the  Department  of  the 
Treasury,  and  the  Department  of  Defense  testified  extensively  with 
respect  to  the  views  of  the  executive  branch  of  the  Government  con¬ 
cerning  this  proposed  legislation. 

In  addition,  Mr.  J.  Harold  Stewart,  former  Chairman  of  the  Hoover 
Commission’s  Task  Force  on  Budget  and  Accounting,  who  is  scheduled 
to  testify  before  this  subcommittee  also,  presented  his  views  to  the 
Senate  committee. 

It  is  my  understanding  that  at  the  conclusion  of  those  Senate  hear¬ 
ings  the  Senate  subcommittee  deferred  final  hearings  and  action  upon 
the  Payne  bill  until  such  time  as  a  redrafted  version  could  be  worked 
out  conforming  more  closely  with  the  views  of  the  members  of  the 
Senate  subcommittee  after  having  received  and  considered  the  testi¬ 
mony  of  the  preliminary  hearings.  I  have  been  informed  that  Sen¬ 
ate  hearings  on  a  redrafted  version  of  the  Payne  bill  have  at  least 
tentatively  been  scheduled  to  reconvene  on  Monday,  June  4,  1956. 

On  April  29,  1956,  the  White  House  released  an  exchange  of  corre¬ 
spondence  between  the  President  and  Percival  F.  Brundage,  Director 
of  the  Bureau  of  the  Budget,  revealing  that  steps  had  already  been 
taken  by  the  Bureau  of  the  Budget  and  some  of  the  departments  of  the 
executive  branch  of  the  Government  to  put  into  effect  administratively 
some  of  the  recommendations  of  the  Hoover  Commission  with  respect 
to  budget  and  accounting. 

(A  copy  of  this  exchange  of  correspondence  is  attached  for  the 
information  of  the  subcommittee  and  for  inclusion  in  the  record  with 
the  permission  of  the  subcommittee.) 

The  White  House,  April  29, 1956. 

The  White  House  released  today  an  exchange  of  correspondence  between  the 
President  and  Percival  F.  Brundage,  Director  of  the  Bureau  of  the  Budget,  with 
respect  to  the  Hoover  Commission  recommendations  on  budget  and  accounting. 
Steps  have  already  been  taken  to  put  part  of  these  recommendations  into  effect. 

The  first  recommendation  of  the  Commission  report  on  budget  and  accounting 
called  for  an  expansion  of  the  Bureau  of  the  Budget  in  order  to  make  more  effec¬ 
tive  the  discharge  of  its  managerial  and  budgeting  functions. 

Recommendation  No.  10  proposed  that  there  be  established  under  the  Director 
of  the  Bureau  of  the  Budget  a  new  Staff  Office  of  Accounting  headed  by  an  As¬ 
sistant  Director  for  Accounting  with  power  and  duties  as  follows: 

“(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  reporting, 
consistent  with  broad  policies  and  standards  prescribed  by  the  Comptroller  Gen¬ 
eral.  These  broad  policies  and  standards  should  continue  to  be  developed  in  co¬ 
operation  with  the  executive  branch. 

“(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  accounting 
methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

“(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and  to 
watch  progress. 

“(d)  To  stimulate  the  building  of  competent  accounting  and  auditing  organi¬ 
zations  in  the  executive  agencies  and  to  assist  actively  in  the  selection,  training, 
and  retention  of  capable  personnel. 

“(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to  the 
status  of  accounting  in  each  of  the  executive  agencies.” 

These  recommendations  have  been  accepted  100  percent.  Assistant  Director 
Percy  Rappaport  has  been  placed  in  charge  of  a  new  Staff  Office  of  Accounting 
and,  in  collaboration  with  representatives  of  the  General  Accounting  Office  and 
the  Treasury  Department,  will  strengthen  the  joint  accounting  program  in  order 
to  bring  about  more  rapidly  desirable  improvements  in  budget  and  accounting 
and  management  generally.  Many  of  the  other  proposals  of  the  budget  and  ac¬ 
counting  report  are  also  being  adopted  at  once,  and  others  are  being  discussed 
with  the  Congress  and  the  other  departments  of  the  executive  branch. 
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The  letters  and  accompanying  memorandum  are  attached  hereto. 

The  President’s  letter  to  Mr.  Brundage  is  as  follows : 

Dear  Mr.  Brundage  :  I  have  reviewed  your  analysis  of  the  Hoover  Commis¬ 
sion’s  Report  on  Budget  and  Accounting,  transmitted  with  your  letter  of  April  23, 
1956.  Your  plans  for  carrying  out  the  Commission’s  recommendations  represent 
a  constructive  approach  toward  realizing  the  Commission's  objective  of  strength¬ 
ening  the  budget  and  accounting  processes  of  the  Federal  Government. 

The  Hoover  Commission’s  report  on  Federal  budgeting  and  accounting  is  a 
document  of  great  public  significance.  I  join  the  citizens  of  the  Nation  in  thank¬ 
ing  the  Commission  for  this  as  well  as  for  the  other  important  studies  which  it 
has  made.  Moreover,  because  the  formulation  and  administration  of  the  Federal 
budget  are  vital  responsibilities  of  the  Chief  Executive,  I  am  especially  and 
personally  appreciative  of  the  contribution  which  Mr.  Hoover  and  his  distin¬ 
guished  associates  have  made  in  proposing  improvements  in  budget  and  account¬ 
ing  systems  which  will  enable  more  effective  management  and  control  of  the  pro¬ 
grams  administered  by  the  executive  branch. 

I  consider  it  desirable  and  necessary  that  the  executive  departments  and 
agencies  intensify  their  efforts,  along  the  lines  indicated  in  your  analysis,  to 
establish  budget  and  accounting  systems  that  will  provide  better  financial  infor¬ 
mation  and  enable  both  the  improvement  of  our  budget  presentations  and  the 
strengthening  of  our  budget  controls.  In  addition,  I  approve  of  your  plans  to 
have  the  Bureau  of  the  Budget  give  greater  emphasis  in  its  work  to  the  evalua¬ 
tion  and  advancement  of  administration  in  the  executive  agencies,  as  a  means  of 
more  rapidly  bringing  about  improvement  in  organization  and  management,  in¬ 
cluding  more  effective  budgeting  and  accounting  practices,  throughout  the  execu¬ 
tive  branch. 

I  commend  to  the  Congress  its  consideration  of  those  Hoover  Commission 
budget  and  accounting  proposals  which  are  particularly  pertinent  to  the  role 
and  functions  of  the  Congress,  with  the  assurance  that  the  executive  branch  will 
cooperate  fully  in  actions  to  strengthen  the  appropriation  and  financial  control 
processes  of  the  legislative  branch. 

Sincerely, 


Dwight  D.  Eisenhower. 


Mr.  Brundage’s  letter  to  the  President  is  as  follows: 

Dear  Me.  President:  The  Bureau  of  the  Budget  has  substantially  completed 
its  analysis  of  the  recommendations  in  the  Budget  and  Accounting  Report  of 
the  Commission  on  Organization  of  the  Executive  Branch  of  the  Government 
submitted  to  the  Congress  on  June  20,  1955.  In  making  that  analysis  we  have 
had  helpful  comments  from  the  departments  and  agencies  of  the  executive  branch, 
your  Advisory  Committee  on  Government  Organization,  and  your  personal  assist¬ 
ant  for  the  Hoover  Commission  studies,  Mr.  Meyer  Kestnbaum.  Transmitted 
with  this  letter  is  a  report  setting  forth  the  status  of  our  review  and  outlining 
the  actions  that  are  being  taken  to  carry  out  many  of  the  Commission’s  recom¬ 
mendations. 

The  Commission’s  Budget  and  Accounting  Report  highlights  significant  prob¬ 
lems  of  financial  administration  in  the  Government  and  sets  important  and  desir¬ 
able  objectives.  The  Commission  is  to  be  commended  for  its  excellent  job. 

Many  of  the  recommendations  endorse  constructive  efforts  which  were  started 
following  the  reports  of  the  first  Hoover  Commission.  The  report  also  supports 
to  a  marked  degree  the  current  efforts  of  the  joint  accounting  program  conducted 
by  the  General  Accounting  Office,  the  Treasury  Department,  and  the  Bureau  of 
the  Budget,  with  the  participation  of  the  executive  departments  and  agencies. 
While  approving  the  objectives  of  our  work,  the  Commission  suggested  additional 
emphasis  and  greater  concentration  of  effort  in  order  to  bring  about  more  rapidly 
desirable  improvements  in  budgeting,  accounting,  and  management  generally. 

In  considering  the  adoption  of  the  Commission’s  proposals,  it  must  be  recog¬ 
nized  that  they  involve  the  functions  and  interests  of  the  Congress  to  a  consider¬ 
able  degree  because  of  the  constitutional  role  of  the  Congress  in  the  creation  and 
financing  of  Government  programs.  Action  in  the  executive  branch  to  carry  out 
some  of  the  Commission’s  proposals  will  require  the  closest  coordination  with  the 
legislative  branch  to  insure  full  satisfaction  of  all  of  the  interests  involved. 

With  the  support  which  the  Commission  has  given,  greater  progress  can  be 
made  toward  the  attainment  of  many  generally  accepted  objectives.  On  the  re¬ 
port  as  a  whole,  we  can  assure  you  that  the  Bureau’s  work  on  implementation 
will  proceed  as  rapidly  as  its  resources  permit. 

Sincerely  yours, 


(Signed)  Percival  F.  Brundage,  Director. 
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EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
BUREAU  OF  THE  BUDGET 

Analysis  of  the  Budget  and  Accounting  Report  of  the  Commission  on 
Organization  of  the  Executive  Branch  of  the  Government 

general 

The  budget  and  accounting  report  of  the  Commission  on  Organization  of  the 
Executive  Branch  of  the  Government  offers  constructive  proposals  for  improving 
the  financial  processes  of  the  Government.  Consideration  of  the  recommenda¬ 
tions  in  that  report  by  the  executive  branch  has  provided  au  opportunity  for  the 
reexamination  of  many  present  practices  and  objectives.  It  also  has  led  to  the 
development  of  actions  for  accelerating  efforts  to  provide  budget  and  accounting 
systems  that  will  make  a  more  effective  contribution  to  the  management  of  the 
Federal  Government. 

The  budget  and  accounting  report  includes  25  recommendations  pertaining  to 
budgeting,  accounting,  and  auditing  practices,  financial  and  performance  reports, 
financial  organization,  and  related  matters.  Those  recommendations,  in  general, 
urge  additional  emphasis  and  greater  concentration  of  effort  on  actions  to  pro¬ 
vide  accounting  systems  throughout  the  Government  that  will  produce  better 
financial  information  and  on  the  improvements  in  budget  presentations  and 
controls  which  better  accounting  information  and  systems  will  make  possible. 
The  report  also  proposes  expansion  of  the  Bureau  of  the  Budget  in  order  to 
enable  the  more  effective  discharge  of  the  Bureau’s  managerial  and  budgeting 
functions,  with  recognition  that  the  strengthening  of  the  Bureau  of  the  Budget 
has  a  direct  bearing  on  executive  branch  leadership  toward  fulfillment  of  the 
Commission’s  recommendations. 

In  setting  forth  the  current  status  of  this  analysis  by  the  Bureau  of  the  Budget 
of  the  several  categories  of  recommendations  included  in  the  Commission’s  report 
and  outlining  the  actions  that  are  being  taken  to  carry  out  many  of  them,  this 
statement  makes  clear  that  most  of  the  recommendations  or  their  objectives  have 
the  endorsement  of  the  executive  branch.  Full  implementation  of  many  of  the 
basic  recommendations  will  not  be  accomplished  overnight  because,  as  the  Com¬ 
mission  recognized,  the  changes  needed  in  agency  accounting  systems  are  essen¬ 
tially  of  a  long-range  nature.  Furthermore,  action  on  a  number  of  the  recom¬ 
mendations  is  primarily  dependent  upon  acceptance  by  the  Congress. 

BUDGEUNG 

With  respect  to  Federal  budgetary  practices,  the  Commission’s  principal  rec¬ 
ommendations  call  for  (a)  continued  use  of  performance  budgeting,  ( b )  formu¬ 
lation  and  administration  of  agency  budgets  on  a  cost  basis,  (c)  appropriations 
based  on  accrued  expenditures,  and  (d)  authorization  for  limited  periods  of 
continuing  Government  programs  not  susceptible  to  the  usual  budget  controls. 

Performance  budget. — The  first  Hoover  Commission  recommended  the  adoption 
of  a  performance  budget,  defining  it  as  a  budget  based  upon  functions,  activities, 
and  projects  and  contrasting  it  with  former  budgets  which  had  focused  attention 
mainly  upon  such  things  as  personal  services,  supplies,  and  equipment.  The 
second  Hoover  Commission  and  its  task  force  both  noted  that  considerable  prog¬ 
ress  has  been  made  toward  achieving  a  performance  budget  and  recommended 
further  steps  to  establish  such  classifications  as  are  necessary  to  present  the 
budget  on  a  performance  basis. 

There  has  been  continuous  effort  for  several  years  to  refine  budget  and  account¬ 
ing  classifications  in  the  interest  of  synchronizing  organization  structures,  budg¬ 
ets,  and  accounting  systems  and  to  encourage  the  use  of  performance  budgets 
and  reports  in  agency  operations.  We  are  in  full  agreement  with  these  sug¬ 
gestions  of  the  Commission  and  propose  to  intensify  our  efforts  to  carry  them  out. 

Agency  budgets  based  on  cost. — In  recommending  a  cost  basis  for  agency 
budgets,  the  Commission  wanted  these  budgets  to  show  the  actual  and  estimated 
costs  of  goods  and  services  consumed  each  year  in  carrying  out  budgeted  pro¬ 
grams  rather  than  be  limited  to  the  actual  and  estimated  obligations  that  are 
now  shown,  which  take  into  account  but  fail  to  disclose  the  use  of  carryovers  of 
inventory  and  working  capital  resulting  from  oblgiations  of  prior  years.  Thus, 
agency  budgets  would  more  readily  enable  all  concerned  to  relate  budget  figures 
for  a  given  year  to  the  cost  of  work  or  services  performed  during  that  year. 

Cost-type  budgeting  is  now  used  by  Government  corporations.  A  few  other 
agencies  also  present  cost-type  budgets  to  the  Congress,  in  instances  whpre  the 
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Appropriations  Committees  have  indicated  that  such  presentations  aie  acceptable 
to  them.  Those  include  the  Atomic  Energy  Commission  and  the  Bureau  of  the 
Mint  whose  accounting  systems  now  produce  data  on  the  costs  of  goods  and 
services  consumed.  A  number  of  other  agencies  are  able  to  formulate  cost-tj  pe 
budgets  and  have  submitted  their  budgets  on  that  basis  for  review  by  the  Bureau 

of  the  Budget.  .  „ 

We  agree  with  the  Commission  that  the  installation  of  accounting  system* 
which  will  produce  cost  information  should  be  expedited ;  and,  as  pointed  out 
later  in  this  report,  actions  are  being  initiated  to  strengthen  executive  branch 
leadership  for  improvement  of  accounting,  including  steps  to  stimulate  and 
assist  agencies  in  establishing  such  accounting  systems.  Agency  accounting  sys¬ 
tems  are  not,  of  course,  overhauled  overnight,  but  as  soon  as  accounting  systems 
are  producing  the  necessary  data  on  a  fully  reliable  basis,  proposals  for  incor¬ 
porating  cost  data  in  the  budget  document  can  and  will  be  made  to  the  Appro¬ 
priations  Committees.  .  .  , 

Appropriations  based  on  accrued  expenditures. — The  Hoover  Commissions 
recommendation  that  accrued  expenditures  be  used  as  a  basis  for  appropriations 
calls  for  significant  changes  in  present  executive  branch  and  congressional  prac¬ 
tices.  Appropriations  are  now  made  in  terms  of  obligations,  with  amounts  ap¬ 
propriated  serving  as  a  limit  on  goods  and  services  to  be  ordered ;  whereas  the 
Commission  favored  appropriation  of  amounts  covering  goods  and  services  to 
be  received  each  year,  with  supplementary  congressional  authorization  and  limi¬ 
tation  for  long  lead-time  programs  as  required. 

Those  agencies  able  to  formulate  their  budgets  on  a  cost  basis  now  have  ac¬ 
counting  systems  which  furnish,  at  successive  stages  of  their  operations,  data 
showing  the  costs  of  goods  and  services  ordered,  received,  and  consumed.  Such 
agencies  can  operate  on  a  basis  of  accrued  expenditure  appropriations,  and  othei 
agencies  will  be  able  to  do  so  as  soon  as  accounting  systems  which  can  produce 
information  for  cost  budgeting  are  installed. 

We  believe  that  a  change  to  appropriations  on  an  accrued  expenditure  basis 
would  be  beneficial — in  terms  of  improving  management  and  strengthening  budget 
controls  of  both  the  executive  branch  and  the  Congress.  There  is,  however,  con¬ 
siderable  difference  of  opinion  within  the  Congress  and  the  executive  branch  both 
as  to  the  advantages  and  disadvantages  of  accrued  expenditure  appropriations 
and  as  to  the  methods  that  would  be  needed  for  the  financing  and  control  of 
obligations  in  advance  of  appropriations,  primarily  for  long-lead-time  programs. 
For  this  reason  we  urge  that  the  Congress  and  the  executive  branch  adopt  this 
as  an  objective,  recognizing  that  it  will  necessarily  need  to  be  implemented  on  an 
evolutionary  basis  over  a  considerable  period  of  time. 

The  Hoover  Commission  recognized  the  long-range  character  of  its  recom¬ 
mendation  when  it  pointed  out  that  “adoption  of  this  proposal  will  require  ad¬ 
ministrative  changes  in  the  Government’s  budgeting  and  accounting  procedures, 
particularly  in  the  Department  of  Defense,  and  will  require  education  of  those 
concerned  with  the  budgetary  procedures  and  the  working  out  of  the  precise 
mechanics.”  These  procedures  and  mechanics  are  among  the  goals  of  the 
Bureau  of  the  Budget  and  of  the  joint  accounting  program.  The  number  of 
agencies  with  accounting  systems  which  will  furnish  the  necessary  data  is  in¬ 
creasing  each  year  as  progress  is  made  under  the  joint  accounting  program,  and 
acceleration  of  that  program  should  speed  the  installation  of  such  systems  in 
other  agencies.  With  a  basic  authorization  to  proceed  with  accrued  expenditure 
appropriations,  the  executive  branch  and  the  Congress  will  be  able  to  proceed 
more  rapidly  toward  the  ultimate  objective. 

Limited  authorization  for  continuing  programs—  The  Hoover  Commission  sug¬ 
gested  that  legislation  committing  the  Government  to  continuing  programs  not 
susceptible  to  the  usual  budgetary  controls  ordinarily  be  enacted  for  a  limited 
term  in  order  to  require  periodic  congressional  reviews  of  their  usefulness.  The 
need  for  periodic  review  of  such  programs  by  the  legislative  and  executive 
branches  is  recognized,  and  the  Bureau  will,  as  the  Commission  suggested,  con¬ 
tinue  to  keep  such  programs  under  continuing  review,  proposing  legislative 
amendments  whenever  necessary  to  assure  their  conformity  with  budget  policies. 

ACCOUNTING  AND  AUDITING  PRACTICES 

As  already  indicated,  fulfillment  of  the  Hoover  Commission’s  recommendations 
for  strengthening  Federal  budgetary  practices  is  largely  dependent  upon  an 
intensification  of  efforts  to  install  improved  accounting  systems  throughout  the 
Government.  Significant  among  the  Commission’s  recommendations  for  improv¬ 
ing  accounting  and  auditing  practices  is  a  proposal  for  acceleration  of  efforts 
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to  install  adequate  monetary  property  accounting  records  and  maintenance  of 
Government  accounts  on  the  accrual  basis.  The  Commission  also  made  pro¬ 
posals  dealing  with  simplification  of  allotments,  use  of  a  single  account  in  each 
agency  for  liquidation  of  obligations  and  other  practices  in  the  settlement  of 
claims,  relief  of  accountable  officers  in  certain  instances,  and  the  need  for  exami¬ 
nation  of  revolving  fund  and  internal  audit  practices. 

Accrual  accounting. — The  Commission’s  recommendations  that  Government 
accounting  systems  be  kept  on  the  accrual  basis  and  that  adequate  monetary 
property  accounts  be  included  as  an  integral  part  of  such  systems  focused  atten¬ 
tion  on  the  need  for  a  method  of  accounting  which  can  best  assure  the  develop¬ 
ment  of  accurate  information  on  the  cost  of  work  or  services  performed.  The 
accrual  method  of  accounting  will  disclose  the  value  of  resources  actually  applied 
to  operations  performed  during  a  specified  period  (which  is  not  true  of  obligation 
accounts  that  disclose  only  the  value  of  goods  ordered)  and  at  the  same  time 
will  provide  needed  information  on  the  value  of  resources  available  for  future 

operations.  „  . 

We  are  in  agreement  with  the  Commissions  proposals.  The  installation  of 
accrual  accounting  systems  has  been  a  major  objective  of  the  joint  accounting 
program,  which  has  made  considerable  progress  in  advancing  the  installation  and 
use  of  such  systems.  A  sizeable  job  still  remains,  hut  the  development  of  accru¬ 
al  accounting  throughout  the  Government  will  be  given  special  and  increased 
emphasis  by  the  Bureau  of  the  Budget  and  the  joint  accounting  program.  Such 
systems  are  recognized  as  essential  to  the  efforts  that  will  he  made  to  cany  out 
the  Hoover  Commission’s  proposal  for  developing  budgets  on  a  cost  basis. 

Allotment  structure. — The  goal  recommended  by  the  Commission  of  financing 
each  operating  unit  from  a  single  allotment  for  each  appropriation  involved  in 
its  operations  is  a  desirable  one.  The  simplification  of  agency  allotment  structure 
through  the  establishment  of  allotments  at  highest  practicable  organizational 
levels  consistent  with  management  responsibility  has  been  a  matter  of  con¬ 
tinuing  concern,  and  considerable  progress  has  been  made.  Further  attention 
in  a  number  of  agencies  is  still  needed  and  will  he  provided. 

Payment  of  obligations  and  claims. — The  Commission’s  proposal  that  agencies 
consolidate  their  appropriation  accounts  at  the  end  of  a  fiscal  year  in  order 
to  reduce  the  number  of  accounts  from  which  payments  to  close  out  unliquidated 
obligations  are  made  and  its  recommendation  that  the  agencies  rather  than 
the  General  Accounting  Office  settle  claims  against  lapsed  appropriations  would 
bring  about  desirable  simplifications.  We  look  with  favor  upon  the  Commis¬ 
sion's  objectives.  After  several  years  of  work,  legislation  to  accomplish  these 
objectives  has  been  developed  by  staff  of  the  joint  accounting  program  and  is  now 
being  considered  by  the  Congress. 

Liability  of  accountable  officers. — The  Commission’s  recommendation  that  the 
Comptroller  General  be  authorized  to  relieve  accountable  officers  of  financial 
liability  except  where  losses  result  from  their  own  negligance  or  from  fraud 
was  aimed  at  eliminating  redtape  resulting  from  overcautious  practices  designed 
to  assure  compliance  with  many  prohibitory  statutes.  Legislation  on  this  sub¬ 
ject,  somewhat  different  from  the  exact  proposal  of  the  Commission,  was  enacted 
after  the  Commission’s  studies  had  been  completed.  This  legislation,  developed 
by  the  joint  accounting  program  with  our  support,  is  expected,  for  practical 
purposes,  to  attain  the  results  sought  by  the  Commission  and  at  the  same  time 
assure  ample  protection  to  both  the  Government  and  its  accountable  officers. 

Review  of  revolving  funds  and  internal  auditing.. — The  review  of  agency 
revolving  funds,  proposed  by  the  Commission  as  a  means  of  assuring  that  they 
are  created  and  continued  only  where  they  will  contribute  to  efficient  manage¬ 
ment,  has  been  and  will  continue  to  be  carried  on  as  a  part  of  the  budget 
process.  The  Commission’s  recommendation  that  a  study  be  made  to  determine 
the  adequacy  of  internal  auditing  in  Government  agencies  will  be  considered 
for  initiation  by  the  joint  accounting  program.  That  program  has  actively 
promoted  and  assisted  agencies  in  the  development  of  internal  audit  systems, 
and  the  General  Accounting  Office  regularly  examines  agency  internal  auditing 
practices  as  a  part  of-  its  comprehensive  audits.  The  proposed  study  may  pro¬ 
vide  a  helpful  evaluation  of  the  results  being  achieved  by  such  systems. 

CENTRAL  FINANCIAL  AND  PERFORMANCE  REPORTING 

The  Hoover  Commission  made  several  recommendations  aimed  at  developing 
and  providing  more  comprehensive  reports  on  both  the  financial  results  and  the 
performance  of  Government  programs.  Its  recommendations  included  proposals 
for  increased  and  continuing  emphasis  upon  the  improvement  of  Treasury’s 
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central  fiscal  reports,  for  a  special  study  to  eliminate  duplicate  accounting  within 
the  Treasury  Department  and  between  that  Department  and  other  agencies,  and 
also  for  the  development  by  the  Bureau  of  the  Budget  of  governmentwide  reports 
on  executive  branch  performance  and  on  the  financial  results  of  Government 

operations.  , 

The  improvement  of  central  financial  reporting  is  a  major  continuing  activity 
of  the  joint  accounting  program,  and  work  is  currently  under  way  on  installa¬ 
tion  of  a  system  designed  to  eliminate  duplicate  accounts  within  the  Treasury 
Department.  A  working  group  of  the  joint  accounting  program  has  also  devel¬ 
oped  a  new  central  accounting  system,  installed  last  year  by  the  Treasury 
Department,  which  will  enable  action  to  eliminate  certain  detailed  accounts 
in  the  Treasury  Department  as  soon  as  agency  accounts  demonstrate  that  they 
can  supply  data  needed  for  essential  central  financial  reports.  Intensified  efforts 
to  improve  agency  accounting  systems  will  result  in  the  more  rapid  elimination 
of  duplicate  accounts  in  the  Treasury  Department,  thus  achieving  the  objective 
sought  bv  this  recommendation  of  the  Commission. 

The  proposal  that  the  Bureau  of  the  Budget  develop  central  performance 
reports  raises  a  number  of  questions  on  the  needs  to  be  served  and  the  specific 
kinds  of  reports  required  to  meet  the  purposes  underlying  the  recommendation. 
Our  prior  experience  with  performance  reports  suggests  several  alternative  ap¬ 
proaches  to  the  Commission’s  apparent  objectves,  which  may  or  may  not  lequire 
additions  to  the  reports  which  are  furnished  to  the  President  informally  through¬ 
out  the  year  and  more  formally  when  the  annual  budget  is  being  formulated. 
Any  additions  to  such  reports  should  be  accomplished  with  a  minimum  of  new 
demands  on  the  agencies. 

We  shall  continue  our  review  of  these  matters,  including  consultation  with 
Treasury  officials  as  appropriate,  and  will  make  specific  proposals  for  considera¬ 
tion  at  a  later  date.  The  development  of  central  reports  on  the  financial  results 
of  Government  operations  would  constitute  a  new  function  for  the  Bureau,  and 
one  that  would  parallel  the  central  fiscal  reporting  functions  of  the  Treasury 
Department. 

FINANCIAL  ORGANIZATION 

The  Hoover  Commission’s  Budget  and  Accounting  Report  proposed  the  estab¬ 
lishment  of  comptroller  organizations  in  the  principal  agencies  and  recommended 
that  the  Bureau  of  the  Budget  establish  an  Office  of  Accounting  that  would 
include  among  its  duties  the  rendering  of  assistance  to  agency  comptrollers. 

The  proposal  for  agency  comptrollers,  if  interpreted  to  mean  the  imposition 
of  a  fixed  pattern  of  organization  upon  all  agencies,  would  conflict  with  the 
guiding  principles  of  organization  which  wTere  laid  down  by  the  first  Hoover 
Commission  and  which  have  since  won  wide  acceptance  in  both  the  executive 
branch  and  the  Congress.  In  order  that  agency  heads  may  be  held  accountable 
for  agency  operations,  they  must  have  authority  to  control  the  internal  organi¬ 
zation  of  their  agencies.  We  believe  that  there  should  be  effective  coordination 
of  agency  budget  and  accounting  functions  but  that  the  principle  of  agency  head 
accountability  should  be  maintained  and  the  imposition  of  a  fixed  pattern  of 
organization  on  all  agencies  should  be  avoided.  We  do  not  believe  that  the 
Commission  intended  that  a  comptrollership  organization  such  as  it  described 
should  be  made  mandatory  for  all  agencies,  either  by  a  statutory  or  Presidential 
mandate,  but  rather  that  the  Commission  was  directing  its  recommendation  to 
the  responsible  heads  of  the  agencies  for  their  consideration. 

The  recommendations  regarding  the  accounting  organization  and  functions  of 
the  Bureau  of  the  Budget  were  designed  to  strengthen  the  Bureau’s  role  in  the 
improvement  of  Government  accounting.  Until  recently  the  Bureau  of  the 
Budget  had  a  small  accounting  group  in  the  Office  of  Management  and  Organ¬ 
ization,  the  staff  of  which  acted  as  the  Bureau’s  representatives  in  the  joint 
accounting  program.  We  agree  that  the  executive  branch  should  assume  greater 
leadership  in  the  accounting  field  and  believe  this  would  be  an  important  factor 
in  improving  coordination  of  budgeting  and  accounting  in  the  Government.  We 
also  concur  that  the  Bureau’s  capacity  to  assist  agencies  in  improving  their 
facilities  for  financial  management  should  be  further  developed.  As  a  first 
step  toward  these  objectives,  an  Assistant  Director  of  the  Bureau  of  the 
Budget  with  many  years  of  experience  in  public  accounting  practice  has  been 
given  the  job  of  developing  and  supervising  an  expanded  accounting  program 
for  the  Bureau  and  of  providing  leadership  on  behalf  of  the  Bureau  in  increasing 
the  impetus  to  accounting  reforms  throughout  the  Government. 
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STRENGTHENING  THE  MANAGERIAL  AND  BUDGETING  FUNCTIONS  OF  THE 

BUREAU  OF  THE  BUDGET 

The  first  recommendation  in  the  Hoover  Commission’s  Budget  and  Account¬ 
ing  Report  proposed  that  the  managerial  and  budgeting  functions  of  the  Bureau 
of  the  Budget  be  strengthened  and  made  more  effective.  In  this  connection,  it 
suggested  that,  if  necessary,  increased  resources  should  be  provided  for  the 
Bureau  and  that  some  of  the  Bureau’s  staff  should  be  physically  located  through¬ 
out  the  year  in  the  offices  of  the  major  agencies. 

The  Commission’s  proposal  for  expansion  and  strengthening  of  the  Bureau 
of  the  Budget  is  one  of  major  importance  to  other  objectives  of  the  Commission. 
It  has  a  direct  bearing  on  how  fast  and  how  well  the  executive  branch  carries 
out  many  of  the  recommendations  cited  above  and,  in  addition,  governs  the 
ability  of  the  Bureau  to  take  appropriate  action  on  recommendations  contained 
in  other  reports  of  the  Commission — notably  those  dealing  with  paperwork  man¬ 
agement  and  general  services  matters.  The  resources  currently  available  in 
the  Bureau  do  not  permit  a  satisfactory  level  of  accomplishment  in  its  presently 
assigned  functions,  much  less  permitting  the  expansion  called  for  by  the  Com¬ 
mission. 

The  suggestion  that  Bureau  personnel  be  located  in  the  major  agencies  must 
he  evaluated  in  terms  of  its  impact  upon  Bureau-agency  relationships-  For 
best  results,  the  Bureau  has  found  that  relationships  with  the  agencies  must 
be  based  on  cooperation  and  mutual  understanding  of  the  basic  factors  under¬ 
lying  the  submission  and  presentation  of  agency  budgets.  Because  most  agen¬ 
cies  believe  that  the  placement  of  Bureau  staff  in  the  agencies  would  result  in  a 
diffusion  of  agency  budget  and  management  responsibilities,  adoption  of  the 
proposal  probably  would  not  contribute  to  better  or  more  effective  relationships 
between  the  Bureau  and  the  agencies.  Limited  attempts  which  the  Bureau 
has  made  in  the  past  toward  the  type  of  arrangement  proposed  have  met  with 
little  success. 

We  believe  that  the  objective  sought  by  the  Commission  will  be  achieved  if 
the  Bureau’s  staff  is  enlarged  and  if  measures  are  invoked  to  increase  substan¬ 
tially  the  proportion  of  staff  time  spent  in  on-site  reviews  of  agency  operations. 
There  has  been  a  steady  reduction  in  the  staff  of  the  Bureau  for  the  past  7  or  8 
years  in  the  face  of  a  very  great  increase  in  work.  As  one  of  the  results  of  those 
conflicting  trends  the  Bureau’s  staff  members  have  been  forced  to  do  more  and 
more  of  their  work  behind  their  desks,  with  many  undesirable  results.  It  is  our 
firm  intention  to  take  all  possible  measures  to  bring  Bureau  staff  into  closer 
contact  with  agency  operations  and  employees  and  thus  to  correct  the  undesirable 
situation  that  has  developed. 

The  steady  reduction  in  the  size  of  the  Bureau’s  staff  has  been  felt  in  all  of 
the  Bureau’s  activities,  but  its  most  adverse  effects  have  been  upon  the  manage¬ 
ment  functions  assigned  to  the  Bureau  by  the  Budget  and  Accounting  Act  of 
1921,  the  Budget  and  Accounting  Procedures  Act  of  1950,  and  several  Executive 
orders.  The  Commission  suggested  that  the  Bureau’s  job  of  reviewing  and  pro¬ 
moting  improved  management  and  organization  throughout  the  executive  agen¬ 
cies  should  be  strengthened.  We  are  in  agreement  with  that  suggestion  and  fully 
recognize  how  important  it  is  that  the  Bureau  of  the  Budget  provide,  on  behalf 
of  the  President,  continuing  attention  to  the  evaluation,  development,  and  pro¬ 
motion  of  improved  organization,  coordination,  and  management  in  the  executive 
branch. 

Additional  staff  resources  for  the  Bureau  will  be  needed  to  enable  the  Bureau 
to  put  additional  emphasis  on  its  management  functions,  including  the  improve¬ 
ment  of  executive  branch  budgeting  and  accounting  methods  and  procedures. 
Favorable  action  by  the  Congress  on  a  proposal  by  the  President  for  enlarge¬ 
ment  of  the  Bureau’s  staff  will  enable  the  Bureau  to  provide  greater  help  to  the 
President  by  extending  his  leadership  in  improvement  of  Federal  administration 
and  in  obtaining  better  and  more  economical  performance  of  Government 
programs. 

Mr.  Lipscomb.  On  May  10, 1956,  the  President,  in  a  special  message 
to  the  Congress,  urged  that  the  Congress  seek  the  early  enactment  of 
appropriate  legislative  provisions  to  support  the  major  objectives  of 
the  Hoover  Commission’s  recommendations  on  budget  and  accounting. 
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In  this  message  the  President  reviewed  briefly  the  administrative 
action  already  taken,  and  said : 

The  actions  being  taken  by  the  executive  branch  to  put  many  of  the  Com¬ 
mission’s  proposals  into  effect  will  require  close  coordination  with  the  legislative 
branch  and  merit  the  support  which  the  Congress  should  and  can  provide.  I 
urge  that  the  Congress  seek  the  early  enactment  of  appropriate  legislative  pro¬ 
visions  to  support  the  main  objectives  of  the  Commission’s  recommendations. 

(A  copy  of  the  President’s  message  is  attached  for  inclusion  in  the 
record  with  the  permission  of  the  subcommittee.) 

(The  document  referred  to  is  as  follows:) 

[H.  Doc.  No.  401,  84th  Cong.,  2d  sess.] 

Federal  Budgeting  and  Accounting  Practices  by  the  Commission  on  Organ¬ 
ization  of  the  Executive  Branch  of  the  Government 

Message  from  the  President  of  the  United  States  transmitting  recommendations 

relative  to  a  report  on  Federal  budgeting  and  accounting  practices  by  the 

Commission  on  Organization  of  the  Executive  Branch  of  the  Government 

To  the  Congress  of  the  United  States: 

The  Commission  on  Organization  of  the  Executive  Branch  of  the  Government, 
headed  by  former  President  Herbert  Hoover,  has  set  important  and  desiiable 
objectives  for  the  improvement  of  Federal  administration  and  for  providing  moie 
effective  methods  in  the  financing  and  control  of  Government  services.  Coopera¬ 
tive  action  on  the  part  of  the  legislative  and  executive  branches  is  required  in 
order  to  bring  about  more  rapidly  the  fulfillment  of  those  objectives. 

The  Commission’s  report  on  Federal  budgeting  and  accounting  practices  is  an 
important  contribution  toward  the  attainment  of  more  effective  and  economical 
governmental  services.  It  includes  significant  recommendations  showing  liow 
the  Federal  Government  can  bring  about  improvements  in  budgeting,  accounting, 
and  management  practices  generally.  Because  these  recommendations  pertain 
to  vital  responsibilities  of  the  Chief  Executive,  I  am  especially  and  pesronally 
appreciative  of  the  contribution  which  Mr.  Hoover  and  his  distinguished  asso¬ 
ciates  have  made.  _  . 

These  recommendations  of  the  Commission  have  been  studied  extensively  by 
the  executive  branch  with  a  view  toward  identifying  all  possible  actions  that 
can  be  taken  to  strengthen  the  administration  of  the  executive  agencies.  I  have 
already  approved  plans  developed  by  the  Director  of  the  Bureau  of  the  Budget 
to  intensify  efforts  of  the  executive  branch  toward  that  objective.  These  plans 
include  actions  to  accelerate  the  establishment  and  use  of  modern  accounting 
methods  and  improved  budget  presentations  and  controls.  I  consider  it  desirable 
and  necessary  that  the  executive  departments  and  agencies  actively  and  fully 
participate  in  carrying  out  these  plans. 

The  actions  being  taken  by  the  executive  branch  to  put  many  of  the  Commis¬ 
sion’s  proposals  into  effect  will  require  close  coordination  with  the  legislative 
branch  and  merit  the  support  which  the  Congress  should  and  can  provide.  I 
urge  that  the  Congress  seek  the  early  enactment  of  appropriate  legislative  provi¬ 
sions  to  support  the  major  objectives  of  the  Commission’s  recommendations. 

The  initial  recommendation  of  the  Commission’s  report  on  budget  and  account¬ 
ing  calls  for  the  strengthening  of  the  management  review  and  budgeting  functions 
of  the  Bureau  of  the  Budget.  This  is  of  signal  importance  to  the  attainment 
of  the  Commission’s  objectives  in  this  field.  It  has  a  direct  bearing  on  how  fast 
and  how  well  the  executive  branch  carries  out  the  plans  which  I  have  approved. 
Because  the  resources  of  the  Bureau  of  the  Budget  must  be  increased  if  it  is  to 
provide,  on  my  behalf,  strengthened  leadership  in  the  improvement  of  executive 
branch  budgeting,  accounting,  and  other  management  practices,  I  am  proposing 
to  the  Congress  a  supplemental  appropriation  to  permit  an  expansion  of  the 
Bureau’s  staff  for  this  purpose. 

Today’s  Government  demands  the  use  of  the  best  and  most  economical  methods 
that  can  be  devised.  To  that  end,  we  should  take  full  advantage  of  the  construc¬ 
tive  proposals  put  forth  by  Mr.  Hoover  and  his  able  associates. 

Dwight  D.  Eisenhower. 

The  White  House,  May  10,  1956. 
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SUBSTANTIVE  ASPECTS  OF  TIIE  BILE 

Mr.  Lipscomb.  Since  the  passage  of  the  Budget  and  Accounting  Act 
of  1921,  much  has  been  said  and  written  about  the  Federal  budget 
process.  In  the  35  years  since  the  adoption  of  that  act  a  great  deal 
of  progress  has  been  made  in  improving  Federal  fiscal  procedures. 

If  the  size  and  nature  of  the  Federal  Government  had  remained 
at  the  1921  level,  today’s  budget  processes  would  probably  be  ade¬ 
quate.  But  today  the  size  and  complexity  of  the  operations  of  the 
Government  have  grown  manyfold  since  1921,  and  the  annual  budget 
of  some  $60  billion  in  an  amount  undreamed  of  in  1921. 

That  the  present  fiscal  system  has  serious  shortcomings  is  rather 
unanimously  agreed  by  all  authorities  in  the  field.  As  to  agreement 
on  particular  shortcomings  there  is  not  so  much  unanimity,  and  with 
regard  to  possible  corrective  measures  there  is  reasonable  agreement 
on  certain  approaches  and  some  disagreement  on  others. 

The  decade  since  the  end  of  World  War  II  has  seen  a  growing  de¬ 
mand  for  modernization  of  the  budget  process,  and  some  progress  has 
been  made  such  as  the  Government  Corporation  Control  Act  of  1945, 
which  placed  the  operations  and  accounting  of  Government  corpora¬ 
tions  on  a  business  type  system;  the  1949  amendment  to  title  IV  of 
the  National  Security  Act  of  1947,  which  provided  for  performance 
budgeting  in  the  Department  of  Defense;  and  the  Budget  and  Ac¬ 
counting  Procedures  Act  of  1950,  which  carried  out  some  of  the 
recommendations  of  the  first  Hoover  Commission,  and  took  some  major 
steps  toward  revitalizing  the  budget  process. 

Despite  the  fact  that  the  record  shows  considerable  progress,  we 
still  have  a  long  way  to  go.  There  have  been  many  proposals  made 
which  would  purport  to  improve  our  fiscal  system,  with  each  receiv¬ 
ing  varying  degrees  of  support  from  fiscal  experts,  both  in  and  out  of 
the  Government. 

Naturally  some  have  more  merit  than  others.  On  several  of  the 
major  proposals  there  is  substantial  agreement  on  the  general  plan, 
but  serious  disagreement  on  the  manner  of  implementation.  A  great 
many  of  these  proposals,  most  of  which  appear  to  have  merit  in  the 
long  run,  are  in  the  field  of  procedural  changes  such  as  the  proposals 
for  an  omnibus  appropriation  bill  coupled  with  the  item  veto,  and 
changes  in  the  organizational  structure  of  Congress  to  provide 
for  more  coordinated  consideration  of  appropriation  and  revenue 
measures. 

In  addition,  there  are  many  other  recommendations  worthy  of  the 
most  careful  consideration  as  long-range  methods  of  improving  the 
fiscal  performance  of  our  Government  as  a  whole. 

There  is  probably  no  panacea  for  all  of  our  problems  in  the  area 
of  fiscal  performance  and  responsibility,  but  there  certainly  must  be 
a  logical  starting  point,  and  only  by  starting  at  the  proper  place 
can  we  hope  to  achieve  the  goals  toward  which  all  of  us  believe  we 
should  work. 

It  would  seem  that  the  starting  point  is  the  development  of  sound, 
accurate,  meaningful,  useful  fiscal  data  which  could  be  generated 
from  an  adequate  and  efficient  budget  and  accounting  system.  Until 
we  put  the  fiscal  operations  of  the  Government  on  such  a  system, 
all  the  desirable  procedural  changes  in  the  world  will  have  only 
minimum  effectiveness. 
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It  would  seem  that  the  budget  and  accounting  recommendations  of 
the  second  Hoover  Commission  in  its  1955  report  to  the  Congress  on 
budget  and  accounting  provide  one  of  the  best  comprehensive  feasible 
approaches  to  the  problem.  The  omnibus  bill  drafted  and  introduced 
by  Senator  Payne  in  the  Senate,  and  which  I  introduced  in  the  House, 
was  intended  to  be  a  single  omnibus  bill  including  all  of  the  Hoover 
Commission’s  recommendations  on  budget  and  accounting  that  ap¬ 
peared  to  be  feasible  to  adopt  at  this  time. 

Those  recommendations  of  the  Commission  which  would  be  adopted 
by  the  bill  are  set  forth  in  the  sectional  aalysis  of  the  bill  which  is 
attached  for  the  information  of  the  subcommittee  and  for  inclusion 
in  the  record  with  the  permission  of  the  subcommittee. 

(The  document  referred  to  is  as  follows :) 

Sectional  Analysis  of  Lipscomb  Bill,  H.  R.  9402,  To  Improve  Governmental 
Budgeting  and  Accounting  Methods 

section  1  (A) 

This  section  was  designed  to  directly  implement  recommendation  No;  22  of 
the  Hoover  Commission  Budget  and  Accounting  Report.  The  Commission  did 
not  specify  the  period  comprehensive  financial  reports  should  cover,  but  it  seemed 
reasonable  that  they  should  be  on  a  fiscal-year  basis.  However,  it  also  seemed 
desirable  to  give  the  Director  of  the  Bureau  of  the  Budget  some  discretion,  since 
experience  might  well  prove  that  such  reports  would  be  of  more  value  if  based 
on  shorter  periods. 

Hoover  Commission  recommendation  No.  22  is  as  follows : 

Recommenda  tion  No.  22 

“That  the  Congress  consider  amending  the  Budget  and  Accounting  Procedures 
Act  of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  com¬ 
prehensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results 
of  the  activities  of  the  Government  as  a  whole  and  of  its  major  component 
activities.” 

SECTION  1  (B) 

This  section  was  intended  to  carry  out  Hoover  Commission  recommendations 
Nos.  2,  3,  4,  and  0.  Basically,  it  would  require  the  use  of  cost-based  budgets  by 
all  the  agencies,  for  all  management  purposes.  With  regard  to  the  requirement 
of  quarterly  reports  to  agency  heads  by  subordinate  units,  the  Hoover  Commis¬ 
sion  made  no  direct  recommendation.  However,  in  line  with  the  objective  of 
improving  the  fiscal  management  function,  such  reports  seemed  desirable,  and 
also  it  was  thought  that  they  would  form  the  basis  of  the  annual  report  the 
agency  head  is  required  to  submit  to  the  Bureau. 

Hoover  Commission  recommendations  Nos.  2,  3,  4,  and  6  are  as  follows : 

Recommendation  No.  2 

“That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on 
the  conduct  of  their  operations.  On  the  basis  of  the  agencies’ 'reports  and  other 
available  information,  the  Bureau  should  prepare  for  the  President  an  annual 
report  on  performance  for  the  executive  branch  as  a  whole.” 

Recommendation  No.  3 

“That,  for  management  purposes,  cost-based  operating  budgets  be  used  to 
determine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented 
by  periodic  reports  on  performance.” 

Recommendation  No.  4 

“That  the  executive  budget  continue  to  be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  information  on  program  costs  and  accom¬ 
plishments,  and  by  a  review  of  performance  by  organizational  units  where  these 
do  not  coincide  with  performance  budget  classifications.” 

Recommendation  No.  6 

“That  executive  agency  budgets  be  formulated  and  administered  on  a  cost 
basis.” 
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SECTION  1  (C) 

This  section  was  intended  to  put  into  effect  recommendation  No.  1.  This,  in 
particular,  is  one  of  the  provisions  that  could  be  handled  administratively.  It 
would  place  employees  of  the  Bureau  in  the  executive  agencies  to  help  carry  out 
the  Bureau’s  managerial  functions  by  maintaining  a  continuous  review  of  budget 
preparation  and  administration.  It  was  believed  that  this  measure  would  be  a 
major  factor  in  achieving  sound  budget  and  accounting  methods  and  would  aid  in 
developing  some  degree  of  uniformity  in  this  field.  The  provision  limiting  the 
Bureau  to  not  more  than  two  persons  for  each  principal  subdivision  of  an  agency 
\v:is  designed  to  place  some  initial  limit  on  the  number  of  personnel  so  employed. 
It  may  be  found  later  that  a  different  limiting  number  would  be  better.  It  is 
hoped  that  this  problem  will  be  carefully  explored  by  the  committee  in  studying 
this  bill. 

Hoover  Commission  recommendation  No.  1  is  as  follows  : 

Recommendation  No.  1 

“(«•)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions ; 

“(b)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well-qualified  employees  whose  duties  should  include  con- 
tiniious  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  prepara¬ 
tion  and  administration  and  other  facets  of  the  Bureau’s  managerial  responsibili¬ 
ties  ;  and 

“(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau 
of  the  Budget  for  that  purpose.” 


SECTION  2  (A) 

This  provision  simply  states  legislatively  recommendation  No.  5  of  the  Hoover 
Commission,  which  is  as  follows : 

Recommendation  No.  5 

“That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems.” 

SECTION  2  (B) 

This  section  was  designed  to  carry  out  recommendations  Nos.  14  and  16.  This 
provision  is  a  natural  corollary  of  cost-based  budgeting.  In  practice  it  would 
mean  that  it  would  be  possible  for  management  to  determine  at  any  given  time 
its  fiscal  status.  Monetary  property  accounting  is  essential  to  determine  with 
any  degree  of  accuracy  the  fiscal  status  of  an  agency,  either  for  management 
purposes  or  for  the  Congress. 

Hoover  Commission  recommendations  Nos.  14  and  16  are  as  follows : 
Recommendation  No.  Ik 

“That  the  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently, 
completely,  and  clearly,  all  resources  and  liabilities,  and  the  costs  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting.” 

Recommendation  No.  16 

“That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  the  accounting  systems.” 

SECTION  2  (C) 

This  section  would  put  recommendations  Nos.  10, 11,  and  12  of  the  Hoover  Com¬ 
mission  into  effect.  First  it  would  establish  a  Staff  Office  of  Accounting  in  the 
Bureau  of  the  Budget  headed  by  an  Assistant  Director  and  lists  his  duties.  It 
is  realized  that  there  are  valid  objections  to  legislating  an  administration  organ¬ 
ization.  Furthermore,  the  Bureau  of  the  Budget  has  already  announced  admin¬ 
istrative  action  to  implement  to  some  degree  these  recommendations.  On  the 
other  hand  there  is  a  clearly  demonstrated  need  for  improvement  in  accounting 
and  it  would  seem,  in  view  of  congressional  control  of  the  purse,  entirely  proper 
for  Congress  to  take  this  type  of  action.  As  the  systems  contemplated  in  this 
bill  were  tested  with  experience,  there  would  be  nothing  to  prevent  the  Director 
of  the  Bureau  from  recommending  changes.  Recommendation  No.  12  is  covered 
in  the  duties  of  the  Assistant  Director. 
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The  second  part  of  the  section  would  create  the  position  of  Comptroller  in  each 
agency  and  generally  outlines  his  duties.  Actually  almost  every  agencj  has  a 
position  that  in  some  respects  corresponds  to  a  Comptroller,  but  there  is  wide 
variation  in  the  powers  and  duties  of  these  positions  in  the  various  agencies.  In 
the  interest  of  promoting  improved  fiscal  performance  it  was  believed  that  much 
might  be  achieved  through  the  clear  delineation  of  the  major  functions  of  an 


agency  comptroller. 

Hoover  Commission  recommendations  Nos.  10, 11,  and  12  are  as  follows : 


Recommendation  No.  10 

“That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  Staff  Office  of  Accounting  headed  by  an  Assistant  Director  for  Accounting, 
with  powers  and  duties  as  follows : 

“  (a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  report¬ 
ing,  consistent  with  broad  policies  and  standards  prescribed  by  the  Comp¬ 
troller  General.  These  broad  policies  and  standards  should  continue  to  be 
developed  in  cooperation  with  the  executive  branch. 

"(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

“(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and  to 
watch  progress. 

"(d)  To  stimulate  the  building  of  competent  accounting  and  auditing  or¬ 
ganizations  in  the  executive  agencies  and  to  assist  actively  in  the  selection, 
training,  and  retention  of  capable  personnel. 

“(e)  To  report  at  least  annually  to  the  Budget  Director, with  respect  to 
the  status  of  accounting  in  each  of  the  executive  agencies.” 


Recommendation  No.  11 

“That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the 

following  duties  and  functions :  ,  - 

“(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency  ot 
adequate  accounting  and  auditing  systems  and  procedures  in  conformity  with 
the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

“(b)  To  direct  the  recruitment,  training,  and  development  of  qualified 

accounting  personnel.  „  „  _  .  . 

“(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  (1)  internal  management  purposes  and  (2)  for  issue  to  the 

Congress  and  other  executive  departments  or  agencies. 

“(d)  To  interpret  and  advise  upon  significant  aspects  of  the  financial 
reports. 

“(e)  To  direct  the  preparation  and  review  execution  of  budgets  prepared 
at  operating  levels  for  the  information  of  top  management  which  is  respon¬ 
sible  for  budget  policies.” 

Recommendation  No.  12 

“That  the  selection  of  agency  comptrollers  and  the  building  of  competent 
accounting  organizations  in  the  executive  agencies  through  the  selection,  training, 
and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance  and  help 
to  be  given  by  the  Assistant  Director  for  Accounting  in  the  Bureau  of  the  Budget. 


SECTION  3 

This  section  relates  to  recommendation  No.  13  of  the  Hoover  Commission. 
Since  this  provision  would  take  some  time  to  implement  and  depends  on  the 
installation  of  adequate  accounting  systems  as  well  as  determining  just  what  are 
operating  units  in  the  various  agencies,  the  bill  states  this  objective  as  congres¬ 
sional  policy. 

Hoover  Commission  recommendation  No.  13  reads  as  follows : 

Recommendation  No.  13 

“That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  oper¬ 
ating  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operation.” 

SECTION  4 

This  section  is  a  direct  statement  of  recommendation  No.  17  of  the  Hoover 
Commission.  The  maintenance  of  multiple  accounts  is  one  of  the  greatest  deter¬ 
rents  to  sound  financial  accounting. 
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Hoover  Commission  recommendation  No.  17  reads  as  follows : 

Recommendation  No.  17 

“That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations.” 


SECTION  5 

This  section  would  carry  out  recommendations  Nos.  20  and  25  of  the  Hoover 
Commission.  As  a  matter  of  fact  the  Bureau  of  the  Budget  and  the  General 
Accounting  Office  have  already  done  considerable  work  along  these  lines  in  the 
past  and  probably  would  continue  to  do  so.  However,  it  seemed  desirable  to 
include  these  recommendations  in  the  bill,  since  there  was  nothing  to  be  lost 
thereby,  and  a  congressionally  authorized  study  was  believed  to  have  more 
effect  than  an  unofficial  one. 

Hoover  Commission  recommendations  Nos.  20  and  25  are  as  follows : 
Recommendation  No.  20 

“That  the  Bureau  of  the  Budget  and  General  Accounting  Office  make  a  study 
to  determine  what  can  be  done  to  eliminate  (a)  duplicate  accounts  within  the 
Treasury  Department,  and  (b)  duplicate  accounting  as  between  the  Treasury 
Department  and  the  various  departments  and  agencies.” 

Recommendation  No.  25 

“That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  requested 
to  make  an  intensive  study  to  determine  the  adequacy  of  internal  auditing  in 
Government  agencies  and  what  steps  should  be  taken  to  improve  it.” 

Mr.  Lipscomb.  I  strongly  urge  the  enactment  of  H.  R,  9402  or  a 
comparable  version  of  a  revised  bill  because  I  believe  it  will  make 
possible  more  effective  congressional  control  over  Government  expendi¬ 
tures.  It  does  this  by  providing  for  cost-based  accounting  and  cost- 
based  budgeting  throughout  the  Government. 

Section  1  (b)  of  this  bill  provides  that  cost-based  budgets  shall  be 
used  by  all  departments  and  agencies.  It  goes  on  to  provide  that  all 
departments  and  agencies  shall  submit  performance  reports  to  the 
Bureau  of  the  Budget.  These  reports  would  be  important  documents 
in  making  significant  the  cost-based  performance  budgets  developed  by 
the  agencies. 

Section  2  (b)  provides  that  the  accounts  of  each  agency  shall  be 
kept  on  an  accrual  basis  to  show  the  actual  cost  of  operation.  This 
would  facilitate  the  preparation  of  cost-based  budgets. 

The  General  Accounting  Office,  in  its  comments  on  H.  R.  9402,  points 
out  that  the  primary  advantage  of  budgeting  on  a  cost  basis  to  both 
management  officials  in  the  agencies  and  the  Congress  is  that  total 
resources  to  be  used  (on  hand,  on  order,  and  to  be  procured)  are 
reviewed,  rather  than  limiting  the  budget  review  processes  to  primary 
consideration  of  the  programs  and  projects  for  which  new  appropria¬ 
tions  are  being  requested. 

In  terms  of  numbers  of  activities  or  appropriations,  there  is  a  rel¬ 
atively  close  relationship  between  obligations,  expenditures,  and  costs 
in  those  many  operations  primarily  concerned  with  personal  services. 
On  the  other  hand,  dollarwise,  the  greatest  significance  should  be  at¬ 
tached  to  those  appropriations  relatively  few  in  number  but  which 
provide  for  operations  involving  vast  quantities  of  materials  and 
physical  assets  representing  the  major  portion  of  Government  expen¬ 
ditures.  Major  procurement,  construction,  and  research  and  develop¬ 
ment  ordinarily  fall  in  this  latter  category  of  major  expenditures, 
and  it  is  in  these  areas  that  budgeting  on  a  cost  basis  would  produce 
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major  savings,  although  the  adoption  of  cost-based  budgeting  would 
improve  financial  management  in  many  other  areas  also. 

Section  2  (c)  provides  for  the  creation  in  the  Bureau  of  the  Budget 
of  a  Staff  Office  of  Accounting.  This  agency,  with  the  cooperation  of 
the  Department  of  the  Treasury  and  the  General  Acctunting  Office, 
would  assist  the  operating  departments  and  agencies  in  the  develop¬ 
ment  of  adequate  accounting  systems  to  meet  the  objectives  of  this 
bill.  The  subcommittee  will,  no  doubt,  wish  to  consider  the  adequacy 
of  comparable  administrative  measures  already  announced  to  have 
been  taken  by  the  Bureau  of  the  Budget  in  this  respect. 

Section  2  (c)  would  also  create  the  position  of  Comptroller  in  each 
agency  and  generally  outlines  his  duties.  Actually  almost  every 
agency  has  a  position  that  in  some  respects  corresponds  to  a  comp¬ 
troller,  but  there  is  a  wide  variation  in  the  powers  and  duties  of  these 
positions  in  the  various  agencies.  In  the  interest  of  promoting  im¬ 
proved  fiscal  performance  it  was  believed  that  much  might  be  achieved 
through  the  clear  delineation  of  the  major  functions  of  an  agency 
comptroller. 

The  Congress  by  enactment  of  the  Budget  and  Accounting  Proce¬ 
dures  Act  of  1950  took  a  significant  step  forward  in  providing  for  the 
use  of  program  or  performance  budgets  by  the  executive  agencies  of 
the  Government.  The  objective  of  this  law  was  to  have  the  Govern¬ 
ment  departments  show  how  they  intended  to  spend  their  money  on 
the  basis  of  the  major  programs  that  the  agencies  carry  out.  To  make 
such  a  budget  effective  and  meaningful,  Government  accounts  must 
be  kept  on  a  cost  basis  and  not  merely  on  an  obligation  basis.  The 
agencies  must  be  able  to  tell  what  a  given  program  has  cost  in  a  given 
fiscal  year,  and  not  merely  how  much  appropriated  funds  have  been 
spent  in  a  given  fiscal  year.  Only  with  adequate  accrual  cost-based 
accounts  can  a  budget  be  developed  that  will  show  how  much  a  given 
program  is  likely  to  cost  in  a  given  fiscal  year.  Thus  the  enactment 
of  this  bill,  in  my  opinion,  is  a  necessary  step  to  make  thoroughly  effec¬ 
tive  the  Budget  and  Accounting  Procedures  Act  of  1950. 

If  the  Congress,  made  up  of  the  chosen  representatives  of  the  Amer¬ 
ican  people  is  to  exercise  any  constitutional  degree  of  effective  control 
over  the  executive  branch,  it  must  be  in  a  position  to  control  the  amount 
of  money  to  be  expended  by  it.  Effective  control  over  the  purse  is 
one  of  the  most  important  devices  available  to  Congress  for  protect¬ 
ing  the  American  people  from  the  potentiality  of  irresponsible 
expenditures. 

OMITTED  HOOVER  COMMISSION  RECOMMENDATIONS 

A  few  of  the  Hoover  Commision’s  recommendations  for  budget  and 
accounting  were  omitted  from  H.  R.  9402  for  various  reasons. 

The  most  obvious  recommendation  which  is  not  implemented  in 
the  bill  is  recommendation  No.  7  which  would  put  the  executive  budget 
and  congressional  appropriations  in  terms  of  annual  accrued  expendi¬ 
tures.  It  was  thought  that  this  would  require  changing  the  present 
manner  of  handling  long  lead-time  programs,  such  as  major  procure¬ 
ment  and  construction  contracts,  primarily  in  the  Department  of 
Defense,  and  that  enactment  of  such  a  measure  would  necessarily  be 
better  deferred  until  development  of  a  basic  foundation  and  adequate 
accounting  and  an  ability  to  program  effectively.  In  this  connection, 
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however,  the  subcommittee  will  no  doubt  be  interested  in  the  views 
of  the  General  Accounting  Office  as  expressed  in  their  comment  on 
the  bill  wherein  the  Comptroller  General  states  the  office’s  opinion 
that  the  accrued  expenditure  provision  should  also  be  incorporated  in 
such  legislation.  Inclusion  of  such  an  amendment  would,  apparently, 
also  make  necessary  the  provision  of  general  authority  for  agencies 
to  contract  for  programs  that  require  several  years  to  complete. 

One  or  two  other  recommendations  were  omitted  because  they  were 
considered  to  require  the  development  of  adequate  systems  before  they 
would  have  any  effect. 

Hoover  Commission  recommendation  No.  8  relating  to  limitations 
upon  legislation  committing  the  Government  to  continuing  expendi¬ 
tures  for  special  programs  which  are  not  susceptible  to  the  usual 
budgetary  control  was  omitted  because,  other  than  as  a  hopeful  state¬ 
ment  of  policy,  no  measures  short  of  constitutional  amendment  could 
effectively  bind  future  Congresses  to  such  a  policy. 

Hoover  Commission  recommendation  No.  18  which  would  relieve 
the  General  Accounting  Office  of  the  need  to  approve  claims  on  lapsed 
appropriations,  was  omitted  because  of  the  pendency  of  such  legis¬ 
lation  before  the  Congress. 

Hoover  Commission  recommendation  No.  19  which  would  allow  the 
Comptroller  General  to  relieve  accountable  officers  of  financial  liability 
except  where  losses  result  from  gross  negligence  or  fraud  was  omitted 
because  it  was  felt  that  the  present  provisions  of  Public  Law  365, 
84th  Congress,  considered  and  reported  as  H.  R.  7034  by  this  com¬ 
mittee  last  year,  are  adequate  to  provide  relief  of  the  nature  intended. 

conclusion 

In  view  of  the  need  for  improved  fiscal  performance,  the  savings 
in  the  cost  of  operation  of  the  Government  to  be  realized  through  ef¬ 
ficient  financial  management,  and  the  need  to  put  the  Federal  budget 
on  a  basis  so  that  Congress  can  more  intelligently  make  the  important 
policy  determinations  as  to  the  extent  and  scope  of  Federal  programs, 
I  strongly  urge  that  the  committee  take  favorable  action  on  H.  R. 
9402  at  the  earliest  practicable  date,  after  making  such  amendments 
as  it  deems  necessary  so  that  the  Congress  in  this  session  will  be  able 
to  take  positive  action  in  this  field  of  financial  management,  which  is 
of  such  prime  importance  to  every  citizen. 

Until  steps  such  as  those  included  in  this  bill  are  taken,  the  Con¬ 
gress  will  continue  to  encounter  great  difficulty,  due  to  inadequate 
factual  information,  both  in  attempting  to  properly  analyze  the  budg¬ 
et  itself  and  in  considering  the  appropriation  bills  covering  the  pro¬ 
jected  operations  of  the  many  departments  and  agencies  of  our  Gov¬ 
ernment. 

I  believe  that  favorable  committee  action  upon  this  type  of  legis¬ 
lation  would  be  a  logical  and  necessary  step  to  further  the  objectives  of 
the  Budget  and  Accounting  Procedures  Act  of  1950  which  this  com¬ 
mittee  was  so  instrumental  in  bringing  into  being. 

I  wish  to  thank  and  commend  Chairman  Dawson  and  the  members 
of  this  subcommittee  for  the  interest  and  concern  you  are  showing  in 
the  consideration  of  this  type  of  legislation. 

Chairman  Dawson.  Mr.  Jonas? 
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Mr.  Jonas.  That  is  a  very  fine  statement,  and  I  am  very  glad  to 
have  had  the  opportunity  of  hearing  it.  I  don’t  know,  Mr.  Chair¬ 
man,  whether  I  am  familiar  enough  with  the  bill  and  with  its  ob¬ 
jectives  to  ask  any  pertinent  questions.  .  ,  ,  ..  .  . 

I  would  prefer  to  defer  any  questions  I  might  have  until  a  later 
time  until  I  have  a  chance  to  study  it  a  little  more  in  detail. 

Would  you  elaborate  however  just  a  bit  informally  there  on  what 

is  involved  in  cost-based  budgets  ?  , 

jVfr.  Lipscomb.  Mr.  Jonas,  on  the  cost-based  budget  basis  each 
agency  and  department  would  show  exactly  what  they  have  spent  m  a 
certain  fiscal  year  prior  to  the  presentation  of  their  budget  for  the  next 

^They  would  show  actual  expenses  and  actual  accruals,  that  is  for 
things  that  they  are  preparing  to  buy,  for  the  next  fiscal  year,  so 
when  Congress  looks  at  that  particular  item,  they  can  show  exactly 
what  they  expect  the  cost  to  be.  That  is  in  terms  of  services,  materials, 

UMr!ejoNAs.  The  advantage  would  lie  in  the  fact  that  the  Appro¬ 
priations  Committee  would  have  before  it  and  therefore  Congress 
in  turn  would  have  before  it  the  complete  picture,  not  only  of  appro¬ 
priation  requests  for  the  new  year  but  the  entire  costs  of  the  program  . 

Mr.  Lipscomb.  That  is  right,  and  not  only  future  estimated  costs  but 
also  what  they  did  in  the  past  on  a  specific  subject.  A  few  agencies 
in  Government  at  the  present  time  are  doing  this.  Such  as  the  Atomic 
Energy  Commission,  the  Bureau  of  the  Mint,  and  some  of  the  Govern¬ 
ment  corporations  are  already  doing  this. 

But  that  has  not  been  general  throughout  the  Government. 

Mr.  Chairman,  with  your  permission  I  would  like  to  sit  through¬ 
out,  these  hearings  and  I  will  be  glad  to  answer  any  questions  that  I 


can  at  a  later  time. 

Chairman  Dawson.  We  would  welcome  the  opportunity  to  have  you 
sit  with  us  during  the  time  they  are  testifying  and  ask  some  questions 
which  you  think  are  indicated'  to  enlighten  the  subcommittee  on  the 
matters  before  us. 

Have  you  finished,  Mr.  J onas  ? 

Mr.  Jonas.  Did  you  contemplate  that  Mr.  Lipscomb  remain  here 
in  the  committee  that  he  might  have  the  privilege  of  asking  questions 
too  ?  I  think  that  would  be  a  good  idea. 

Chairman  Dawson.  Certainly. 

Mr.  Lipscomb.  I  also  left  with  the  committee  three  documents  that 
I  mentioned  in  my  statement  to  be  included  in  the  record. 

Chairman  Dawson.  Without  objection  your  request  will  be  granted. 

On  page  5  of  your  statement,  section  2  would  also  create  the  position 
of  comptroller  in  each  agency  and  generally  outline  his  duties.  This 
will  create  how  many  new  positions  in  your  judgment? 

Mr.  Lipscomb.  Mr.  Chairman,  I  can’t  answer  that  question.  I  do 
not  know.  Perhaps  one  of  the  department  officials  that  are  here  can. 
I  believe,  in  reference  to  that  particular  section,  that  the  committee 
will  want  to  do  quite  a  bit  of  research.  I  am  not  at  this  time  com¬ 
pletely  convinced  that  we  want  to  do  it  that  way,  but  I  think  that 
throughout  the  hearings  of  this  committee  you  can  get  adequate  facts 
on  that  particular  subject. 

Chairman  Dawson.  Are  you  of  the  opinion  that  these  comptrollers 
should  be  men  who  have  been  trained  in  public  accounting  ? 
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Mi*.  Lipscomb.  I  believe  they  should  have  a  well-defined  background 
in  accounting  and  also  should  have  some  familiarity  with  government 
accounting. 

It  appears  to  me  that  there  is  a  great  deal  of  difference  between 
industry  accounting  and  government  accounting,  and  I  think  the 
background  should  include  some  governmental  accounting. 

The  bill  specifies  that  the  Bureau  of  the  Budget  should  help  the 
agencies  determine  qualifications  for  these  people  and  also  help  in 
their  selection.  I  believe  that  is  another  item  that  we  should  look 
into  carefully  as  the  bill  progresses.  I  am  convinced  that  we  need 
people  with  good  background,  good  knowledge  of  accounting  and 
also  having  an  interest  in  the  job. 

Chairman  Dawson.  Mr.  Jonas? 

Mr.  Jonas.  Do  you  contemplate  entirely  new  positions?  Most 
agencies,  as  you  have  stated,  have  positions  in  some  specialty  which 
correspond  to  a  comptroller.  Most  of  the  agencies  call  that  official 
the  “fiscal  officer.” 

Mr.  Lipscomb.  That  is  right. 

Mr.  Jonas.  Do  you  contemplate  a  new  position  or  a  reassignment 
or  redefinition  of  duties?  Wouldn’t  it  be  the  fiscal  officer  in  most 
of  these  agencies  who  serves  the  same  capacity  as  the  comptroller  ? 

Mr.  Lipscomb.  Yes;  the  name  I  believe  is  the  unimportant  thing 
at  the  time,  whether  they  are  called  fiscal  officer  or  chief  accountant 
or  comptroller,  that  is  unimportant. 

Mr.  Jonas.  You  don’t  necessarily  contemplate  the  creating  of  a  new 
position  in  each  agency  then  ? 

Mr.  Lipscomb.  I  believe - 

Mr.  J onas.  I  mean  a  new  person. 

Mr.  Lipscomb.  I  believe  under  the  bill  that  perhaps  that  would  be 
the  outcome.  However,  some  agencies  today  have  a  comptroller,  such 
as  the  General  Services  Administration.  But  I  believe  that  this  bill 
indicates  that  he  needs  more  responsibilities  and  more  direct  liaison 
with  the  chief  or  secretary  or  the  head  of  the  agency,  and  also  sets 
out  more  specific  duties  and  requirements  for  that  particular  position. 

Mr.  Jonas.  I  know  from  my  service  on  the  Independent  Offices  Sub¬ 
committee  of  the  Appropriations  Committee  in  the  83d  Congress,  we 
had  44  separate  Government  agencies  that  came  before  our  subcom¬ 
mittee. 

They  ranged  in  importance  from  the  Atomic  Energy  Commission 
we  had  General  Services,  TVA,  Veterans’  Administration,  and  Battle 
Monuments  Commission. 

Every  one  of  those  agencies  had  what  I  would  loosely  call  a  comp¬ 
troller.  They  may  not  call  him  on  their  chart  a  comptroller  but  they 
had  a  fiscal  officer.  I  just  was  wondering  whether  it  is  your  idea  in 
this  bill  that  an  additional  person  should  be  engaged  by  each  of  these 
agencies  in  addition  to  the  redesignation  of  title? 

Mr.  Lipscomb.  If  the  internal  management  and  the  present  per¬ 
formance  of  the  job  as  fiscal  agent  or  whatever  the  title  is,  is  not 
sufficient  to  fulfill  the  objectives  of  this  bill,  I  think  a  new  position 
should  be  created. 

If  the  position  now  exists  and  the  objectives  of  this  bill  can  be 
put  into  effect  under  the  existing  position,  that  would  be  sufficient. 
But  it  is  my  opinion — and  I  don't  mean  to  be  critical  of  all  agencies 
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throughout  Government— that  not  enough  emphasis  has  been  put  on 
adequate  and  informative  accounting  records  m 

the  Government  as  a  whole  has  shown  a  lack  of  initiative  and  interest 
in  such  a  subject,  although  a  great  deal  is  now  being  done  in  this 
respect  and  a  lot  of  people  are  working  hard  in  trying  to  do  it 

Chairman  Dawson.  A  comptroller,  in  order  to  comply  with  the 
requirements  of  this  bill,  ought  to  have  some  knowledge  of  accounting, 

aIMT° LiraoMB.  I  think  that  you  will  find  that  people  in  these  posi- 
tions  throughout  Government  have  a  knowledge  of  the  accounting  m 

thMayle”ttohead  of  the  agency  or  others  have  not  put  enough  em^ 
phasis  upon  or  have  not  shown  enough  interest  m  the  woik  that  the 

m  Chairman  Dawson .  The  thing  that  is  interesting  to  me  is  if  this  is 
going  to  demand  quite  a  few  persons  with  the  type  of  salaries  that  the 
Government  pays  its  employees  and  with  the  demand  for  public  ac¬ 
countants  by  industry,  I  don’t  see  how  we  will  get  capable  men  to  do 

thMr°LipscoMB.  Mr.  Chairman,  that  is  one  of  the  big  troubles  within 
our  Government  today,  that  we  do  not  recognize  the  necessity  lor 
adequate  salaries  for  topnotch  professional  PJ?Ple-  ^  I  canspenk 
from  personal  knowledge  only  in  the  accounting  field,  but  it  is  prac 
ticallv  impossible  for  Government  agencies  to  get  the  type  of  people 
they  need  in  top  professional  accounting  jobs  at  the  salaries  that  w 

can  pav  in  Government.  „  i 

The  accounting  firms  and  private  industry  can  offer  them  much 
more.  And  here  we  have  the  biggest  business  m  the  world  where 
finances  are  vitally  important,  and  yet  we  can  t  pay  enough  to  &e 

^And  then  Congress  is  asked  to  evaluate  the  records  that  came  up 
and  appropriate  for  the  next  year,  and  the  budget  justifications  are 
just  insufficient  for  us  to  do  the  job  that  our  people  sent  us  here  to  do 
'  Until  we  recognize  that  we  must  take  a  look  at  these  piofessional 
salaries  in  all  fields— engineering,  accounting,  doctors,  and  the  rest— 
we  are  going  to  continue  to  get  less  efficient  people  than  we  really 

neChirman  Dawson.  Are  you  of  the  opinion  that  if  your  system  is 
put  into  effect,  the  savings  that  will  be  made  under  it  will  justify  the 
employment  of  topnotch  men  at  good  salaries  ?  , 

Mr.  Lipscomb.  Yes,  sir,  that  has  been  said  and  there  has  been  a  figure 
used  It  was  used  by  the  Hoover  Commission  T ask  F orce — it  has  been 
estimated  by  the  task  force  that  if  these  recommendations  were  put 
into  effect  we  could  realize  savings  of  approximately  billion  an¬ 
nually.  It  is  a  figure  that  you  can’t  put  your  finger  on. 

Chairman  Dawson.  Four  billion?  ,  c 

Mr.  Lipscomb.  Four  billion.  It  is  a  figure  you  can  t.  put  your  finger 
on  and  nobody  can  analyze  it  because  it  is  m  a  field  where  you  can  t 
put  it  right  down  on  paper.  But  I  am  convinced  that  good  account¬ 
ing  procedures  and  good  information  resulting  from  such  procedures 
would  produce  great  savings  to  the  people,  more  than  we  will  spend 
in  putting  any  such  program  into  effect. 

Chairman  Dawson.  Mr.  Henderson? 
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Mr.  Henderson.  I  take  it  from  what  you  say  then  that  you  don’t 
have  any  specific  information  to  support  the  $4  billion  figure? 

Mr.  Lipscomb.  No,  sir;  I  don’t  believe  anyone  can  adequately  to 
your  satisfaction  justify  the  $4  billion  figure.  As  I  said,  it  is  one  of 
those  things  that  is  intangible.  But  I  believe  that  without  exception 
people  recognize  and  will  state  that  this  particular  type  of  legislation 
will  result  in  a  great  saving  to  the  Government. 

Mr.  Henderson.  If  the  new  procedure  which  you  suggest  is  in¬ 
stalled,  will  it  change  the  present  method  of  appropriation  on  the  basis 
of  obligational  authority? 

Mr.  Lipscomb.  Yes ;  it  could  well  lead  to  that  eventually. 

Mr.  Henderson.  Would  you  suggest  why  that  present  system  has 
continued  so  long  in  the  Government? 

Mr.  Lipscomb.  I  can’t  tell  you  why  that  has  remained  so  long. 

Mr.  Henderson.  As  over  against  a  cost-based  system  ? 

Mr.  Lipscomb.  In  some  parts  of  Government,  in  the  smaller  agen- 
i|  cies  there  would  be  work  in  the  field  of  services  and  supply.  They  are 
very  close  to  a  cost  basis  now  because  it  is  in  the  field  where  they  have 
long  lead  time  contracts  or  other  programs  that  cost-based  systems 
have  been  made  practical. 

I  think  there  has  been  a  great  reluctance  on  the  part  of  some  agencies 
to  change  because  they  are  satisfied  with  what  they  are  doing  and 
have  not  kept  up  with  adequate  and  modern  accounting  principles. 

And  then  again  I  think  Congress  is  partly  to  blame  or  at  fault  for 
not  looking  at  this  problem  more  objectively.  Again,  things  have 
been  going  along  all  right  and  therefore  we  have  not  been  willing  to 
recognize  that  we  are  behind  in  our  ways.  That  is  probably  why  it 
has  not  been  put  into  effect.  As  I  understand  it,  there  was  a  move  to 
go  into  a  performance  or  program  budget,  but  we  were  not  ready  for 
it  at  that  time  and  therefore  that  came  in  for  a  lot  of  criticism. 

We  have  to  do  the  groundwork  and  spadework  first  before  we  get 
thoroughly  into  the  program  and  performance  budgeting. 

Chairman  Dawson.  Mr.  Pincus? 

Mr.  Pincus.  I  have  one  or  two  questions  on  the  bill  for  clarification. 
In  section  1  (a)  there  is  a  provision  about  certain  types  of  reports 
that  carry  out  one  of  the  recommendations  of  the  Hoover  Commission, 
-I  and  I  think  it  is  a  provision  that  is  common  to  several  of  the  bills 
before  the  committee,  Mr.  Chairman. 

My  question  was  whether  Mr.  Lipscomb  could  tell  us  a  little  more 
about  what  kind  of  reports  are  contemplated  in  this  section  1  (a)  and 
wherein  they  would  differ  from  the  budget  as  it  is  now  sent  or  any 
information  that  the  Budget  Bureau  now  furnishes. 

Would  that  be  a  requirement  that  there  be  an  annual  report  or 
would  there — — 

Mr.  Lipscomb.  There  are  really  two  reports. 

Section  5  of  the  bill  also  provides  for  a  report  that  the  Comptroller 
General  and  the  Bureau  of  the  Budget  would  make  about  duplicate 
accounts  and  the  adequacy  of  internal  auditing. 

The  other  report  provided  for  in  section  1  (a)  would  be  the  duty 
of  the  Director  of  the  Bureau  of  the  Budget — 

To  prepare  comprehensive  reports  other  than  purely  fiscal  reports  showing  the 
financial  results  of  the  activities  of  the  departments  and  establishments. 
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It  is  my  belief  that  this  is  being  done  in  some  fashion  at  the  present 
time,  but  the  reports  are  not  informative  enough  and  therefore  this 
is  a  congressional  mandate.  This  shows  a  congressional  intent  that 
these  reports  should  be  more  comprehensive  and  more  informative, 
showing  the  effectiveness  and  efficiency  of  the  management  of  the 
division  or  agency  and  also  showing  their  operation  costs  and  expendi¬ 
tures.  In  other  words,  this  is  making  it  a  more  comprehensive  report. 

Mr.  Pincus.  This  would  also  be  an  amplification  of  the  annual 
budget  but  not  necessarily  submitted  at  the  same  time  as  the  budget. 

Mr.  Lipscomb.  These  reports  would  be  prepared  from  reports  to 
the  Director  of  the  Bureau  of  the  Budget  in  preparation  of  the  budget 
that  he  sends  up  to  the  Congress. 

Mr.  Pincus.  I  am  referring  to  line  11  on  page  1 : 

Such  reports  shall  be  prepared  on  fiscal-year  basis  or  at  such  shorter  intervals 
as  the  director  may  deem  practicable  and  shall  be  transmitted  to  the  President 
and  to  the  Congress. 

Mr.  Lipscomb.  Well,  in  my  opinion,  Mr.  Pincus  these  reports  are 
just  more  comprehensive  reports  than  those  that  come  to  the  Congress 
on  the  operations  of  the  agency  and  the  divisions.  They  differ  from 
the  Comptroller  General’s  report  inasmuch  as  the  Comptroller  Gen¬ 
eral’s  report  is  a  history  of  the  audit  of  particular  agencies. 

These  are  prior  to  that  and  would  contain  information  as  to  what 
the  agencies  are  doing  and  how  their  financial  management  is. 

Mr.  Jonas.  May  I  ask  a  question  right  there? 

Mr.  Pincus.  Yes. 

Mr.  Jonas.  Have  you  examined  any  substantial  number  of  justifica¬ 
tions,  formal  justifications,  written  justifications,  prepared  for  use 
before  the  Appropriations  Subcommittee  by  the  various  agencies? 

Mr.  Lipscomb.  No,  sir;  I  have  not  examined  the  justifications.  I 
have  read  a  great  many  of  the  hearings. 

Mr.  Jonas.  Each  agency  in  its  hearing  before  the  appropriate  sub¬ 
committee  furnishes  in  detail  what  the  committee  calls  a  justification 
for  the  appropriation  requested. 

Mr.  Lipscomb.  That  is  right. 

Mr.  Jonas.  I  just  wonder  if  an  examination  of  those  justifications 
would  disclose  the  need  for  additional  information  in  these  compre¬ 
hensive  reports.  I  am  inclined  to  believe  that  in  many  cases  those 
justifications  do  contain  all  the  information  you  contemplate. 

Mr.  Lipscomb.  Mr.  Jonas,  I  can  only  go  a  little  further  than  that 
and  talk  about  the  Comptroller  General’s  audit  reports  that  he  sub¬ 
mits  to  Congress.  With  few  exceptions  the  Comptroller  General  has 
to  say  in  his  audit  reports  that  he  cannot  certify  the  figures  contained 
in  audit  reports  submitted  to  Congress  because  of  the  insufficient  ac¬ 
counting  records  that  are  available  to  them. 

Now  if  the  Comptroller  General  who  is  an  expert,  and  has  expert 
auditors  on  his  staff,  cannot  follow  through  and  justify  the  figures  that 
are  submitted,  I  don’t  see  how  it  is  possible  for  a  justification  to  be 
made  for  all  of  the  figures  that  come  up  to  Congress  for  the  budget. 

The  whole  background  and  purpose  of  this  bill,  in  my  opinion,  is  to 
get  adequate  and  true  accounting  records  so  that  the  figures  that  come 
to  Congress  in  the  justifications  are  correct  and  informative. 

I  am  not  aware  of  how  deeply  the  Appropriations  Committee  goes 
into  the  justifications  and  how  far  back  into  the  record  they  go  to  prove 
out  the  justification. 
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Sitting  on  the  Military  Operations  Subcommittee  of  this  commit¬ 
tee,  I  have  seen  cases  where  justifications  have  not  been  gone  into 
thoroughly,  and  money  has  been  appropriated  year  after  year  for  an 
item,  in  one  case,  that  one  of  the  military  departments  did  not  even 
peed  or  did  not  use.  Hut  they  were  able  to  justify  that  year  after  year 
just  by  bringing  the  figure  to  Congress.  In  that  respect  I  am  talking 
about  a  report  on  procurement  of  Army  overcoats  where  they  justified 
over  a  hundred  million  dollars  worth  of  overcoats  for  4  different  years 
that  they  did  not  need. 

And  that  is  the  kind  of  a  thing  that  I  think  that  this  type  of  bill  will 
straighten  out. 

There  has  been  a  lot  of  work  done  in  the  agencies  on  creating  mone¬ 
tary  property  accounts  and  inventory  records,  but  this  bill  will  tell 
the  executive  branch  of  Government  that  Congress  wants  better  figures 
sent  up  to  the  Hill  and  better  justifications.  - 
Chairman  Dawson.  Do  you  have  any  other  questions  ? 

Mr.  Jonas.  No. 

Chairman  Dawson.  Thank  you  very  much,  Mr.  Lipscomb.  We 
would  appreciate  it  if  you  sit  with  us. 

Mi1.  Lipscomb.  It  will  be  a  privilege,  Mr.  Chairman  and  thank  you 
for  all  your  time,  sir. 

Chairman  Dawson.  We  will  now  hear  from  Mr.  Brasfield,  Assist¬ 
ant  to  the  Comptroller  General,  accompanied  by  Mr.  John  Moore,  the 
General  Counsel  for  the  General  Accounting  Office. 

STATEMENT  OF  KARNEY  A.  BRASFIELD,  ASSISTANT  TO  THE 
COMPTROLLER  GENERAL;  ACCOMPANIED  BY  JOHN  MOORE, 
ATTORNEY,  OFFICE  OF  THE  GENERAL  COUNSEL,  GENERAL 
ACCOUNTING  OFFICE 

Mr.  Brasfield.  Mr.  Chairman,  we  have  a  statement  which  I  would 
be  glad  to  pursue  if  that  meets  with  your  pleasure  ? 

Chairman  Dawson.  Identify  yourself  first. 

Mr.  Brasfield.  I  am  Karney  A.  Brasfield,  Assistant  to  the  Comp¬ 
troller  General  and  I  have  with  me  Mr.  John  Moore,  Attorney  of  the 
Office  of  the  General  Counsel. 

We  appreciate  the  opportunity  to  appear  before  you  to  discuss  H.  R. 
9402,  H.  R.  7209,  H.  R.  7338,  and  H.  R.  8326,  which  are  designed  to 
implement  certain  of  the  recommendations  contained  in  the  Budget 
and  Accounting  Report  of  the  Hoover  Commission.  We  will  deal 
first  with  H.  R.  9402  which  is  the  broadest  of  the  three  bills. 

We  regard  H.  R.  9402  as  basic  legislation  designed  primarily  to  set 
forth  general  policies  and  objectives.  Most  of  these  policies  and  objec¬ 
tives  would  be  put  into  practice  under  rules  and  procedures  to  be  de¬ 
veloped  by  the  Bureau  of  the  Budget,  and,  in  some  cases,  by  the 
Comptroller  General. 

In  other  words,  the  bill  would  prescribe  no  hard  and  fast  proce¬ 
dures  and  the  practical  aspects  would  have  to  be  worked  out  in  col¬ 
laboration  with  the  agencies. 

Moreover,  there  must  necessarily  be  an  evolutionary  approach  to 
the  attainment  of  the  objectives  contemplated  by  the  bill  because  not 
all  agencies  now  have  the  necessary  tools  in  the  form  of  systems  of 
programing,  budgeting,  and  accounting. 
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It  is  believed,  however,  that  a  statement  of  objectives  of  the  char¬ 
acter  contained  in  the  bill  would  do  much  to  hasten  the  development 
of  such  working  tools. 

Mr.  Chairman,  I  now  go  into  a  discussion  of  the  specific  provisions 
and  if  you  care  to  interrupt  anywhere  along  the  line,  I  will  be  most 
happy  to  have  you  do  so. 

Section  1  (a)  relates  to  comprehensive  reports  other  than  purely 
fiscal  reports  to  be  prepared  by  the  Director,  Bureau  of  the  Budget. 

Inasmuch  as  this  section  pertains  to  the  operations  of  the  Bureau 
of  the  Budget  in  the  discharge  of  its  own  responsibilities,  we  believe 
this  is  a  matter  which  can  best  be  determined  by  the  Bureau  and  the 
Congress 

We  suggest  the  desirability,  however,  that  such  information  be 
obtained  through  the  regular  budgetary  processes  and  be  included  m 
the  President’s  annual  budget. 

Section  1  (b)  :  This  section  would  amend  section  21 G  of  the  Budget 
and  Accounting  Act,  1921.  If  cost-based  budgets  were  used  for  man¬ 
agement  purposes  in  making  fund  allocations  within  the  departments 
and  establishments  as  proposed  by  section  216  (a),  the  information 
submitted  for  budgetary  purposes  would  be  substantially  more  mean¬ 
ingful.  We  endorse  this  proposal  and  will  develop  our  discussion  of  it 

more  fully  in  our  comments  on  section  216  (c)  . 

As  to  the  proposed  section  216  (b),  we  believe  the  President  should 
be  kept  informed,  in  a  timely  manner,  of  significant  factors  relating 
to  the  operating  agencies  of  the  executive  branch. 

However,  the  annual  consideration  of  the  budget  would  seem  to  be 
the  appropriate  vehicle  for  this  purpose  and  we  doubt  the  need  for  a 
separate  report.  We  believe  that  the  major  program  or  bureau  level 
is  ordinarily  the  most  meaningful  basis  for  reporting  purposes. 

Proposed  sections  216  (c)  and  ( d ) ,  if  effectively  carried  out,  would 
offer  an  excellent  opportunity  for  improvement  in  the  financial  man¬ 
agement  of  executive  agencies. 

Briefly,  the  more  important  advantages  from  the  use  of  cost  data 
in  budgeting  are : 

1.  Cost  data  (based  on  man-days  worked,  materials  used,  etc.)  can 
be  directly  related  to  work  accomplished  in  prior  periods  and  offers 
a  basis  for  comparison  with  proposed  plans. 

2.  x\  proposed  work  plan  (budget)  stated  in  terms  of  costs  (resources 
to  be  consumed)  can  be  realistically  evaluated  against  new  money 
requirements  by  taking  into  consideration  inventories  and  other  re¬ 
sources  on  order  and  on  hand  at  the  beginning  and  those  resources  to 
be  carried  over  for  use  in  subsequent  periods. 

3.  Cost  data  can  be  related  to  the  responsibilities  of  each  segment 
of  the  organization  and  its  accomplishments. 

4.  Cost  budgeting  permits  maximum  opportunity  for  exercise  of 
management  initiative  and  precludes  need  for  rigid  fund  control  (on 
a  detailed  basis)  with  its  deadening  influence. 

In  using  the  term  “cost-based  budgets”  we  understand  it  to  have 
equal  application  to  capital  acquisitions  and  construction  as  it  does 
to  day-to-day  operations. 

For  example,  a  cost-based  budget  for  a  procurement  activity  would 
relate  to  the  cost  of  the  items  being  procured  or  the  cost  of  producing 
an  article  or  a  service.  Cost  budgeting  need  not  be  restricted  to  con¬ 
sumption  operations. 
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However,  in  considering  consumption  operations,  there  is  obviously 
a  limit  to  which  the  concept  can  be  carried  and  still  have  a  practical 
value. 

For  example,  careful  consideration  would  need  to  be  given  to  the 
extent  which  the  inclusion  of  depreciation  as  a  cost  would  serve  a  useful 
purpose  in  the  presentation  of  budgets  to  the  Congress.  1  his  is  par¬ 
ticularly  true  with  respect  to  the  activities  of  the  Department  of 
Defense.  The  value  and  utility  of  cost-based  budgets  are  certainly  not 
dependent  upon  the  application  of  depreciation  concepts  to  military 

hardware.  . 

The  primary  advantage  of  budgeting  on  a  cost  basis  to  both  man¬ 
agement  and  the  Congress  is  that  total  resources  to  be  used  (on  hand, 
on  order,  and  to  be  procured)  are  reviewed  rather  than  limiting  the 
budget  review  processes  to  new  money  in  the  form  of  an  appropria¬ 
tion  request. 

In  terms  of  numbers  of  activities  or  appropriations,  there  is  a  rela¬ 
tively  close  relationship  between  obligations,  expenditures,  and  costs 
in  those  many  operations  primarily  concerned  with  personal  services. 

On  the  other  hand,  dollarwise,  the  greatest  significance  attaches  to 
those  appropriations  relatively  few  in  number  but  which  provide  for 
operations  involving  vast  quantities  of  materials  and  physical  assets. 

Major  procurement,  construction,  and  research  and  development 
ordinarily  fall  in  the  latter  category  and  it  is  in  these  areas  that,  budget¬ 
ing  on  a  cost  basis  would  produce  major  savings,  although  its  adoption 
would  improve  financial  management  in  many  other  areas  to  a  lesser 
degree. 

It  should  be  noted  that  agency  budgets  can  be  formulated  and  ad¬ 
ministered  on  a  cost  basis  under  present  practices  of  stating  appro¬ 
priation  authorizations  on  an  obligation  basis  and  this  is  currently 
being  done  in  some  cases.  The  cost  presentation  is  confined  to  the 
justification  material  in  the  greater  number  of  such  instances. 

However,  the  impetus  to  furnish  cost  data  to  the  Congress  would 
be  greatly  enhanced  by  teaming  up  the  cost -based  budget  with  the 
proposal  for  stating  appropriations  on  an  accrued  expenditure  basis 
as  proposed  in  recommendation  No.  7  of  the  Hoover  Commission  Re¬ 
port  on  Budget  and  Accounting.  This  would  provide  the  best  oppor¬ 
tunity  for  improved  correlation  of  programing,  budgeting,  and  ac¬ 
counting.  We  strongly  recomemnd  the  inclusion  in  this  bill  of  further 
amendments  to  provide  for  stating  appropriations  on  an  accrued 
expenditure  basis. 

The  best  basic  approach  to  a  review  of  the  budget  is  one  which  pro¬ 
vides  for  (1)  consideration  of  a  proposed  work  plan  or  program  to  be 
accomplished,  (2)  consideration  of  accomplishments  in  preceding 
periods,  and  (3)  costs  for  both  in  terms  of  total  resources  consumed. 

With  this  point  of  departure  the  budget  can  then  be  assessed  in  terms 
of  ( a )  costs  to  be  incurred,  (b)  resources  already  available  in  terms 
of  inventories,  and  so  forth,  plus  carried  over  funds,  and  (c)  new 
money  or  authority  needed.  The  essential  difference  in  this  approach, 
which  ties  in  with  the  recommendations  for  cost  budgets  and  accrued 
expenditure  appropriations,  as  contrasted  with  present  practices  based 
on  appropriations  stated  in  terms  of  obligation  authority,  is  the  de¬ 
gree  of  emphasis  which  the  latter  places  on  new  money  rather  than 
on  total  resources  to  be  consumed  and  the  extent  of  resources  already 
available. 
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In  other  words,  it  is  a  question  of  degree. 

The  advantages  of  placing  appropriations  on  an  accrued  expendi¬ 
ture  basis  are  both  tangible  and  intangible.  The  annual  budget  sur¬ 
plus  or  deficit  is  determined  on  the  basis  of  expenditures,  not  grants 
of  obligational  authority. 

Establishment  of  a  direct  correlation  between  annual  appropria¬ 
tions  and  expenditures  vests  in  the  Congress  a  much  greater  oppor¬ 
tunity  to  control  the  level  of  operations  during  a  particular  budget 
year. 

This  would  mean  the  elimination  of  the  vast  carryover  balances  now 
available  for  expenditure  at  the  discretion  of  the  executive  agencies. 

The  present  situation  concerning  available  balances  stems  from  the 
fact  that  congressional  control  through  appropriation  authorizations 
and  Budget  Bureau  control  through  apportionments  are  both  stated 
in  terms  of  authority  to  obligate  rather  than  budgeted  work  plans  for 
the  cost  of  goods  and  services  estimated  to  be  received. 

It  is  inherent  in  the  recommendations  under  discussion  that  con¬ 
gressional  authority  be  granted  for  the  advance  planning  which  neces¬ 
sarily  precedes  the  phase  of  operations  covered  in  an  annual  accrued 
expenditure  budget.  In  the  past,  this  authority  has  been  termed 
“contract  authorizations”  but  it  is  a  significant  fact  that  heretofore 
both  contract  authorizations  and  subsequent  appropriations  were 
stated  in  terms  of  obligational  authority  whereas  under  the  recom¬ 
mendations  herein  being  considered  only  the  initial  authorization 
would  be  stated  in  terms  of  the  broad  and  difficult-to-apply  concept 
of  obligations  whereas  annual  authority  could  be  stated  much  more 
definitely  in  terms  of  accrued  expenditures  because  of  the  time  factor. 

It  is  essential  that  the  initial  authority  which  may  cover  a  forward 
period,  sometimes  as  great  as  5  years  or  more,  be  in  the  most  flexible 
terms  and  requests  for  such  authority  obviously  cannot  be  supported 
with  detailed  plans. 

On  the  other  hand,  as  these  plans  take  shape  in  succeeding  years 
much  more  precise  planning  and  authorizations  are  practical  when 
stated  in  terms  of  accrued  expenditures.  Thus,  the  current  recom¬ 
mendations  are  not,  nor  need  not  be,  viewed  as  a  return  to  prior  prac¬ 
tices  during  the  period  when  contract  authorizations  were  prevalent 
and  significant  weaknesses  were  apparent. 

Section  1  (c)  :  The  proposed  section  218  of  the  Budget  and  Account¬ 
ing  Act,  1921,  pertains  to  the  operations  of  the  Bureau  of  the  Budget 
in  the  discharge  of  its  own  responsibilities  and  primarily  involves 
management  decisions  affecting  that  Bureau. 

We  believe  these  are  matters  which  can  best  be  determined  by  the 
Bureau  and  the  Congress  and,  accordingly,  we  offer  no  specific  views 
in  the  matter. 

Section  2(a):  Our  comments  above  on  the  proposed  sections  216  (c) 
and  (d)  are  equally  applicable  to  this  section  2  (a).  We  therefore 
endorse  the  objective  to  obtain  consistency  in  organizational  structure, 
budget  classifications,  and  accounting  systems  within  each  executive 
agency. 

Section  2  (b)  :  We  endorse  this  amendment  to  section  113  of  the 
Budget  and  Accounting  Procedures  Act  of  1950.  The  maintenance  of 
accounts  on  an  accrual  basis  is  one  facet  which  is  essential  to  the 
accomplishment  of  the  objectives  set  forth  in  other  sections  of  the  bill. 

Experience  under  the  joint  accounting  improvement  program 
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clearly  indicates  that  the  accrual  basis,  when  applied  to  significant 
items,  is  a  major  factor  in  providing  better  control  over  resources  and 
liabilities  and  is  an  essential  element  in  obtaining  adequate  cost  data. 

Our  statement  of  accounting  principles,  that  is  the  statement  of 
accounting  principles  prescribed  by  the  Comptroller  General  under 
the  Budget  and  Accounting  Act  of  1950,  provides  for  the  appropriate 
use  of  the  accrual  basis. 

We  also  believe  that  adequate  monetary  property  accounting  rec¬ 
ords,  as  an  integral  part  of  accounting  systems,  are  essential  to  several 
other  proposed  amendments  such  as  accrual  accounting,  cost  budget¬ 
ing,  and  so  forth,  as  well  as  the  specific  advantages  to  management 
which  will  result  from  adequate  financial  accounting  for  property. 

Section  2  (c)  :  The  proposed  section  120  of  the  Budget  and  Account¬ 
ing  Procedures  Act  of  1950  would  establish  a  Staff  Office  of  Account¬ 
ing  in  the  Bureau  of  the  Budget.  The  objective  of  this  recommen¬ 
dation,  as  we  understand  it,  is  to  afford  a  means  by  which  the 
executive  branch  can  more  effectively  meet  its  responsibilities  to 
stimulate  improvements  in  accounting. 

The  recommendation  recognizes  a  need  for  continuing  joint  action 
of  the  executive  and  legislative  branches  as  now  provided  for  under 
the  joint  program  for  improving  accounting  in  the  Federal  Govern¬ 
ment. 

The  Budget  and  Accounting  Procedures  Act  of  1950  sponsored  by 
this  committee  recognized  the  coordinate  responsibilities  of  agency 
management,  the  Secretary  of  the  Treasury,  the  Director  of  the  Bu¬ 
reau  of  the  Budget,  and  the  Comptroller  General,  for  making  contin¬ 
uing  improvements  in  the  financial  management  of  Federal  Govern¬ 
ment  activities. 

The  General  Accounting  Office  does  not  understand  that  Recom¬ 
mendation  No.  10  of  the  Hoover  Commission  report,,  which  this 
section  of  the  bill  implements,  was  intended  in  any  way  to  impinge 
upon  the  respective  responsibilities  assigned  by  the  Budget  and  Ac¬ 
counting  Procedures  Act  of  1950  or  to  lessen  the  effectiveness,  of  the 
cooperative  systems  work  of  the  General  Accounting  Office  with  the 
executive  agencies.  The  Commission  stated  in  connection  with  this 
recommendation : 

The  above  recommendation  does  not  intend  in  any  way  to  criticize  the  activities 
of  the  Comptroller  General  in  connection  with  the  joint  accounting  improvement 
program.  The  accomplishments  of  this  program  which  are  largely  attributable 
to  General  Accounting  Office  have  been  noteworthy,  and  cooperation  between 
the  General  Accounting  Office  and  the  executive  agencies  must  of  course  be 
continued. 

In  dealing  more  specifically  with  the  Comptroller  General’s  re¬ 
sponsibility  for  prescribing  accounting  principles  and  standards,  the 
Commission  had  this  to  say  on  page  58 : 

The  Comptroller  General’s  responsibility  for  prescribing  the  principles,  stand¬ 
ards,  and  related  requirements  for  accounting  to  be  observed  by  each  executive 
agency  has  resulted  in  his  issuing  a  statement  of  accounting  principles  and 
standards  for  guidance  of  the  agencies. 

These  principles  and  standards  which  were  developed  in  consultation  with 
the  executive  branch  have  been  set  broadly,  are  sound,  and  permit  flexibility 
in  their  application.  They  have  been  helpful  and  in  our  opinion  are  in  complete 
harmony  with  the  proper  objectives  of  accounting  improvement  in  the  executive 

branch.  .  .  ..  ...... 

The  Comptroller  General  is  not  charged  with  any  administrative  responsibility 
to  insure  the  adoption  of  prescribed  systems  and  standards,  but  he  is  charged 
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bv  law  with  reviewing  the  systems  and  reporting  upon  them  to  the  Congress. 
'  During  recent  years  the  Comptroller  General  has  cooperated  with  the  Treasury 
and  the  Bureau  ‘of  the  Budget  in  the  joint  program  for  improving  accounting. 

The  Comptroller  General  has  been,  particularly  through  the  General  Account¬ 
ing  Office’s  Accounting  Systems  Division,  an  inspiring  and  constructive  influence 
in  developing  consciousness  of  the  need  for  accounting  reforms  in  the  executive 
agencies.  This  Division  has  assisted  commendably  in  devising  and  installing 

improved  systems  and  procedures. 

Yet  excellent  as  this  performance  has  been,  it  is  only  a  partial  substitute 
for  the  motivating  forces  required  within  the  executive  agencies  themselves. 


We  agree  that  added  emphasis  within  the  executive  branch  on  get¬ 
ting  the  job  done  governmentwide  could  be  very  helpful  in  expediting 
progress  if  appropriately  carried  out.  We  do  not  believe,  liowevei, 
that  specific  legislation  is  required  in  order  for  the  Bureau  of  the 
Budget  to  undertake  action  of  the  character  provided  for  m  the 


legislation.  „  .,.  - 

Moreover,  we  question  the  desirability  of  specifically  providing  tor 
an  organizational  unit  and  for  the  position  of  assistant  director  foi 
accounting  by  statute.  It  is  our  observation  that  such  statutes  aie 
likely  to  become  outmoded  when  organizational  provisions  are  included 

therein.  _  ,  . 

The  new  section  121  of  the  Budget  and  Accounting  Procedures  Act 
of  1950  also  proposed  by  section  2  (c)  of  the  bill,  would  provide  for 
the  appointment  of  a  comptroller  in  each  executive  agency.  M  e  en¬ 
dorse  the  emphasis  placed  on  the  financial  management  function  m 
each  executive  agency  which  is  the  apparent  objective  of  the  proposed 

SBction  121 

However,  because  of  the  wide  divergence  in  size,  functions,  and 
existing  organizational  patterns  in  the  many  executive  agencies,  it  is 
doubted  that  any  single  pattern  of  organization  will  fit  all  agencies. 

Section  3 :  Tlie  simplification  of  the  allotment  system  for  allocat¬ 
ing  funds  is  sound  and  most  desirable.  The  existing  unwarranted 
subdivision  of  funds  is  one  of  the  greatest  deterrents  to  improved 
financial  management. 

We  believe  that  administrators  may  be  willing  to  forego  the  type 
of  control  associated  with  many  present  allotment  systems  when  ac¬ 
counting  systems  have  been  installed  to  provide  costs  as  a  basis  of 
operating  control.  Better  programing  tied  in  with  improved  account¬ 
ing  through  the  development  of  budgets  based  on  costs,  as  proposed  by 
this  bill,  should  serve  to  answer  this  problem. 

Section  4:  This  section  would  require  each  executive  agency  to 
maintain  a  single  account  under  each  appropriation  title  of  that  title 
or  fund. 

We  endorse  the  objective  of  this  proposal  but  feel  that  it  should 
be  adopted  for  only  those  appropriations  or  funds  which  are  stated  on 
an  accrued  expenditure  basis.  We  strongly  favor  the  use  of  two  ac¬ 
counts  where  such  accounts  are  not  stated  on  an  accrued  expenditure 
basis. 

Section  5:  This  section  would  provide  for  a  joint  study  by  the  Bu¬ 
reau  of  the  Budget  and  the  General  Accounting  Office  relating  to 
accounting  and  internal  auditing. 

Much  has  been  accomplished  in  these  areas  in  the  past  by  the  Gen¬ 
eral  Accounting  Office  both  on  its  own  and  under  the  joint  accounting 
improvement  program  with  the  Bureau  of  the  Budget  and  the  Secre¬ 
tary  of  the  Treasury. 
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This  work  is  carried  on  as  a  regular  part  of  our  comprehensive  audit 
program  and  in  the  discharge  of  our  accounting  systems  responsi¬ 
bilities. 

We  expect  to  continue  these  studies  and  investigations.  The  results 
of  these  efforts  are  made  available  to  the  Congress  through  our  regu¬ 
lar  reporting  processes,  but  we  would  be  pleased  to  cooperate  with  the 
Congress  in  any  special  effort  having  as  its  objective  the  improvement 
of  accounting  and  internal  auditing. 

H.  R.  7209  and  H.  R.  7338  are  identical  bills  designed  to  implement 
recommendations  Nos.  10,  11,  and  12  of  the  Budget  and  Accounting 
Report  of  the  Hoover  Commission. 

The  objectives  and  most  of  the  provisions  are  identical  with  sec¬ 
tions  120  and  121  of  H.  R.  9402  which  were  covered  in  our  discussion 
of  that  bill. 

H.  R.  7209  and  H.  R.  7338  would  provide  for  the  Assistant  Director 
for  Accounting  to  be  appointed  by  the  President,  by  and  with  the 
advice  and  consent  of  the  Senate. 

These  two  bills  also  would  provide  by  statute  the  compensation 
of  the  comptroller  to  be  appointed  by  the  head  of  each  executive 
agency. 

As  stated  before,  although  we  agree  with  the  objectives  sought, 
we  doubt  the  desirability  of  this  legislation  for  the  reasons  cited 
earlier. 

H.  R.  8236  is  similar  in  its  objectives  to  the  amendment  to  section 
213  of  the  Budget  and  Accounting  Act,  1921,  proposed  in  section  1  (a) 
of  H.  R.  9402.  It  would  provide  for  submission  by  the  Director  of  the 
Bureau  of  the  Budget  to  the  Congress  of  annual  reports  with  respect 
to  the  financial  results  of  the  activities  of  all  branches  of  the  Govern¬ 
ment  and  of  each  executive  agency  thereof,  including  the  costs  of  such 
operations  and  activities,  the  assets  and  liabilities  of  each  agency,  the 
extent  of  its  contingent  liabilities,  if  any,  and  other  pertinent  data 
and  information. 

Since  this  bill  pert  ains  to  the  operations  of  the  Bureau  of  the  Budget 
in  the  discharge  of  its  own  responsibilities,  we  believe  this  is  a  matter 
which  can  best  be  determined  by  the  Bureau  and  the  Congress. 

We  suggest  the  desirability,  however,  as  indicated  in  our  comments 
on  section  1  (a)  of  H.  R.  9402,  that  such  information  be  obtained 
through  the  regular  budgetary  processes  and  be  included  in  the  Presi¬ 
dent’s  annual  budget  rather  than  through  the  medium  of  a  separate 
report. 

Chairman  Dawson.  Mr.  Jonas  ? 

Mr.  Jonas.  Mr.  Chairman,  as  I  heard  Mr.  Brasfield  read  this  state¬ 
ment  and  as  I  read  it,  I  formed  the  impression  that  a  good  part  of  these 
recommendations  you  agree  with. 

Mr.  Brasfield.  That  is  right,  sir. 

Mr.  Jonas.  With  respect  to  some  of  the  details  you  are  not  in  agree¬ 
ment,  you  don't  think  they  are  necessary  or  even  proper. 

Mr.  Brasfield.  Desirable  I  would  say. 

Mr.  Jonas.  And  on  other  recommendations  you  don’t  make  any  com¬ 
ment  because  you  think  that  they  are  matters  that  should  best  be  de¬ 
termined  by  the  Bureau  of  the  Budget  and  the  Congress. 

Mr.  Brasfield.  That  is  right,  sir. 
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Mr.  Jonas.  Could  you  pinpoint  your  own  opinions  without  requir¬ 
ing  the  reading  of  these  11  pages  again  and  say  which  sections  do  you 

generally  approve  ? 

Mr.  Brasfield.  Let  me  try  it  this  way. 

Mr.  Jonas.  If  you  could  summarize  what  you  said. 

Mr.  Brasfield.  The  essential  elements  in  this  bill  that  we  be  lie  \  6 
are  appropriate  for  legislation  are  cost-based  budgets,  accrual  account¬ 
ing,  property  accounting,  the  consistency  between  classifications  tor 
programming,  budgeting,  accounting  and  reporting,  and  the  syn¬ 
chronization  of  budget  and  organization  and  the  simplification  of  the 
allotment  or  fund  control  processes.  Those  are  all  basic  accounting 
and  financial  management  provisions.  There  is  another  element  that 
we  believe  would  make  financial  practices  much  more  effective  and 
that  is  appropriations  on  an  accrued  expenditure  basis.  However,  I 
would  like  to  add  to  that.  In  our  viewpoint  the  appropriate  way  to 
pursue  this  objective  would  be  to  authorize  it  at  this  point  leaving 
it  up  to  the  President  to  implement  it  and  with  that  goes  the  thought 
that  its  implementation  would  be  a  cooperative  effort  with  the  Appro¬ 
priations  Committee. 

In  other  words  we  recognize  that  no  substantial  changes  would  be 
made  in  current  budget  practices  except  in  complete  harmony  with 
the  Appropriations  Committees.  . 

Mr.  Jonas.  Would  you  further  comment  on  section  121  ?  lhat  is 
the  need  for  comptroller  in  each  agency  ? 

Mr.  Brasfield.  If  I  may  I  would  like  to  pick  up  with  your  previous 
comments.  We  think  that  the  emphasis  on  the  financial  management 
function  and  getting  it  at  the  appropriate  level  in  the  agencies  would 
be  desirable.  Because  the  agencies  have  different  missions  and  ob¬ 
jectives,  because  they  have  different  types  of  organization — some  bu¬ 
reaus  are  a  part  of  departments,  some  organizations,  for  example,  the 
independent  establishments  are  big  bureaus  in  themselves — we  do  not 
believe  it  desirable  to  try  to  legislate  duties  and  functions.  In  one 
case  the  Secretary  of  the  Department  may  have  an  Assistant  Secretary 
who  in  effect  performs  the  comptroller  function.  In  another  case 
he  might  want  to  assign  that  responsibility  to  a  different  individual. 
It  might  change  from  time  to  time  as  the  individuals  change.  In 
other  words  organization  must  necessarily  sometimes  be  fitted  to  the 
people  available  and  their  talents.  We  doubt  that  this  matter  should 
be  frozen  into  law. 

Mr.  Jonas.  You  mean  now  you  doubt  if  a  position  should  be  created 
to  be  called  a  comptroller,  but  you  recognize  the  importance  of  the 
activity  ? 

Mr.  Brasfield.  That  is  right. 

Mr.  Jonas.  Somebody  having  the  assignment  of  that  responsibility, 
and  directly  responsible  for  it? 

Mr.  Brasfield.  That  is  right  and  at  the  proper  level  in  the  organ¬ 
ization  to  command  the  respect  and  authority  that  is  needed  to  make 
it  successful.  If  I  might  comment  a  moment  further,  in  some  cases 
the  job  is  now  set  up  as  an  Assistant  Secretary. 

In  other  cases  such  as  was  cited,  that  is  the  General  Services  Ad¬ 
ministration,  the  job  is  set  up  and  labeled  “Comptroller.” 

It  is  a  matter  for  management  to  properly  set  up  the  function  and 
to  staff  it  with  the  right  kind  of  people,  but  we  do  not  think  you  can 
cut  it  all  to  one  pattern  and  it  would  be  undesirable  to  do  it  by  statute. 


BUDGET  AND  ACCOUNTING  39 

Mr.  Jonas.  What  title  does  Mr.  McNeil  of  the  Department  of  De¬ 
fense  have  ? 

Mr.  Brasfield.  He  is  Assistant  Secretary  of  Defense.  He  is  Comp¬ 
troller  and  has  the  title  of  Assistant  Secretary  of  Defense.  It  may 
not  be  a  good  example  for  our  discussion,  because  that  job  is  provided 
for  by  statute. 

In  the  State  Department  an  Assistant  Secretary  has  been  assigned 
the  function  of  Comptroller.  In  the  case  of  the  Veterans’  Admin¬ 
istration  you  do  not  have  Assistant  Secretaries  but  they  have  a  Comp¬ 
troller. 

Mr.  Jonas.  He  is  called  a  comptroller. 

Mr.  Brasfield.  He  is  called  a  comptroller.  In  some  cases  he  might 
be  an  Assistant  Administrator,  in  an  independent  office  where  you  do 
not  use  the  title  of  Secretary. 

Mr.  Lipscomb.  Mr.  Chairman,  woulyl  you  yield,  Mr.  Jonas? 

Mr.  Jonas.  Yes. 

Mr.  Lipscomb.  Isn’t  that  one  of  the  problems  that  we  have,  that 
these  comptrollers  or  fiscal  officers  have  such  different  duties  that 
each  agency  maybe  has  a  different  idea  of  what  that  particular  person 
is  responsible  for.  Isn’t  this  one  method  that  we  can  get  expressed 
the  congressional  intent  as  to  what  a  comptroller  or  a  chief  fiscal 
officer  is  by  putting  it  into  legislation  ? 

Mr.  Brasfield.  We  would  seriously  doubt  the  desirability  of  leg¬ 
islating  a  particular  job,  because  it  may  well  differ  in  the  broad 
stretches  of  our  Government  between,  for  example,  an  agency  such 
as  the  Securities  and  Exchange  Commission  which  has  relatively  few 
people,  we  doubt  that  they  need  any  job  set  up  as  comptroller  and 
it  would  not  be  of  the  same  stature  and  the  same  level  as  to  take  the 
other  end  of  the  spectrum,  the  Department  of  Defense. 

We  think  that  management  should  be  free  to  place  these  particular 
functions  in  their  organizations  where  they  would  be  most  effective. 

In  the  major  departments  and  agencies  and  the  major  bureaus  of 
those  departments  we  think  there  should  be  a  person  when  the  func¬ 
tions  comparable  to  that  usually  associated  with  comptroller. 

Mr.  Brown.  Will  you  yield  at  that  point  ? 

Mr.  Jonas.  Yes. 

Mr.  Brown.  If  this  were  necessary,  couldn’t  it  be  provided  by  this 
bill  that  either  an  officer  be  named  or  the  assignment  be  given  to 
some  person  ? 

Mr.  Brasfield.  It  could  be. 

Mr.  Brown.  I  know  something  about  SEC  or  used  to,  and  I  don’t 
like  to  differ  with  you,  but  I  still  think  they  could  use  a  little  checking 
once  in  a  while  on  their  agency,  as  far  as  the  Comptroller  is  concerned. 
Perhaps  not  as  much  as  one  of  the  executive  agencies,  but  someone 
should  be  charged  with  the  responsibility  of  doing  what  a  comp¬ 
troller  would  do,  even  if  it  only  takes  1  hour  a  week. 

Mr.  Brasfield.  I  would  assume  that  the  function  is  now  performed 
in  that  agency. 

Mr.  Brown.  Shouldn’t  Congress  provide  that  it  be  done  in  every 
agency  of  Government,  either  through  a  full-time  individual  who 
might  be  named  where  necessary,  or  someone  assigned  to  that  task? 
That  is  the  intent  of  your  bill,  as  I  understand  it. 

Mr.  Lipscomb.  If  you  will  yield,  on  pages  6  and  7  of  the  bill  are 
5  functions  which  are  proposed  that  a  comptroller  would  carry  out. 
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As  far  as  those  five  functions  are  concerned,  GAO  recognizes  that 
those  are  the  things  that  are  necessary  to  every  agency  and  depart¬ 
ment ;  isn’t  that  right  ?  .  .  , 

Mr.  Brasfield.  We  would  have  no  quarrel  with  the  discussion  ot 

the  five  points.  ,  .  ,  ,, 

Mr.  Lipscomb.  But  your  point  is  that  you  don’t  teel  that  it  should 
be  expressly  stated  in  the  law  in  section  A  which  would  say  that  a 
comptroller  should  be  put  in  there  to  do  those  things.  If  we  can  set 
out  those  points,  expressly  state  that  those  are  the  objectives  of  the 
bill,  and  leave  it  up  to  the  Administrator  to  see  that  they  be  done, 
whether  he  appoints  somebody  or  creates  a  new  job  or  lets  the  present 
person  do  it,  that  would  meet  with  your  objective? 

Mr.  Brasfield.  That  is  right.  Our  comments  are  directed  to  the 
proposal  to  set  up  a  statutory  position,  which  we  doubt  the  feasibil¬ 
ity  of.  .  . 

Mr.  Lipscomb.  In  other  words,  if  Congress  would  pass  legislation 
specifying  that  these  duties  should  be  performed,  and  leave  it  up  to 
the  administrative  officials  to  see  to  it  that  they  are  done,  that  would 
meet  with  what  you  are  suggesting. 

Mr.  Brasfield.  That  is  right. 

We  have  no  question  that  these  functions  need  to  be  performed. 

Mr.  Lipscomb.  GAO  recognizes  that  these  functions  set  forth  in 
this  legislation  are  not  being  performed  in  all  agencies  and  depart¬ 
ments  at  the  present  time. 

Mr.  Brasfield.  That  would  be  true.  Again  it  is  largely  a  question 
of  degree.  Some  would  be  perhaps  totally  lacking,  so  to  speak,  in 
one  point,  weak  in  others,  or  some  might  be  strong  in  all  of  them. 

Mr.  Lipscomb.  But  as  a  whole,  we  can’t  afford  to  really  be  weak 
in  any  of  these  five  points.  Isn’t  that  right  ? 

Mr.  Brasfield.  Right.  The  significance  of  the  problem  would  of 
course  differ  considerably  as  to  the  type  of  operation  performed  by 
each  agency. 

Mr.  Lipscomb.  But  because  the  situation  differs,  there  is  no  reason 
that  these  functions  should  not  be  performed  to  whatever  degree  is 

necessary.  .  . 

Mr.  Brasfield.  We  certainly  agree  with  that.  There  is  no  ques¬ 
tion  on  that. 

Mr.  Lipscomb.  Your  thought  is  directed  specifically  to  the  particu¬ 
lar  wording  of  section  121  (a)  and  not  to  the  five  points  set  forth. 

Mr.  Brasfield.  That  is  right.  We  agree  with  the  objective  but 
doubt  the  desirability  of  creating  a  statutory  position. 

Mr.  Jonas.  Your  same  objection  applies  to  section  120  (a)  that  is, 
the  establishment  of  a  position  of  assistant  director  of  accounting. 

Mr.  Brasfield.  As  far  as  creating  it  by  statute ;  yes.  There  again 
we  agree  with  the  objectives  and  some  steps  have  already  been  taken 
in  that  direction,  I  understand.  As  a  partner  in  the  joint  program, 
we  would  welcome  a  strong  participation  on  the  part  of  the  Bureau  of 
the  Budget,  particularly  in  their  field  of  tying  budgeting  and  account¬ 
ing  together.  There  it  would  be  particularly  helpful. 

Mr.  Jonas.  How  would  you  contemplate  that  the  Director  would 
assign  someone  to  carry  out  these  duties  ? 

Mr.  Brasfield.  As  I  understand  it,  he  has  already,  sir.  He  has 
named  Mr.  Rappaport  as  the  Assistant  Director  for  Accounting. 
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Mr.  Jonas.  If  he  does  that  administratively  and  without  any  man¬ 
date  from  Congress,  there  would  be  nothing  to  prevent  succeeding 
directors  from  eliminating  that  position  entirely. 

Mr.  Brasfield.  That  is  a  possibility. 

Mr.  Jonas.  Would  you  have  any  real  serious  objection  to  Congress 
saying  that  there  shall  be  a  position  in  the  Bureau  of  the  Budget,  the 
head  of  which  is  assigned  the  duties  of  supervising  this  activity  ? 

Mr.  Brasfield.  Again  it  is  the  general  idea  of  creating  statutory 
positions.  In  this  case  you  have  a  number  of  assistant  directors  in 
the  Bureau  of  the  Budget,  including  a  deputy,  which  are  not  statutory 
jobs.  So  if  this  legislation  were  set  up,  you  would  have  one  statutory 
job  among  a  number  of  similar  jobs  within  the  Bureau  that  are 
not  statutory. 

Also  some  of  this  legislation  requires  that  appointments  be  with 
the  advice  and  consent  of  the  Senate.  I  think  that  might  be  getting 
into  some  other  considerations  that  you  would  be  more  familiar  with 
than  myself  as  to  the  President’s  immediate  family. 

Mr.  Lipscomb.  Mr.  Chairman,  will  Mr.  Jonas  yield  ? 

Mr.  Jonas.  Yes. 

Mr.  Lipscomb.  In  view  of  your  comments  on  section  120,  you  would 
make  the  same  statement  then  that  you  would  not  disagree  that  the 
Bureau  of  the  Budget  through  this  legislation  should  be  directed  to 
set  up  a  position  that  carries  out  the  intent  of  the  points  listed  on 
pages  5  and  0  of  the  legislation  before  us  ? 

Mr.  Brasfield.  I  would  express  some  reservations  as  to  the  exact 
manner  in  which  it  is  proposed  to  set  up  the  organization  and  job  by 
statute.  It  should  be  brought  into  focus  with  the  coordinated  respon¬ 
sibilities  already  set  up  in  the  Budget  and  Accounting  Procedures  Act 
of  1950.  I  would  suggest  the  desirability  that  if  one  of  the  three 
coordinated  responsibilities  are  to  be  reviewed  for  legislation,  you 
should  review  all  of  them.  I  would  think  it  would  be  desirable  to 
review  each  of  those  coordinate  responsibilities.  To  legislate  sepa¬ 
rately  on  one  might  lead  to  some  unintentional  conflict. 

Mr.  Lipscomb.  Are  you  speaking  of  the  joint  program  to  improve 
accounting? 

Mr.  Brasfield.  That  operates  through  the  coordinate  responsibil¬ 
ities  of  the  Director  of  the  Bureau  of  the  Budget,  the  Se^otary  of 
the  Treasury,  and  the  Comptroller  General,  each  having  their  own 
responsibilities  under  the  Budget  and  Accounting  Procedures  Act 
of  1950. 

I  suggest,  if  you  wish  to  consider  one  of  those  coordinate  responsi¬ 
bilities,  you  would  probably  wish  to  consider  all  three  together. 

Mr.  Lipscomb.  You  undoubtedly  realize  that  the  reason  Congress 
is  seriously  looking  at  this  problem  is  because  the  executive  branch 
has  not  taken  action  before,  and  therefore  we  would  be  telling  them 
by  this  legislation  that  we  believe  it  is  a  necessity  and  we  want  it  to  be 
in  the  legislation.  We  feel  it  should  be  a  continuing  process  and 
therefore  that  is  why  the  statute  is  here.  That  has  not  been  done  to 
date,  has  it? 

Mr.  Brasfield.  I  cannot  speak  to  the  specific  duties  assigned  to  the 
Assistant  Director  of  the  Bureau  of  the  Budget,  and  perhaps  that 
should  be  discussed  with  the  Bureau.  I  understood  the  public  infor¬ 
mation  release  to  say  that  the  Director  of  the  Bureau  of  the  Budget 
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has  adopted  the  recommendation  of  the  Hoover  Commission  report 
100  percent  administratively,  not  legislatively,  of  course. 

Mr.  Lifscomb.  So  all  we  have  to  do  is  tell  them  that  we  agree  with 
their  position  and  want  to  see  it  continued  ? 

Mr.  Brasfield.  You  have  the  additional  problem  in  reviewing  the 
coordinate  responsibilities  already  set  up  in  the  act  from  a  language 
standpoint,  and  I  would  not  want  to  address  myself  specifically  to  the 
language  of  this  statement,  except  to  do  it  coordinately  with  what  is 
already  in  the  1950  act. 

Chairman  Dawson.  Now,  any  further  questions,  Mr.  Jonas? 

Mr.  Jonas.  I  yield. 

Mr.  Brown.  Mr.  Chairman,  I  am  sorry  I  was  detained  unavoidably 
and  could  not  get  here  in  time  to  hear  Mr.  Lipscomb  testify  and  to  hear 
all  the  testimony  that  has  been  given  by  the  gentleman  here.  As  you 
know,  I  served  on  the  Hoover  Commission  and  helped  write  these 
recommendations. 

Chairman  Dawson.  Both  Hoover  Commissions. 

Mr.  Brown.  Probably  the  budgeting  and  accounting  recommenda¬ 
tions  involve  problems  which  are  more  difficult  and  more  technical  than 
anything  we  had  to  consider.  And  it  was  a  bit  troublesome  for  those 
of  us  on  the  Commission  who  were  not  certified  public  accountants  or 
experts  in  budgetary  matters  to  get  the  complete  picture  and  under¬ 
stand  the  matter  as  thoroughly  as  we  would  like. 

So  I  am  especially  pleased  that.  Mr.  Lipscomb,  who  is  a  certified 
public  accountant,  has  seen  fit  to  take  hold  of  this  legislation  and  get 
his  teeth  into  it,  not  only  for  the  Congress  but  the  Commission  and 
the  committee. 

We  had  on  the  Commission  the  benefit  of  the  advice  of  the  best  and 
greatest  accountants  that  we  could  find  in  the  country,  and  many  of 
them  gave  their  services  free  of  charge.  We  had  checks  and  counter¬ 
checks,  not  only  by  representatives  of  certified  public  accountant  organ¬ 
izations,  but  by  fiscal  representatives  of  large  corporations  and  others 
who  had  something  to  do  with  such  matters. 

We  talked  with  a  great  many  public  officials  and  made  a  study  of 
this  problem.  We  found  there  was  no  question  that  reform  was 
needed  in  both  budgeting  and  accounting  practices  in  the  Federal 
Government ;  and  that  there  was  opportunity  to  save  a  great  deal  of 
money,  and  to  get  greater  efficiency  in  the  conduct  of  the  public 
business. 

Do  you  agree  that  there  is  a  need  for  action  such  as  this  ? 

Mr.  Brasfield.  We  agree  that  it  would  be  highly  desirable  to  put 
into  legislation  the  financial  provisions  of  the  Hoover  Commission 
report  and  those  are  the  ones  that  I  referred  to  previously. 

Mr.  Brown.  When  you  limit  yourself  to  the  world  “financial”  provi¬ 
sions,  do  you  mean  both  budgeting  provisions  and  accounting? 

Mr.  Brasfield.  Yes. 

Mr.  Brown.  The  Bureau  of  the  Budget,  I  think  after  consultation 
with  our  task  force  and  with  members  of  the  Commission,  after  a  con¬ 
siderable  soul-searching  discussion  with  many  authorities,  decided  that 
it  was  wise  to  put  into  effect  most  of  these  recommendations,  as  far  as 
budgeting  was  concerned,  by  administrative  order. 

Don’t  you  agree,  then,  if  that  is  found  to  be  a  good  thing,  we  ought 
to  write  into  law  that  it  is  not  only  a  continuing  matter,  but  that  it  is 
the  intent  and  purpose  of  Congress  this  thing  be  done  ? 
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Mv.  Brasfield.  We  agree,  sir,  and  have  in  our  testimony  indicated 
we  think  it  would  hasten  these  developments  greatly,  if  Congress, 
would  state  the  objectives  to  be  their  policy.  . 

Mr.  Brown.  And  I  understand  you  agree  with  Mr.  Lipscomb  and 
Mr.  Jonas  that  you  want  these  things  done,  although  you  disagree 
with  the  way  the  statute  states  that  some  particular  person  should 
be  appointed  and  have  a  title  to  clo  that,  and  that  only  ? 

Mr.  Brasfield.  Certainly. 

Mr.  Brown.  Do  you  know  of  any  agency  in  Government  where  it 
would  hurt  to  have  some  person  assigned  to  keep  an  eye  on  this  ? 

Mr.  Brasfield.  Not  at  all.  We  would  certainly  agree  with  the 

objective.  .  . 

Mr.  Brown.  So  if  there  were  an  amendment  which  provided  either 
an  accounting  officer  be  named  or  some  person  be  assigned  to  that  duty, 
that  would  be  sufficient  to  meet  your  objection,  wouldn't  it  ? 

Mr.  Brasfield.  That  is  right.  Our  comment  raised  the  question  of 
the  desirability  of  a  statutory  position  and  also  in  some  of  the  proposed 
legislation  it  had  the  suggestion  of  a  statutory  salary  which  would 
obviously  be  quite  a  spread  when  you  take  the  biggest  and  smallest 
agency  or  department. 

Mr.  Brown.  I  objected  to  some  of  that.  I  always  said  the  Hoover 
Commission  should  not  create  new  jobs.  That  does  not  create  econ¬ 
omy.  It  might  create  efficiency.  You  can  always  find  a  way  to  cut 
down  the  responsibilities  of  some  existing  office  without  creating  a  new 
one. 

Mr.  Brasfield.  There  undoubtedly  would  be  a  need  for  some  new 
talent  or  reassignments  that  would  bring  people  to  this  work  that  have 
greater  qualifications  than  existing  personnel  in  some  cases. 

Mr.  Brown.  The  Congress  has  provided  a  statute,  if  I  recall  cor¬ 
rectly  that  you  have  an  officer  of  this  type  in  the  Department  of  De¬ 
fense. 

Mr.  Brasfield.  That  is  right,  sir. 

Mr.  Brown.  In  fact  it  is  quite  an  office.  Instead  of  just  one  officer, 
there  is  a  large  staff.  One  agency  might  need  a  large  staff  with  a  spe¬ 
cific  officer  in  charge  of  that  staff,  or  it  might  need  only  one  individual 
who  would  give  part-time  attention  to  that  matter  but  it  ought  to  be 
done. 

Mr.  Brasfield.  That  is  right. 

Mr.  Brown.  In  most  of  these  departments  the  accounting  office  has 
a  man  sitting  there  making  preaudits;  isn’t  that  true? 

Mr.  Brasfield.  The  agencies  preaudit  their  payments  before  they 
make  them  except  with  respect  to  a  rate  audit  of  transportation  where 
the  statute  provides  that  they  do  not  do  so. 

Mr.  Brown.  That  has  grown  up  because  agency  heads  are  a  little 
fearful  to  go  ahead  unless  they  know  it  is  all  right  with  the  General 
Accounting  Office,  and  is  according  to  law,  and  of  necessity  you  had 
to  put  people  into  those  departments  ? 

Mr.  Brasfield.  The  agencies  have  the  responsibility  by  law  for 
determining  the  adequacy  and  accuracy  of  payment  in  the  first  in¬ 
stance.  Our  function  is  one  of  coming  along  later  and  postauditing 
them  in  our  comprehensive  audit. 

Mr.  Brown.  Actually  you  preaudit  a  great  amount. 

Mr.  Brasfield.  We  do  not  preaudit  generally. 
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Mr.  Brown.  You  at  least  advise.  We  run  into  a  lot  of  your  people 
that  just  stay  there  in  that  office. 

Mr.  Brasfield.  We  are  always  open  to  assist  agencies,  and  the 
Comptroller  General  has  a  statutory  duty  to  respond  when  any  certi- 
fying  officer  raises  a  Question  as  to  the  legality  of  a  proposed  payment. 

Mr.  Brown.  You  still  are  responding,  because  such  agencies  still 
have  representatives  of  the  GAO  assigned  to  them  all  the  time.  Isn’t 
that  true  ?  They  do  actually  preaudit,  Avhether  you  call  it  that  or  not. 

They  pass  on  it  and  say,  “We  will  O.  K.  that  when  the  postaudit 
comes  along.” 

Mr.  Brasfield.  That  is  more  nearly  a  legal  type  of  situation  where 
they  have  a  question,  not  necessarily  for  a  particular  type  of  transac¬ 
tion,  but  in  some  cases  it  is  an  individual  transaction.' 

Mr.  Brown.  I  am  bringing  that  up  for  a  purpose.  If  this  bill  is 
enacted  and  if  you  had  some  individual  who  is  charged  directly  with 
the  responsibility  of  supervising  these  accounting  practices,  and  so 
forth,  in  an  agency,  either  on  a  part-time  or  full-time  basis,  wouldn’t 
it  make  it  easier  for  you  in  your  accounting  work  and  in  your  check¬ 
ing,  to  have  such  an  arrangement  ? 

Mr.  Brasfield.  I  would  say  it  would  not  essentially  change  the 
present  situation  in  that  respect.  We  have  that  now  for  the  most  part. 
The  things  we  are  dealing  with  here,  for  example,  cost-based  budget¬ 
ing,  change  less  the  audit  of  vouchers  than  perhaps  any  other  thing 
we  have  talked  about. 

There  has  been  on  the  part  of  the  agencies  in  some  cases  if  anything 
to  do  more,  to  overdo  the  legalistic  checking  of  expenditures,  to  be 
sure  that  they  are  within  the  law  and  within  the  appropriations,  and 
so  forth. 

They  think  they  should  do  it;  so  do  we.  We  do  it  on  a  test-check 
basis,  depending  on  how  far  they  have  gone  and  how  adequate  their 
processes  are. 

We  think  it  should  be  their  primary  responsibility  rather  than  ours 
to  do  it  on  a  detailed  basis. 

Mr.  Brown.  How  far  back  is  the  Post  Office  Department  in  their 
accounting  practices  now?  At  one  time  they  were  17  months  behind. 

Mr.  Brasfield.  I  could  not  answer  as  to  the  extent  of  their  indi- 
victual  operations.  I  would  say  that  the  Post  Office  has  made  more 
progress - 

Mr.  Brown.  I  understand  that  it  was  17  months  behind  3  or  4 
months  ago. 

Mr.  Brasfield.  They  have  made  extremely  good  progress  in  mod¬ 
ernizing  their  whole  system,  and  we  think  they  are  to  be  commended 
for  an  outstanding  job. 

xn  1  a^ee  fully  with  the  gentleman.  How  far  behind  is 

the  GAO  m  postaudit  work  on  the  Post  Office  ? 

Mr.  Brasfield.  I  would  have  to  supply  it  specifically. 

Mr.  Brown.  Just  generally.  Take  a  guess. 

Mr.  Brasfield.  They  are  under  comprehensive  audit,  which  means 
our  auditors  are  in  their  main  office  year  round.  We  have  a  crew  of 
people  who  are  assigned  to  the  audit  of  the  Post  Office.  We  rotate 
the  members  of  it,  but  we  will  have  at  all  times  a  crew  working  on  it, 
and  we  use  our  field  offices,  too. 
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Mr.  Brown.  You  have  that  in  most  of  the  major  departments.  5  ou 
have  it  in  the  Department  of  Agriculture,  the  Department  of  De¬ 
fense,  Department  of  the  Interior,  for  example. 

Mr.  Brasfield.  Yes.  That  is  the  type  of  audit  we  are  carrying 
on  in  the  Post  Office. 

Mr.  Brown.  How  close  to  being  up  to  scratch  are  you  on  the 
average  ? 

Mr!  Brasfield.  I  do  not  think  I  can  answer  your  question  just  that 
way,  because  we  do  not  go  back  and  review  each  individual  voucher 
as  we  used  to.  When  we  had  the  voucher-type  audit,  we  could  say 
we  had  not  audited  the  vouchers  for  a  particular  period.  Now,  when 
our  audit  is  aimed  at  the  effectiveness  of  fiscal  work,  w7e  audit  a  post 
office  like  Chicago.  We  will  finish  that  after  6  months  work  and 
render  a  report. 

Mr.  Brown.  It  will  be  about  6  months  behind  when  the  final  report 
comes  out  ? 

Mr.  Brasfield.  The  length  of  time  that  it  takes  to  get  out  a  par¬ 
ticular  audit  report  would  vary  with  each  one. 

A  small  post  office  could  be  finished  up  rather  rapidly.  We  select 
the  units  that  are  to  be  examined  in  greater  detail.  We  use  those  as 
test  cases  of  their  management  effectiveness. 

Mr.  Brown.  Spot  checks  ? 

Mr.  Brasfield.  That  is  right.  Then  we  bring  together  at  periodic 
intervals  our  overall  findings,  such  as  we  did  something  over  a  year 
ago  for  the  Post  Office  and  Civil  Service  Committee.  We  made  a 
previous  report  for  them  about  2  years  before  that.  But,  for  example, 
in  the  audit  of  the  Post  Office  Department  we  have  reviewed  the 
activities  of  numerous  post  offices,  reported  to  the  Postmaster  Gen¬ 
eral,  and  also  made  the  report  available  to  the  postmaster  at  the  loca¬ 
tion  so  he  can  take  immediate  corrective  action  within  his  jurisdic¬ 
tion  and  the  department  can  take  the  additional  action  within  their 
jurisdiction. 

Mr.  Brown.  May  I  ask,  Mr.  Chairman,  whether  or  not  the  Treasury 
Department’s  statement  has  been  included  yet? 

The  Chairman.  Not  yet;  they  are  waiting  to  testify. 

Mr.  Brown.  I  would  like  to  have,  later  on,  the  comment  of  the 
gentleman,  if  he  would  be  willing  to  make  it,  on  the  Treasury’s  recom¬ 
mendations.  I  think  that  fits  in  rather  well  with  the  suggestions  and 
recommendations  of  the  Commission,  and  also  of  others  in  Congress, 
that  certain  responsibilities  be  placed  in  the  Treasury  Department. 
I  presume  your  agency  will  agree  with  that. 

Mr.  Brasfield.  We!  would  be  glad  to  make  ourselves  available  at 
whatever  time  you  wish. 

Mr.  Brown.  I  would  like  to  have  his  comment  on  this  later  on. 

That  is  all.  .  . 

Mr.  Lipscomb.  Mr.  Brasfield,  you  mentioned  depreciation.  Is  there 
any  need  for  writing  into  the  bill  any  procedure  that  should  be  fol¬ 
lowed  in  handling  depreciation  ? 

Mr.  Brasfield.  I  would  not  suggest  so. 

Mr.  Lipscomb.  That  could  be  worked  out  in  some  executive  arrange¬ 
ment.  .  ’  .  ,  .  .  .  .  ,  . 

Mr.  Brasfield.  There  is  only  one  situation  where  depreciation  might 
be  considered  where  it  is  not  now.  That  is,  in  some  of  the  business- 
type  enterprises  that  have  been  set  up  it  might  be  helpful  if  the  depre- 
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ciation  could  be  added  to  their  pricing  and  thereby  the  agency  be  given 
the  authority  to  modernize  their  equipment  through  funds  accumu¬ 
lated  from  depreciation. 

Such  authority  does  now  exist  with  reference  to  the  Bureau  of 
Printing  and  Engraving.  I  am  talking  about  the  equipment,  not 
building. 

Mr.  Lipscomb.  There  is  no  need  in  this  legislation  to  mention  how 
depreciation  should  be  handled. 

Mr.  Brasfield.  I  would  not  think  so,  sir. 

Mr.  Lipscomb.  Then  you  mentioned  recommendation  No.  7  of  the 
Hoover  Commission  which  has  to  do  with  the  accrual  budget.  The 
thought  originally  behind  H.  R,  9402  was  to  get  things  going  first, 
getting  the  accounting  system  into  effect  and  the  cost-basis  systems 
and  the  accrual  accounting  before  we  wrote  into  any  statute  the  type 
of  budget  to  be  sent  to  Congress. 

If  we  write  into  the  legislation  that  recommendation  7  should  be  put 
into  effect,  how  long  would  it  take,  in  your  estimation,  before  we  got 
to  the  point  that  we  could  fulfill  recommendation  7  ? 

Mr.  Brasfield.  That  should  be  undertaken  by  each  appropriation 
item  and  certainly  each  bureau  rather  than  even  one  complete  depart¬ 
ment,  and  I  would  say  some  of  them  would  be  ready  for  that  tomorrow. 
Others  would  be  a  year,  or  2  years,  it  would  depend  upon  the  present 
status  of  their  accounting  and  programing  and  budgeting  system  but 
I  would  point  this  out  anyway,  if  I  may,  please.  The  real  incentive 
to  get  progress  in  these  collateral  fields  that  .form  the  basis  for  accrued 
expenditure  appropriations  is  to  a  great  degree  based  upon  what  they 
think  Congress  wants. 

In  other  words,  we  have  been  troubled  in  our  present  efforts  by  the 
fact  that  the  agencies  say,  “Why  should  we  go  ahead  with  accrual  ac¬ 
counting  ;  it  is  not  asked  for  in  the  budget.  Congress  has  not  asked 
for  this  type  of  information.”  It  is  for  this  reason  that  legislation  of 
this  character  would  be  a  great  stimulus.  The  same  thing  is  true — 
and  let  me  address  that  comment  specifically  to  cost-based  budgets. 
The  same  thing  can  be  said  to  be  true  in  our  opinion  of  changing 
the  basis  for  appropriations.  If  you  say  wait  until  you  get  everything 
in  order  and  you  will  then  change  it,  it  will  never  be  changed  because 
the  incentive  won’t  be  there  to  accomplish  it  in  the  first  place. 

Mr.  Lipscomb.  Do  you  feel  there  would  be  great  confusion  in  the 
Appropriations  Committees  if  you  started  part  of  the  departments 
on  an  accrual  basis  and  the  rest  came  up  on  the  old  basis  ? 

Mr.  Brasfield.  I  do  not.  I  doubt  that  you  could  successfully  ever 
carry  out  these  reforms  by  sweeping  across  the  whole  Government 
by  a  single  stroke.  We  think  that  would  be  a  serious  mistake  under 
any  type  of  broad  reform  of  this  character. 

Y ou  have  to  take  them  agency  by  agency.  The  subcommittees  within 
the  Appropriations  Committees  in  themselves  would  be  a  basis  to  invite 
consideration.  The  fact  that  the  agency  and  the  subcommittee  is  ready 
for  it,  might  well  be  a  basis  for  going  ahead  in  a  particular  area 
where  another  subcommittee  might  not  be  ready  for  it. 

Mr.  Lipscomb.  Do  you  feel  that  in  this  particular  legislation  there 
should  be  at  least  a  declaration  of  intent  and  policy  ? 

Mr.  Brasfield.  We  think  that  without  such  a  declaration,  the  other 
provisions  of  the  legislation  will  tend  to  die  on  the  vine  and  dry  up. 
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Mr.  Lipscomb.  Then  it  appears  that  you  have  some  concern  about 
the  joint  accounting  improvement  program,  and  I  for  one  assure  you 
that  it  is  not  the  intent  as  far  as  I  am  concerned  to  jeopardize  any 
portion  of  that  particular  program  by  this  particular  legislation. 
And  I  hope  that  it  isn’t  read  into  it  in  any  way  that  the  program 
should  not  continue  as  now  presently  constituted. 

Mr.  Brasfield.  If  you  are  referring  to  the  portions  of  the  Hoover 
Commission  report  that  are  quoted  in  my  statement  that  is  addressed 
specifically  to  our  cooperative  working  relationships  with  the  agency 
which  we  have  found  vital  to  stimulate  improvement. 

Mr.  Lipscomb.  You  say  in  your  statement: 

We  do  not  believe,  however,  that  specific  legislation  is  required  in  order  for 
the  Bureau  of  the  Budget  to  undertake  action  of  the  character  provided  for  in 
the  legislation. 

Mr.  Brasfield.  That  is  right,  sir. 

Mr.  Lipscomb.  Are  you  competent  to  state  or  do  you  have  reason 
to  feel  assured  that  the  executive  agencies  have  taken  enough  initia¬ 
tive  in  this  joint  program  or  put  enough  people  in  there  to  cooperate 
with  you  in  your  work  with  their  agencies  ? 

Mr.  Brasfield.  I  think  that  anyone  in  a  specialized  field  such  as 
our  own,  perhaps,  has  a  desire  always  to  be  impatient  and  think  their 
own  part  of  the  business  is  the  thing  that  should  receive  priority. 

Your  question  can  only  be  answered  agency  by  agency  or  bureau  by 
bureau,  as  a  matter  of  fact.  That  is  one  of  the  great  troubles  that 
we  have  in  trying  to  characterize  this  mammoth  Federal  Government 
as  an  entity. 

It  is  an  entity  but  not  for  purposes  of  appraising  management. 
You  have  to  get  further  down  the  scale  than  that  to  talk  about 
management. 

Mr.  Lipscomb.  If  legislation  were  introduced  and  passed  to 
strengthen  the  accounting  and  auditing,  wouldn’t  it  help  facilitate 
more  aggressive  action  all  throughout  Government  in  the  joint  ac¬ 
counting  program? 

Mr.  Brasfield.  We  think  so.  It  has  already  stimulated  a  great  deal 
of  interest.  We  would  like  to  see  the  basic  parts  of  the  recommenda¬ 
tions  put  into  legislation. 

Mr.  Lipscomb.  If  you  feel  that  way,  why  don’t  you  say  that  you  feel 
that  such  legislation  is  required  ?  How  will  we  get  that  type  of  action 
if  we  don’t  specify  it  from  Congress  ? 

Mr.  Brasfield.’  The  part  where  we  said  that  legislation  is  not  re¬ 
quired,  if  I  understand  what  you  are  discussing,  is  directed  to  section 
120,  not  the  whole  bill.  You  said  “required.”  There  may  be  an  area 
that  you  will  want  to  determine  as  to  whether  or  not  it  is  desirable. 
Further  it  seems  to  me  that  our  viewpoint  that  it  is  not  required  tends 
to  be  substantiated  by  the  fact  that  the  Director  of  the  Bureau  of  the 
Budget  has  administratively  set  up  such  a  staff  office  for  accounting 
and  says  he  has  adopted  the  recommendations. 

Mr.  Lipscomb.  As  Mr.  Brown  just  mentioned,  we  want  to  guarantee 
that  it  is  going  to  be  continued  and  aggressively  worked  on. 

Mr.  Brasfield.  Then  I  would  suggest  that  it  be  approached  from 
the  same  standpoint  we  discussed  earlier,  that  is,  by  stating  an  ob¬ 
jective  more  on  a  functional  basis  rather  than  the  creation  of  a  statu¬ 
tory  position.  I  would  urge  also  if  you  wish  to  review  1  of  the  3 
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fields  of  activity  now  defined  in  the  Budget  Accounting  Act,  I  would 
suggest  the  thought  that  you  review  all  of  them  concurrently. 

Air.  Lipscomb.  In  respect  to  section  5  you  commented  about  the  joint 
study  by  the  Bureau  of  the  Budget  and  the  GAO  and  you  say : 

This  work  is  carried  on  as  a  regular  part  of  our  comprehensive  audit  program 
and  in  the  discharge  of  our  accounting  systems  responsibilities. 

Again  wouldn’t  legislation  have  the  effect  of  putting  more  initiative 
into  the  study  program  and  be  of  great  value  to  the  Congress  in  getting 
these  studies  up  ? 

For  instance,  how  much  of  the  Government  does  the  comprehensive 
audit  program  now  cover  ? 

Mr.  Brasfield.  There  we  have  the  difficulty  of  finding  a  common 
denominator  as  you  know.  The  expenditures  under  comprehensive 
audit  were  between  30  and  50  percent.  We  are  working  at  that 
each  day  to  extend  it. 

I  could  perhaps  discuss  it  a  little  more  effectively  in  this  way.  Our 
comprehensive  audit  program  is  pretty  well  along  and  rather  across 
the  board  effective  in  Agriculture,  Interior,  Treasury,  and  there  is 
not  the  same  need  for  it  in  Labor,  or  in  Justice.  With  reference  to  the 
Department  of  Defense,  in  a  reorganization  which  is  now  being  put 
into  place,  we  have  a  civil  accounting  and  auditing  group  and  a  defense 
accounting  and  auditing  group. 

One  of  the  objectives  of  that  reorganization  was  to  hasten  the  day 
when  our  comprehensive  audit  program  was  more  effective  in  the 
Department  of  Defense. 

It  would  be  a  fair  statement  to  say  that  in  the  Department  of 
Defense  our  comprehensive  audit  program  is  just  now  getting  under¬ 
way.  We  have  made  some  audits  of  industrial  funds.  We  have  made 
procurement  surveys  but  I  would  say  it  would  be  a  fair  statement  to 
say  that  it  is  just  now  geting  well  underway. 

Mr.  Lipscomb.  Then  it  is  a  true  statement  to  say  then  that  about 
40  percent  of  the  expenditures  of  the  Government  are  presently  under 
comprehensive  audit,  and  in  the  largest  field,  the  Department  of 
Defense,  where  over  60  percent  of  our  expenditures  are  made,  that 
the  comprehensive  audit  program  has  not  started  but  is  just  getting 
underway  ? 

Air.  Brasfield.  That  is  started  and  is  just  now  getting  well  under¬ 
way. 

Mr.  Lipscomb.  So  this  legislation  would  put  more  emphasis  on  a 
study  being  made  and  a  report  being  made  to  the  Congress  because  of  a 
mandate,  so  to  speak,  by  the  Congress  that  we  want  this  done,  and  that 
we  don’t  want  any  more  delay  or  conversations  and  other  things  that 
have  held  up  the  matter. 

Air.  Brasfieed.  If  I  understand  the  provision  of  the  bill  that  is  under 
discussion,  it  is  the  one  that  would  have  the  General  Accounting 
Office  report  on  the  internal  audit  activities  in  the  Department  ? 

Air.  Lipscomb.  Yes. 

Airs.  Brasfield.  I  might  say  that  the  matter  we  are  discussing  has 
these  ramifications,  for  example,  the  Army  audit  agency  which  is  the 
internal  audit  agency  of  the  Army  has  approximately  the  same  size 
staff  as  GAO  does.  It  is  already  in  being.  In  the  case  of  the  Air 
Force,  they  have  a  broad  internal  audit  program  underway  and  so 
does  the  Navy. 
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This  provision  as  I  would  understand  it,  would  have  the  Director 
of  the  Bureau  of  the  Budget  and  Comptroller  General  undertake  a 
study  as  to  the  adequacy  of  internal  auditing  in  the  executive  depart¬ 
ment  and  agencies  and  we  have  indicated  that  if  you  wish  to  make  a 
special  undertaking  out  of  that  we  would  be  glad  to  cooperate. 

That  is  not  as  broad  or  is  not  the  same  thing  as  introducing  our 
comprehensive  audit  program  into  a  department.  Review  of  internal 
audit  as  one  element  of  internal  control  comes  into  play  in  our  compre¬ 
hensive  audit  but  by  no  means  is  a  review  of  the  internal  audit  activi¬ 
ties  of  a  department  more  than  one  part  of  our  comprehensive  audit. 

In  other  words,  a  great  deal  of  our  time  in  Defense  has  been  spent 
on  reviewing  their  procurement  requirements  and  methods,  which 
their  own  internal  audit  has  not  contributed  to  substantially  up  to  this 
point  but  they  are  also  working  in  that  field  at  the  present  time. 

Mr.  Lipscomb.  The  only  reason  I  brought  up  the  comprehensive 
audit  program  is  that  you  mentioned  you  covered  the  whole  field  and 
said  that  your  comprehensive  audit  program  was  already  in  this  field 
and  therefore  you  did  not  think  it  was  well  to  write  into  the  legisla¬ 
tion. 

Mr.  Brasfield.  We  did  not  say  that.  We  said  we  expect  to  continue 
these  studies  and  investigations.  The  results  of  these  efforts  are  made 
available  to  the  Congress  through  our  regular  reporting  process  but 
we  would  be  pleased  to  cooperate  with  the  Congress  in  any  special 
effort  having  as  its  objectives  the  improvement  of  accounting  and  in¬ 
ternal  audit.  We  have  no  objection  if  you  wish  to  write  it  into  law. 

Mr.  Lipscomb.  You  have  no  objection  to  section  5  ? 

Mr.  Brasfield.  We  have  no  objection.  We  wanted  to  review  the  sit¬ 
uation  and  recite  the  fact  that  we  would  be  willing  to  join  in  it. 

Mr.  Brown.  You  think  it  is  a  good  thing  and  you  want  to  tell  the 
Congress  you  have  already  started  it;  and  are  willing  to  continue  it. 

Mr.  Brasfield.  We  are  happy  to  do  this.  If  you  would  like  for  us 
to  make  this  one  a  special  undertaking  rather  than  being  a  part  of  the 
program  we  are  already  carrying  out,  we  will  be  happy  to  do  it. 

Mr.  Brown.  That  is  an  endorsement. 

Mr.  Lipscomb.  That  is  all  I  have.  I  have  one  other  question,  Mr. 
Chairman. 

Mr.  Jonas  is  gone.  He  asked  me  a  question  which  I  would  like  to 
put  to  you,  Mr.  Brasfield :  Does  the  GAO  have  any  idea  as  to  whether 
the  cost  of  implementing  this  bill  would  be  more  than  justified  by  the 
savings  ? 

Mr.  Brasfield.  That  is  an  intangible  thing.  We  believe  that  the 
full  implementation  of  this  bill  with  the  annual  accrued  expenditure 
approach  and  cost  budgets  would  create  a  great  deal  of  economy  if 
appropriately  carried  out.  In  other  words  we  believe  that  in  the  areas 
where  the  greatest  part  of  our  appropriations  are  spent,  the  procure¬ 
ment,  particularly  in  defense,  we  think  that  if  the  recommendations  of 
the  Commission  as  provided  in  legislation  were  carried  out,  there 
would  be  tremendous  savings.  You  will  never  be  able  to  come  back 
and  identify  them  and  put  your  finger  on  them  and  say  we  saved  this 
much  because  if  they  failed  to  procure  something  because  of  better  in¬ 
formation,  you  can't  document  that  saving. 

You  can  document  the  waste  that  results  when  you  overproduce,  but 
you  cannot  document  the  savings  achieved  when  you  did  not  procure 
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something  in  the  beginning  because  you  now  have  information  that 
leads  you  to  decide  not  to  procure  it. 

Mr.  Lipscomb.  If  the  budget  requests  and  expenditures  then  go 
down,  we  will  know  then. 

Mr.  Brasfield.  Then  you  may  have  to  relate  that  to  world  changes 
if  you  have  changes  in  the  meantime.  We  think  that  with  the  cost- 
based  budget,  property  accounting  and  accrual  accounting  and  giving 
costs  to  management,  these  savings  will  primarily  be  made  by  manage¬ 
ment  where  they  should  be  made.  If  managers  have  the  tools  of  mod¬ 
ern  accounting  and  budgeting  to  guide  them  we  think  that  savings  will 
come  within  the  departments  as  well  as  by  the  review  of  that  same 
data  by  the  Congress. 

Mr.  Brown.  Won’t  the  adoption  of  these  recommendations,  or 
putting  them  into  practice,  also  result  in  greater  savings  in  inven¬ 
tories  and  things  of  that  sort  ? 

Mr.  Brasfield.  That  is  where  the  major  savings  will  take  place. 

Mr.  Brown.  They  won’t  be  out  buying  something  they  already  have. 

Mr.  Brasfield.  That  is  right. 

The  Chairman.  Hamburgers. 

Mr.  Brown.  Yes,  hamburgers. 

Mr.  Brasfield.  The  major  savings  will  be  in  the  procurement, 
maintenance  and  operations. 

Mr.  Brown.  Mainly  related  to  procurement  ? 

Mr.  Brasfield.  Yes. 

Mr.  Brown.  Some  so-called  authorities,  or  experts,  have  estimated 
that  it  might  be  possible  to  make  savings  of  as  much  as  2  to  5  billion 
dollars  a  year,  if  proper  accounting  practices  and  budgeting  were 
established,  providing  the  Congress  and  the  people  are  properly  in¬ 
formed  and  the  law  is  properly  administered. 

Mr.  Brasfield.  We  could  not  answer  that  one,  sir. 

Mr.  Brown.  But  you  do  think  it  would  be  large  sums? 

Mr.  Brasfield.  We  do  believe  it  will  be.  We  grant  you  it  will 
never  be  documented  where  you  can  put  your  finger  on  it.  We  be¬ 
lieve  that  managers  generally  want  to  do  a  good  job.  We  think  the 
mistakes  they  make  are  primarily  because  they  do  not  have  the  facts 
to  operate  on.  We  think  they  would  exercise  good  judgment  in  most 
cases — there  would  always  be  some  lapses — but  the  opportunity  for 
savings  is  to  give  management  an  opportunity  to  exercise  its  judg¬ 
ment  in  an  intelligent  fashion  having  the  facts.  We  think  if  they 
had  that  they  would  reach  the  same  conclusions  as  would  you  gener¬ 
ally  speaking,  and  allowing  for  human  frailties. 

Mr.  Pincus.  I  have  a  question  on  one  section  of  the  bill  on  which 
we  don’t  seem  to  get  any  recommendations  from  the  GAO.  The 
executive  agencies  seem  less  than  enthusiastic,  understandably  from 
the  operations  viewpoint,  and  yet  it  seems  it  would  be  one  of  the  most 
important  recommendations.  I  refer  to  recommendation  1  (b)  ;  that 
the  budget  bureau  shall  place  in  important  agencies  one  or  more  well- 
qualified  employees  whose  duties  should  include  continuous  year- 
round  review  at  the  site  of  the  agency  of  agency  budget  preparation 
and  administration  and  other  facets  of  the  Bureau’s  managerial  re¬ 
sponsibilities. 

That  is  contained  in  Mr.  Lipscomb’s  bill  on  page  3,  section  1  (c)  of 
the  bill  adding  section  218  to  title  2  of  the  act.  In  your  testimony 
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Mr.  Brasfield  on  page  6,  you  apparently  did  not  prefer  to  comment 
saying  that  the  matter  could  best  be  determined  by  the  Bureau  of 
the  Budget  and  the  Congress.  The  Bureau  of  the  Budget  seems 
to  object  to  that  provision  and  just  taking  one  agency,  for  example, 
the  Treasury  Department  does  not  seem  too  enthusiastic  about  it. 
In  that  connection,  I  would  like  to  ask  whether  following  up  on  some 
of  Mr.  Brown’s  earlier  questions,  is  it  not  a  great  improvement  to  the 
GAO  in  its  operation  to  be  able  to  have  and  to  have  in  each  agency 
qualified  personnel  that  can  do  onsiglit  work  rather  than  the  old  sys¬ 
tem  where  you  received  a  mass  of  vouchers  and  went  over  those  one 
by  one  ? 

Mr.  Brasfield.  Of  course,  we  think  putting  our  people  out  on  the 
ground  where  the  operations  go  on  and  reviewing  their  management 
practices  and  the  way  they  are  carrying  out  their  program  is  much 
more  effective  than  sitting  at  a  desk  and  reviewing  vouchers. 

Mr.  Pincus.  In  your  opinion  you  cannot  do  as  effective  a  job  by 
merely  reviewing  papers  and  documents  after  the  fact  and  after  being 
received  from  the  agency  as  you  could  have  by  having  an  inside  view  of 
what  is  actually  going  on  in  the  agencies  ? 

Mr.  Brasfield.  I  think  there  are  2  or  3  questions  involved  in  that. 
I  would  like  to  comment  on  them  separately.  One,  I  think  we 
would  perhaps  all  agree,  including  those  who  have  worked  at  it,  to 
sit  behind  a  desk  examining  papers  at  another  location  is  not  an  effec¬ 
tive  way  as  talking  with  someone  about  it.  The  Bureau  of  the  Budget 
does  hold  hearings  to  discuss  their  budget,  so  you  have  a  measure  of 
it. 

I  do  not  want  to  get  too  far  into  the  way  the  Bureau  of  the  Budget 
runs  their  business.  They  can  more  properly  answer  it  themselves. 

I  know  that  the  Budget  Bureau  representatives  do  go  out  and  take 
field  trips  through  field  offices  and  that  sort  of  thing.  I  think  that  is 
helpful.  It  gives  them  a  better  idea  of  the  operations  being  carried 
on.  It  gives  the  agency  an  opportunity  to  discuss  with  them  many  of 
the  problems  that  you  do  not  have  time  to  do  in  a  hearing. 

Mr.  Brown.  Have  you  ever  by  chance  seen  any  of  the  communica¬ 
tions  or  recommendations  submitted  by  an  agency  to  the  Budget  Bu¬ 
reau  when  they  wanted  to  create  a  new  position  or  activity — the  write¬ 
up  ?  ... 

Mr.  Brasfield.  In  past  years  I  have,  and  from  my  experience  m  the 
executive  branch  I  have  seen  some  of  those. 

Mr.  Brown.  You  have  seen  some  of  ihose.  They  are  about  as  good 
as  any  real-estate  prospectus  that  ever  came  out  of  Florida.  Those 
are  submitted  to  the  Bureau  of  the  Budget  at  the  present  time. 
Wouldn’t  it  be  more  effective  and  conducive  to  greater  economy  and 
efficiency  if  the  Bureau  of  the  Budget  had  somebody  down  there  who 
knew  whether  the  activity  was  needed  or  not,  or  a  certain  employee  or 
group  of  employees,  and  was  an  expert  on  that  agency’s  particular 
field  of  activity?  Wouldn’t  that  be  helpful? 

Mr.  Brasfield.  I  cannot  disagree  with  the  statement  you  make.  I 
would  add  to  it  my  own  experience  in  the  executive  branch  would  indi¬ 
cate  to  me  that  the  Bureau  of  the  Budget  does  have  people  who  are 
familiar  with  those  things  by  reason  of  their  working  with  the 
agencies. 

Mr.  Brown.  Generally,  but  most  of  the  checking  is  done  down  in 
the  Budget  office. 
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Mr.  Brasfield.  There  is  a  problem  involved  in  this  that  in  part, 
accounts  for  the  reaction  you  get.  That  is  the  question  of  privity 
within  an  administrator’s  own  work  force.  For  a  period  of  time  when 
he  comes  up  with  the  budget  to  the  Budget  Bureau — and  I  think  it 
involves  the  same  problem  as  privity  within  the  executive  branch  be¬ 
fore  the  President  submits  his  budget — I  think  that  problem  gets  into 
this  section,  and  that  is  the  general  idea  of  having  someone  from  the 
Bureau  of  the  Budget  sit  in  your  administrative  council,  so  to  speak, 
in  an  agency  I  think,  is  repugnant  to  some  on  the  basis  that  you 
should  have  some  privacy  of  administration  before  some  outsiders 
come  into  your  business. 

Mr.  Brown.  Just  a  minute.  I  did  not  specifically  have  in  mind 
that  the  individual  should  sit  in  on  the  conferences  fixing  up  the 
budget  for  the  department,  but  he  would  certainly  be  consulted  if  he 
were  down  there.  He  would  be  consulted  by  the  Director  of  the 
Budget  when  they  went  over  the  budget  submitted  by  the  agency, 
and  he  should  be  in  a  better  position  to  suggest  which  item  be  accepted 
or  rejected. 

Mr.  Brasfield.  It  is  a  question  of  relationships  within  the  execu¬ 
tive  branch  and  it  is  a  difficult  one.  I  suspenct  that  one  of  the  things 
that  there  should  be  is  a  relatively  high  degree  of  flexibility  as  to 
the  manner  in  which  these  operations  are  carried  out  on  the  part  of 
any  agency  whether  it  be  the  Comptroller  General  or  the  Bureau  of 
the  Budget  or  the  Treasury. 

I  think  there  needs  to  be  left  to  the  Administrator  a  considerable 
degree  of  being  able  to  manage  his  own  business  with  the  resources 
that  he  has  to  get  the  best  results.  I  think  that  is  in  part  involved 
in  this  problem.  I  think  there  is  also  the  question  of  relationship 
and  as  I  say  the  privy  of  counsel  within  an  administrator’s  own  field. 

Mr.  Brown.  May  I  close  by  saying  that  for  20  years  I  have  seen 
considerable  in  the  way  of  appropriation  items  and  approved  by 
the  Bureau  of  the  Budget  when  it  came  up  that,  I  am  convinced 
were  not  studied  out  in  the  field  or  checked  very  closely,  or  the  items 
would  not  have  been  approved. 

They  have  taken  somebody’s  word  or  desire  for  it. 

Mr.  Brasfteld.  The  whole  process  occurs  over  a  relatively  short 
period  of  time  and  it  is  a  massive  operation  and  it  is  not  possible  cer¬ 
tainly  to  deal  with  each  and  every  item. 

Chairman  Dawson.  Any  further  questions  ? 

Mr.  Pincus.  I  have  one  more  on  that  point.  Do  you  think  that 
any  budget  examiner  could  possibly  be,  as  a  general  proposition,  as 
well  informed  as  your  own  auditors  in  the  agency? 

I  am  not  speaking  of  being  privy  to  any  conference  but  I  mean 
on  a  day-to-day  basis  or  as  well  informed  as  the  inspector  who  is  in 
the  agency  and  knows  what  goes  on  in  the  agency  on  a  day-to-day 
basis?  Regardless  of  how  many  annual  field  trips  he  might  make 
during  the  summer  or  any  other  type  of  visit  of  that  sort,  would 
you  think  that  would  be  possible? 

Mr.  Brasfield.  I  think  you  have  set  up  your  question  where  you 
have  your  own  answer.  It  seems  obvious  to  me  that  the  knowledge 
will  have  a  relationship  to  the  time  that  the  individual  spends  in  the 
agency  and  I  could  hardly  answer  your  question  in  any  other  way 
than  positively — the  way  you  proposed  it,  I  don’t  believe. 

The  Chairman.  Mr.  Henderson? 
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Mr.  Henderson.  What  are  the  arguments  for  the  retention  of  the 
present  budgeting  system  ? 

Mr.  Brasfield.  There  are  many  arguments  on  both  sides.  I  would 
be  glad  to  try  to  review  them  rather  briefly.  There  are  a  number 
of  actions  that  have  to  take  place  in  the  administration  of  funds. 
At  the  present  time  most  of  those  are  centered  on  the  obligation 
process,  with  the  thought  that  it  keeps  you  within  appropriations  and 
undoubtedly  at  one  time  it  was  probably  considered  that  it  also  led 

to  economy.  . 

I  think  we  are  dealing  here  in  part  with  a  question  of  the  govern¬ 
ment  catching  up  with  techniques  that  have  developed  in  business. 

This  same  discussion  of  costs  and  control  through  costs  is  some¬ 
thing  that  has  grown  up  in  the  private  business  world  within  the  last 
to  the  degree  of  emphasis  we  are  now  discussing — within  the  last  20 
years. 

There  is  the  necessity  to  control  funds,  whether  they  are  appro¬ 
priated  on  an  obligation  basis  or  accrued  expenditures.  The  control 
in  the  case  of  personnel  (salaries)  is  a  relatively  simple  one  either 
way  you  go  and  you  would  do  it  at  the  same  point  in  the  process. 

So  I  think  we  can  dismiss  as  not  being  significant  the  real  difference 
between  these  two  insofar  as  personal  services  and  expenses  and 
appropriations  of  the  ordinary  garden  variety. 

The  differences  develop  in  the  procurement  field.  The  difference 
is  one  of  timing.  It  seems  reasonable  to  assume  that  you  cannot 
ask  folks  to  tell  you  exactly  what  it  will  cost  to  procure  airplanes 
that  are  still  on  the  drawing  board.  But  as  they  approach  the  point 
of  contracting  for  those,  some  of  that  is  Government  furnished  equip¬ 
ment — many  different  things  come  together — when  you  come  within 
a  year  or  so  of  the  place  where  that  plane  is  coming  off  the  line  you 
should  have  rather  clear  ideas  of  both  when  it  will  be  delivered  and 
how  much  it  will  cost.  . 

It  is  at  that  point  that  the  cost  based  budget  will  give  both  the 
management  and  the  Congress  a  great  deal  of  information. 

I  think  this  should  be  relatively  clear  and  this  is  one  oi  the  reasons 
why  we  have  advocated  the  accrued  expenditure  appropriation  because 
we  think  it  will  enhance  congressional  control. 

If  it  enhances  congressional  control,  it  must  necessarily  take  dis¬ 
cretion  or  freedom  away  from  someone.  ^  ou  cannot  increase  con¬ 
gressional  control  without  a  diminution  of  agency  freedom  of  action. 

For  that  reason,  it  is  understandable  that  there  would  be  some¬ 
thing  less  than  complete  enthusiasm  on  the  part  of  the  operating 

agency.  , 

On  the  other  hand  we  feel  that  with  good  management  and  dealing 
effectively  with  the  Congress,  that  this  will  be  helpful  to  both.  Then 
it  will  clear  up  much  of  the  misunderstanding  which  now  exists.  You 
are  familiar  with  the  recurrent  confusion  each  year  in  the  foreign-aid 
program,  of  how  much  is  authorized,  how  much  is  available,  how 
much  is  obligated,  all  of  the  confusion  that  exists.  We  think  this 
would  go  a  long  way  to  straighten  that  out.  The  contracting  author¬ 
ity  or  advance  authorization  should  not  be  expected  to  be  detailed 
with  specific  individual  plans  but  rather  those  authorizations  should 

be  on  a  broader  basis.  , 

Then  as  you  come  up  to  the  point  where  it  is  reasonable  to  expect 
that  plans  will  be  detailed  and  costs  will  be  ascertained,  the  budget 


54 


BUDGET  AND  ACCOUNTING 


submitted  for  that  period  in  terms  of  accrued  annual  expenditures  for 
the  year  ahead  Congress  has  a  right  to  expect  rather  accurate  and 
detailed  work  plans. 

It  is  within  that  orbit— I  am  sure  this  is  a  very  broad  question  and 
we  conld  go  on  into  a  much  longer  discussion. 

I  will  be  also  glad  to  pursue  it  as  long  as  it  is  usefnl  to  you. 

Mr.  Henderson.  Thank  you.  Just  one  other  thing.  I  take  it  from 
your  statement  that  you  have  no  information  to  justify  the  Hoover 
Commission’s  statement  that  $4  billion  could  be  saved  by  the  enact¬ 
ment  of  these  recommendations  ? 

Mr.  Brasfield.  We  would  not  be  able  to  support  that  figure.  I 
would  have  to  repeat  that  it  is  hard  to  document  mistakes  you  do  not 
make.  That  is  true  of  what  we  are  talking  about  here. 

In  the  question  of  change  I  think  also  we  cannot  overlook  the  human 
resistance  to  change.  I  think  this  is  very  important  too.  The  depart¬ 
ment  or  agency  that  is  getting  along  pretty  well  and  has  satisfactory 
relationships  with  its  appropriation  subcommittee  would  have  a  tend¬ 
ency  not  to  change  anything.  If  they  were  in  trouble  and  so  forth, 
then  the  willingness  to  change  comes  much  more  readily. 

Chairman  Dawson.  You  have  spoken,  Mr.  Brasfield,  several  times 
of  your  experience  in  the  Government  and  you  stated  you  were  in  the 
executive  branch  and  now  you  are  with  the  GAO. 

Would  you  state  for  the  record  your  background  of  experience? 

Mr.  Brasfield.  I  am  a  certified  public  accountant.  I  spent  ap¬ 
proximately  20  years  in  the  executive  branch  in  the  business  type  activ¬ 
ities,  more  specifically  the  Farm  Credit  Administration,  of  which  I 
became  Comptroller,  the  Commodity  Credit  Corporation,  of  which  I 
was  both  Treasurer  and  Comptroller  at  different  periods.  I  trans¬ 
ferred  to  the  General  Accounting  Office  as  Assistant  Director  of  its 
Systems  Division  in  1952,  and  have  since  been  engaged  in  the  work  of 
the  General  Accounting  Office,  leading  up  to  my  present  assignment 
as  Assistant  to  the  Comptroller  General  in  the  Accounting  and  Audit¬ 
ing  area. 

Chairman  Dawson.  Thank  you.  In  the  light  of  your  past  experi¬ 
ence,  do  you  believe  that  legislation  is  indicated  at  all  ? 

Mr.  Brasfield.  It  is  both  the  position  of  the  office  and  my  personal 
opinion  that  achievement  of  the  basic  financial  provisions  of  the 
Hoover  Commission  recommendations  will  move  much  faster  if  they 
are  written  into  law,  and  I  refer  specifically  back  to  the  summary  I 
gave  to  Mr.  Jonas  earlier. 

Chairman  Dawson.  Does  this  legislation  create  any  possibilities 
that  Congress  will  be  deprived  of  certain  kinds  of  budgetary  infor¬ 
mation  ? 

Mr.  Brasfield.  I  can  only  believe  it  will  lead  to  greater  information 
to  the  Congress. 

Chairman  Dawson.  Do  you  think  that  is  beneficial  ? 

Mr.  Brasfield.  I  do,  sir. 

Chairman  Dawson.  Does  this  legislation  require  a  radical  change 
in  the  concept  of  a  balanced  budget  ? 

Mr.  Brasfield.  I  believe  that  recommendation  No.  7  of  the  Hoover 
Commission  when  tied  with  cost  budgeting  it  will  greatly  aid  toward 
reaching  a  balanced  budget  because  you  would  have  a  common  denomi¬ 
nator  to  deal  with.  When  we  now  look  at  whether  or  not  the  budget 
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is  balanced  in  terms  of  expenditures  and  we  appreciate  in  terms  of 
obligating  authority  the  two  never  come  together. 

Chairman  Dawson.  Does  this  legislation  also  impair  in  any  way 
the  accounting  responsibilities  of  the  GAO ;  in  other  words,  is  there 
any  revival  of  various  schemes  to  make  accounting  Avholly  an  execu¬ 
tive  function  f 

Mr.  Brasfield.  I  couldn’t  answer,  sir,  as  to  the  intent  or  the  objec¬ 
tives  of  individuals.  I  would  rest  on  the  testimony  that  I  have  already 
given.  We  do  not  understand  that  the  Hoover  Commission  recom¬ 
mendations  are  intended  to  change  the  functions  of  GAO. 

I  would  repeat  at  the  same  time  that  if  legislation  on  functions  is  to 
be  considered  that  all  of  the  three  coordinate  parts,  meaning  the  Sec¬ 
retary  of  the  Treasury,  the  Director  of  the  Bureau  of  the  Budget,  and 
Comptroller  General,  should  be  looked  at  concurrently. 

Chairman  Dawson.  It  ought  not  to  be  left  up  to  the  whim  of  suc¬ 
ceeding  persons  who  may  be  heads  of  any  department  and  we  ought 
to  make  it  a  requirement  by  law  where  we  consider  a  function  to  be 
essential. 

Mr.  Brasfield.  Insofar  as  dealing  with  a  general  statement  of  func¬ 
tions,  that  might  well  be  true. 

To  go  further  to  a  statutory  position,  I  think  you  may  create  a 
situation  that  would  become  outmoded  as  circumstances  in  the  world 
change  and  this  statutory  job  does  not  change.. 

Chairman  Dawson.  Don’t  you  think  it  is  better  to  secure  the  present 
benefit  in  the  light  of  the  past  conditions — secured  by  legislation  and 
then  amend  your  legislation  to  meet  what  the  future  might  bring 
rather  than  leave  it  in  the  air  when  it  is  not  operated  to  the  best  inter¬ 
ests  of  the  country  ? 

Mr.  Brasfield.  In  that  connection  I  would  say  as  to  the  basic  finan¬ 
cial  provisions,  yes.  As  to  the  question  of  whether  you  leave  it  to  the 
management  to  determine  organization  and  jobs,  I  think  that  is  a  more 
difficult  one  from  the  legislative  standpoint. 

Chairman  Dawson.  For  instance,  each  agency  regardless  of  size 
should  have  someone  to  meet  the  responsibility — we  won’t  call  him  a 
comptroller — but  whether  that  was  all  of  his  duties  or  not,  maybe  he 
had  other  things  to  do.  But  somebody  ought  to  be  charged,  with  that 
responsibility  in  each  agency. 

Mr.  Brasfield.  I  see  no  objection  to  that. 

Chairman  Dawson.  Then  why  not  make  that  a  provision  rather 
than  leave  it  up  to  the  discretion  of  the  Administration. 

Mr.  Brasfield.  As  long  as  you  do  not  create  a  statutory  job,  I 
would  say  yes. 

Chairman  Dawson.  Why  not  cerate  a  position  and  a  statutory  func¬ 
tion,  create  the  function  in  each  agency  ? 

Mr.  Brasfield.  Function,  yes. 

Chairman  Dawson.  And  say  that  a  person  shall  be  charged  with  that 
responsibility. 

Mr.  Brasfield.  The  function,  yes,  the  statutory  job  I  would  seriously 
question. 

Chairman  Dawson.  The  function  and  the  job  as  to  doing  the 
function,  so  it  seems  to  me. 

Mr.  Brown.  I  think  you  have  something  there,  Mr.  Chairman. 

Chairman  Dawson.  That’s  right. 
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What  we  want  to  do  is  charge  someone  in  every  agency  to  perform 
that  function  and  not  leave  it  up  to  the  direction  of  some  succeeding 
adminstrator. 

Mr.  Brown.  That’s  right. 

Mr.  Brasfield.  I  might  say,  Mr.  Chairman,  that  we  thought  you 
did  a  good  job  on  that  in  the  Budget  and  Accounting  Procedure  Act 
of  1950  of  placing  that  responsibility  on  the  head  of  the  agency  for 
the  first  time  in  the  history  of  our  Government. 

Chairman  Dawson.  There  must  be  some  reason  to  do  this  now  be¬ 
cause  you  admit  there  ought  to  be  somebody  in  there  charged  with 
that  responsibility.  Under  the  1950  act  that  does  not  hold  true 
today,  so  consequently  since  that  function  ought  to  be  there - 

Mr.  Brasfield.  If  your  purpose  is  to  impress  upon  the  head  of  the 
agency  whom  you  have  already  given  the  responsibility  in  the  statute 
for  the  function  that  he  should  carry  it  out  more  specifically,  I  would 
certainly  see  no  objection. 

Chairman  Dawson.  You  state  on  page  4,  at  the  bottom  of  the  second 
paragraph : 

We  strongly  recommend  the  inclusion  in  this  bill  of  further  amendments  to 
provide  for  stating  appropriations  on  an  accrued  expenditure  basis. 

Since  we  are  considering  this  legislation  in  the  Congress  and  since 
you  are  an  arm  of  the  Congress,  do  you  have  any  objection  to  providing 
us  with  those  amendments  that  you  think  would  make  this  bill 
stronger  ? 

Mr.  Brasfield.  We  will  be  glad  to  work  with  you  on  that. 

Chairman  Dawson.  We  appreciate  that  very  much.  Since  we  are 
holding  these  hearings  and  wish  to  bring  these  bills  up,  will  you  make 
time  available? 

Mr.  Brasfield.  We  will  do  our  best,  sir. 

Chairman  Dawson.  Thank  you. 

Mr.  Lipscomb  ? 

Mr.  Lipscomb.  In  view  of  the  question  you  asked,  I  am  sure  Mr. 
Brasfield  knows  I  have  the  deepest  interest  and  concern  for  the 
GAO. 

Chairman  Dawson.  We  all  do. 

Mr.  Lipscomb.  I  wouldn’t  support  or  put  my  name  on  legislation 
that  was  going  to  take  away  any  of  the  effectiveness  of  the  GAO  as 
an  arm  of  the  Congress.  The  prime  purpose  of  the  legislation,  in  my 
opinion,  is  to  strengthen  the  accounting  and  auditing  in  the  execu¬ 
tive  branch  of  Government. 

Mr.  Brown.  Will  you  yield  there? 

Mr.  Lipscomb.  Yes. 

Mr.  Brasfield.  I  believe  that  was  the  purpose  and  the  intent  of  the 
Hoover  Commission  and  that  certainly  would  be  my  purpose  and 
intent. 

Chairman  Dawson.  I  believe  your  legislation  was  designed  to  do 
that. 

Mr.  Brown.  Yes. 

Mr.  Lipscomb.  I  don’t  want  the  impression  to  get  out  from  your 
testimony  that  people  should  believe  that  the  GAO  has  the  func¬ 
tion  of  taking  care  of  the  auditing  functions  internally  within  the 
departments  of  the  executive  branch  of  Government. 

Your  prime  purpose  and  mission  isn’t  it,  is  to  work  on  the  account¬ 
ing  systems  and  also  on  the  joint  program  to  improve  accounting 
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■within  the  executive  branch  of  Government  in  coordination  with  the 
Bureau  of  the  Budget  and  the  Department  of  the  Treasury  ? 

Mr.  Brasfield.  I  am  not  sure  L  understand  you.  Perhaps  your 
■question  indicates  that  I  did  not  clearly  answer  it  before. 

Mr.  Lipscomb.  May  I  put  it  this  way  ?  The  GAO  does  not  do  the 
accounting  and  the  internal  accounting  of  the  departments  and  agen¬ 
cies  ?  You  do  the  auditing  ? 

Mr.  Brasfield.  That  is  right. 

We  work  with  them.  If  I  might  put  it  in  perspective  by  saying  the 
Budget  and  Accounting  Procedures  Act  of  1950  places  upon  the 
Comptroller  General  the  responsibilities  for  prescribing  principles 
and  standards  and  for  working  with  the  Budget  Bureau  and  the  Treas¬ 
ury  and  the  agency  in  the  development  of  such  principles.  The 
Comptroller  General  also  has  the  responsibilities  to  review  account¬ 
ing  systems  and  to  approve  them  when  they  meet  the  principles  and 
standards  which  he  has  laid  down. 

It  places  upon  the  head  of  the  agency  clearly,  and  that  was  done 
the  first  time  in  the  1950  act,  the  responsibility  to  install  and  main¬ 
tain  adequate  systems  of  accounting  and  internal  control. 

In  addition  to  that,  the  Comptroller  General  of  course  has  his  audit 
function,  which  includes  the  evaluation  of  their  accounting  systems 
as  a  part  of  his  audit  as  well  as  the  checking  of  the  accuracy  of  their 
work,  the  broadest  type  of  review  of  their  management  responsibili¬ 
ties. 

Mr.  Lipscomb.  As  long  as  legislation  is  passed  that  does  not  jeopard¬ 
ize  the  effectiveness  and  responsibility  of  the  GAO,  we  are  on  firm 
ground,  and  I  would  appreciate  it  if  the  GAO  see  or  read  into  this 
legislation  any  place  that  we  do  jeopardize  it  that  you  point  it  out  to 
the  subcommittee. 

Mr.  Brasfield.  We  will  be  glad  to  do  that.  If  that  is  addressed 
to  the  point  that  we  think  these  coordinated  responsibilities  should 
be  reviewed  together,  I  would  agree. 

Chairman  Dawson.  We  certainly  deeply  appreciate  it. 

Did  you  have  a  question,  Mr.  Poland? 

Mr.  Poland.  No,  I  did  not. 

Chairman  Dawson.  We  deeply  appreciate  your  testimony  and  the 
time  and  advice  you  have  given  us  and  we  appreciate  very  highly  if  we 
could  have  this  suggested  amendment. 

Mr.  Brasfield.  Thank  you,  sir.  We  will  be  glad  to  make  ourselves 
available  whenever  you  want. 

Chairman  Dawson.  Thank  you. 

We  have  with  us  Mr.  Heffelfinger,  who  is  Fiscal  Assistant  Secretary 
of  the  Department  of  the  Treasury. 

Mr.  Heffelfinger? 

STATEMENT  OF  WILLIAM  T.  HEFFELFINGER,  FISCAL  ASSISTANT 

SECRETARY,  TREASURY  DEPARTMENT;  ACCOMPANIED  BY  GIL¬ 
BERT  L.  CAKE,  ASSOCIATE  COMMISSIONER  OF  ACCOUNTS, 

TREASURY  DEPARTMENT 

Mr.  Heffelfinger.  Mr.  Chairman,  and  gentlemen,  I  am  William 
T.  Heffelfinger,  Fiscal  Assistant  Secretary  of  the  Treasury.  I  am 
accompanied  by  Mr.  Gilbert  L.  Cake,  our  Associate  Commissioner 
of  Accounts.  The  Treasury  has  submitted  various  reports  to  the 
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committee  on  the  pending  bills  and  our  comments  and  views  on  the 
Hoover  Commission  recommendations  are  combined  and  included  and 
restated  in  this  latest  report  dated  May  18,  1956,  from  the  Acting 
Secretary  of  the  Treasury  to  the  chairman  of  this  committee. 

I  will  be  glad  to  read  this  report  as  embodying  the  Treasury’s  views 
if  that  has  your  permission. 

Chairman  Dawson.  Yes. 

Mr.  IIeffelfinger  (reading)  : 


This  is  in  reply  to  your  letter  of  February  21  requesting  the  Department’s 
views  on  H.  R.  9402,  a  bill  to  improve  governmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other  purposes. 

The  hill  would  put  into  effect  most  of  the  recommendations  on  budgeting  and 
accounting  made  by  the  Commission  on  Organization  of  the  Executiie  Bianch 
of  the  Government  in  its  report  to  the  Congress  dated  June  1955. 

In  replying  recently  to  a  request  from  your  committee  for  comments  on  the 
Commission’s  report,  the  committee  was  told  that  the  Treasury  is  not  in  complete 
agreement  with  the  recommendation  for  organizing  the  accounting  function 
hut  that  it  is  in  favor  of  the  specific  suggestions  for  simplifying  and  improving 

accounting  procedures.  ...... 

The  Treasury’s  views  on  the  provisions  of  H.  R.  9402  are  furnished  in  the 

attached  memorandum. 

The  Department  has  been  advised  by  the  Bureau  of  the  Budget  that  there 
is  no  objection  to  the  submission  of  this  report  to  your  committee. 


Very  truly  yours, 


W.  Randolph  Burgess, 
Acting  Secretary  of  the  Treasury. 


The  views  of  the  Treasury  in  the  accompanying  memorandum  are 
as  follows : 

The  Treasury  is  in  general  agreement  with  the  objectives  of  sec¬ 
tions  1  (b),  2  (a),  2  (b),  and  3  of  the  bill,  which  are  to  increase  con¬ 
gressional  and  executive  control  over  expenditures.  These  sections 
would  carry  out  eight  recommendations  of  the  Commission,  which 
in  essence  are : 

Recommendation  No.  2:  Agencies  should  make  annual  operating 
reports  to  the  Bureau  of  the  Budget  which  in  turn  should  report  to 
the  President  on  performance  for  the  executive  branch  as  a  whole. 

Recommendation  No.  3 :  Cost  based  operating  budgets,  supplemented 
by  performance  reports,  should  be  used  internally  by  agencies. 

Recommendation  No.  4:  A  performance  type  executive  budget 
should  continue  to  be  used  and  should  be  adequately  supported  by 
program  costs  and  accomplishments. 

Recommendation  No.  5 :  Agencies  should  synchronize  their  organi¬ 
zation  structures,  budget  classifications,  and  accounting  systems. 

Recommendation  No.  6:  Agency  budgets  should  be  formulated  and 
administered  on  a  cost  basis.  *  * 

Recommendation  No.  13:  The  allotment  system  should  be  greatly 
simplified. 

Recommendation  No.  14:  Accounting,  budgeting,  and  financial  re¬ 
porting  should  be  on  an  accrual  basis. 

Recommendation  No.  16 :  Agencies  should  install  monetary  property 
accounting. 

Section  1  (a)  would  carry  out  recommendation  No.  22  of  the  Com¬ 
mission  for  the  preparation  by  the  Bureau  of  the  Budget  of  certain 
overall  financial  reports. 

It  is  not  clear  just  what  is  meant  by  “comprehensive  reports,  other 
than  purely  fiscal  reports”  which  the  bill  would  require  the  Director 
of  the  Bureau  of  the  Budget  to  prepare. 
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Ly  virtue  of  the  nature  of  the  Treasury’s  operations  as  the  financial 
department  of  the  Government,  it  is  the  source  of  a  great  deal  of 
fiscal  data  and  the  focal  point  of  much  of  the  Government’s  accounting 

therefore,  it  is  not  only  logical  but  practical  for  the  Treasury  to 
be  the  operating  center  of  accounting  and  financial  reporting  as  pro¬ 
vided  for  m  the  Budget  and  Accounting  Procedures  Act  of  1950. 

In  this  connection,  the  Treasury  now  prepares  various  central  re¬ 
ports  pertaining  to  receipts  and  expenditures,  the  status  of  appropria¬ 
tions,  the  public  debt,  foreign  currencies,  assets  and  liabilities  of 
executive  agencies,  long-range  commitments  and  contingencies,  and 
other  reports  having  to  do  with  the  Government’s  finances  from  an 
overall  standpoint,  there  appears  to  be  no  real  necessity  or  advan¬ 
tage  to  make  the  Bureau  of  the  Budget  which  is  essentially  a  staff 
agency  of  the  I  resident,  an  operating  agency  instead  of  the  Treasury 
in  this  respect.  J 

Section  1  (c)  of  the  bill  would  carry  out  recommendation  No.  1  (b) 
of  the  Commission  that  qualified  employees  of  the  Bureau  of  the 
Budget  be  placed  m  important  agencies  as  working  contacts.  The 
Bureau  of  the  Budget  already  has  close  working  relationships  on 
budgetary  matters  with  the  executive  agencies,  and  the  Treasury 
doubts  that  the  advantages  of  implementing  this  recommendation 
would  warrant  the  added  expense. 

io^cti°n2  (c)  the  bill  relates  to  recommendations  Nos.  10, 11,  and 
.  °±  t]T\e  Commission  for  the  establishment  of  an  office  of  accounting 
m  the  Bureau  of  the  Budget  and  the  establishment  of  the  position  of 
comptroller  m  the  principal  agencies  of  the  Government. 

The  President  has  recently  approved  plans  and  has  requested  the 
Congress  to  provide  funds  to  have  the  Bureau  of  the  Budget  tove 
gi eater  emphasis  in  its  work  to  the  evaluation  and  advancement  of 
administration  in  the  executive  agencies,  as  a  means  of  more  rapidly 
bringing  on  improvement  in  organization  and  management,  including 
more  effective  budgeting  and  accounting  practices,  throughout  the 
executive  branch. 

In  line  with  this  objective,  an  Assistant  Director  of  the  Bureau  of 
the  Budget,  with  extensive  experience  in  public  accounting,  has  been 
given  the  responsibility  of  developing  and  supervising  an  expanded 
accounting  program  for  the  Bureau  and  of  providing  leadership  on 
behalf  of  the  Bureau  in  increasing  the  impetus  to  accounting  reforms 
throughout  the  Government. 

The  Treasury  does  not  believe  it  is  necessary  or  desirable  to  require 
the  establishment  of  the  position  of  comptroller  in  all  agencies  regard¬ 
less  of  the  need  or  circumstances  which  might  prevail  in  a  particular 
agency. 

Such  action  would  be  a  retrogressive  step  from  the  progress  already 
made  in  the  direction  of  making  the  heads  of  agencies  responsible  for 
proper  internal  organization  and  alinement  of  functions.  For  ex¬ 
ample,  Reorganization  Plan  No.  26  of  1950  places  such  responsibility 
on  the  Secretaiy  of  the  Treasury,  therefore,  if  the  position  of  comp¬ 
troller  should  be  considered  necessary  or  desirable,  legislation  would 
not  be  necessary  to  establish  the  position  and  functions. 

Section  4  of  the  bill  would  carry  out  recommendation  No.  17  of  the 
Commission  that  the  accounting  for  the  payment  of  old  claims,  under 
each  appropriation  title,  be  simplified. 
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Two  bills,  S.  3362  and  H.  R.  9593,  have  been  introduced  in  the 
Congress  to  implement  not  only  this  recommendation  but  also  recom¬ 
mendation  No.  18  of  the  Commission  to  simplify  the  payment  of  certi¬ 
fied  claims.  The  Treasury  collaborated  with  the  Bureau  of  the  Budget 
and  the  General  Accounting  Office  in  the  drafting  of  such  legislation. 

Section  5  (a)  (1)  of  the  bill  would  give  effect  to  recommendation 
No.  20  of  the  Commission  that  the  Bureau  of  the  Budget  and  the 
General  Accounting  Office  make  a  study  with  the  view  to  eliminating 
duplication  of  accounting  in  the  Treasury  and  between  the  Treasury 

and  other  agencies.  . 

The  Treasury  is,  of  course,  in  favor  of  the  elimination  of  duplication. 

The  joint  accounting  program  is  dedicated  to  the  elimination  of 
duplication  in  accounting,  and  related  paperwork  and  procedures, 
wherever  it  may  exist  in  or  between  agencies  of  the  Government,  in¬ 
cluding  the  Treasury  Department. 

Major  accomplishments  under  this  policy  are  described  in  the  an¬ 
nual  reports  of  progress  of  the  joint  program.  Hence,  the  Treasury  | 
does  not  believe  that  additional  studies,  as  recommended  by  the  Com¬ 
mission,  are  necessary. 

Section  5(a)  (2)  of  the  bill  would  carry  out  recommendation  No.  25 
of  the  Commission  that  the  Bureau  of  the  Budget  and  the  General 
Accounting  Office  make  a  study  to  determine  the  adequacy  of  internal 
auditing  in  agencies.  The  Treasury  would  have  no  objection  to  such 
a  study. 

That  embodies  our  views,  Mr.  Chairman. 

Chairman  Dawson.  In  other  words,  you  are  against  the  bill? 

Mr.  Heffelfinger.  Not  particularly  against  the  bill.  We  are  in 
favor  of  the  objectives  of  the  bill,  but  whether  the  language  of  the  bill 
is  a  proper  vehicle  to  carry  those  out,  we  raise  some  questions. 

Chairman  Dawson.  Mr.  Lipscomb. 

Mr.  Lipscomb.  If  we  could  go  into  his  comments  on  section  1  (a)  on 
the  reporting.  If  the  provisions  of  the  bill  that  you  agree  with  were 
put  into  effect,  wouldn’t  it  be  necessary  for  the  Bureau  of  the  Budget 
to  receive  the  reports  that  you  object  to  being  transferred  to  the 
Bureau  ? 

Mr.  Heffeefinger.  We  feel  that  we  have  the  basic  data  to  prepare 
the  reports.  We  do  prepare  the  reports.  Copies  of  those  reports  go  1 
to  the  Bureau  of  the  Budget,  The  Bureau  of  the  Budget  today  can 
require  any  reports  or  data  it  needs  to  effectuate  its  functions. 
Agencies  will  submit  them.  Many  agencies  are  required  to  submit 
comprehensive  reports  to  the  Congress.  Just  what  is  intended  by 
the  comprehensive  report  to  the  Budget  is  something  we  cannot  under¬ 
stand.  We  feel  you  should  spell  out  more  precisely  the  kind  of 
reports. 

Mr.  Lipscomb.  Mr.  Chairman,  with  your  permission  I  would  like 
to  read  a  section  from  the  Hoover  Commission  report  in  regard  to  this 
recommendation  and  see  if  this  is  true.  It  says : 

Existing  financial  reporting  fails  to  provide  comprehensive  and  meaningful 
information  with  respect  to  the  operations  and  assets  and  liabilities  of  the  Gov¬ 
ernment  as  a  whole  as  well  as  for  major  specific  component  activities.  Financial 
facts  are  lacking  which  would  inform  the  citizen  of  what  the  Government  owns 
and  owes,  the  extent  of  its  contingent  liabilities,  and  the  cost  of  its  operations. 
The  fiscal  reports  presently  published  by  the  Treasury  Department,  although 
important,  deal  essentially  with  cash  and  related  transactions.  As  a  result  their 
utility  is  limited. 
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The  preparation  and  publication  of  comprehensive  central  reports  should  be 
a  function  of  the  Bureau  of  the  Budget,  to  be  exercised  by  the  proposed  Assistant 
Director  for  Accounting. 

The  Bureau  should  develop  these  reports  from  financial  information  furnished 
by  the  executive  agencies,  including  summary  fiscal  information  furnished  by 
the  Treasury  Department. 

That  is  the  thought  behind  this  recommendation. 

Mr.  Heffelfinger.  That  was  written  over  a  year  ago.  In  the  joint 
accounting  program,  that  has  been  one  of  the  objectives,  to  strengthen 
the  financial  reporting  of  the  Government.  In  line  with  that  program 
we  have  recently  made  provision  to  obtain  that  information  and  to 
publicize  it.  It  is  now  embodied  in  Treasury  regulations  requiring 
agencies  to  submit  information  on  assets  and  liabilities,  contingent 
liabilities,  and  things  of  that  sort.  As  a  matter  of  fact,  the  Treasury 
for  years  has  been  assemblng  that  data  and  it  has  been  publishing 
data  in  those  fields.  It  has  not  been  as  comprehensive  as  possibly  the 
Commission  intended,  and  that  is  the  intention  of  our  current  reports, 
I  to  include  all  agencies  and  all  phases  of  Government  in  the  reports 
of  assets  and  liabilities  and  in  the  reports  of  contingent  assets  and 
contingent  liabilities,  things  of  that  sort. 

I  will  be  glad  to  submit  for  the  record  a  copy  of  the  Treasury’s  regu¬ 
lation  issued  some  months  ago  calling  for  these  reports.  This  has 
been  a  part  of  the  continuing  program  to  improve  accounting  and 
budgeting  in  the  Government  that  we  are  participating  in  with  the 
Bureau  of  the  Budget  and  the  Comptroller  General. 

Chairman  Dawson.  You  say  some  months  ago.  How  many  months 
ago? 

Mr.  Cake.  The  regulation  was  issued  in  February.  The  Treasury 
has  had  regulations  in  this  field  for  a  good  many  years.  For  quite 
a  while  they  were  joint  regulations  with  the  Bureau  of  the  Budget, 
but  we  obtained  this  type  of  financial  information  and  data ;  that  is, 
in  the  proprietary  field  of  assets  and  liabilities,  confined  largely  to  the 
corporations.  Our  regulations  issued  last  February  would  extend 
this  type  of  reporting  to  all  revolving  funds  of  the  Government. 

Chairman  Dawson.  That  is  1956  ? 

Mr.  Cake.  Yes,  sir.  That  is  1956.  And  this  regulation  likewise 

(provides  a  basic  framework  for  bringing  all  agencies  of  the  Govern¬ 
ment  into  this  type  of  reporting. 

Mr.  Heffelfinger.  The  regulation  was  preceded  by  many  months 
of  discussion  with  the  agencies  concerned.  We  wanted  to  be  sure  it 
didn’t  impose  an  unwarranted  burden  on  the  agencies.  We  worked 
with  the  agencies,  the  Budget  Bureau  and  the  GAO  for  nearly  a  year 
before  finally  revising  the  regulations. 

Chairman  Dawson.  Was  that  before  or  after  the  creation  of  the 
Hoover  Commission  or  the  issuance  of  its  report  ? 

Mr.  Heffelfinger.  It  may  have  been  afterward.  That  was  part 
of  the  impetus  we  have  had.  We  have  been  giving  most  of  our  atten¬ 
tion  to  our  basic  accounting  program  in  the  Treasury.  We  have  had 
to  do  first  things  first.  We  don’t  have  sufficient  staff  to  operate  in  all 
areas.  We  got  our  central  accounts  established  and  then  these  report¬ 
ing  adjustments  are  coming  along  following  that. 

Chairman  Dawson.  So  your  studies  were  based  on  the  Hoover 
reports,  were  they  ? 

Mr.  Heffelfinger.  Yes.  They  preceded  the  Hoover  reports  in 
some  respects. 
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Chairman  Dawson.  At  the  time  the  Hoover  Commission  made  this 
study  there  was  a  need  for  the  study  and  the  recommendations  they 
made,  in  your  judgment? 

Mr.  Heffelfinger.  I  believe  they  intended  we  have  a  more  elaborate 
reporting  system  than  we  had  at  that  time. 

Chairman  Dawson.  Since  you  have  voluntarily  carried  them  out, 
what  objection  do  you  see  to  Congress  legislatively  requiring  that  from 
now  on  you  make  these  studies  ? 

Mr.  Heffelfinger.  We  are  objecting  to  placing  this  function  in  the 
Bureau  of  the  Budget.  If  seems  to  be  a  logical  function  in  the 
Treasury. 

Chairman  Dawson.  You  think  it  should  logically  be  placed  in  the 
Treasury  Department  rather  than  in  the  Bureau  of  the  Budget  ? 

Mr.  Heffelfinger.  That  is  right.  Where  the  1950  act  required  that 
it  be  placed.  We  think  it  would  require  a  duplicate  organization  to  be 
set  up  in  the  Bureau  of  the  Budget. 

Mr.  Lipscomb.  What  difference  does  it  make  whether  these  reports 
come  to  the  Bureau  of  the  Budget  to  supplement  the  intentions  of  this 
act  or  whether  the  reports  come  to  you  ?  Can't  you  interchange  them 
without  difficulty  ? 

Mr.  Heffelfinger.  We  do.  When  we  get  the  reports  we  prepare 
a  consolidated,  combined  report  at  the  same  time  for  the  Government. 
In  doing  that  the  reported  figures  ai-e  tied  in  and  reconciled  with  the 
cash  operations  of  the  Treasury.  Then  the  Bureau  of  the  Budget  is 
one  of  the  users  of  those  reports  as  well  as  other  agencies  of  the  Gov¬ 
ernment.  We  are  in  constant  touch  with  the  Bureau  of  the  Budget 
to  furnish  them  whatever  reports  they  require. 

Mr.  Lipscomb.  What  objection  do  you  have  to  the  Bureau  of  the 
Budget  having  the  reports  so  they  can  utilize  them  all  the  time  ?  What 
objection  do  you  have  to  the  reports  going  to  the  Bureau  of  the  Budget 
and  your  picking  them  up  from  the  Bureau  of  the  Budget? 

Mr.  Heffelfinger.  You  can't  escape  the  basic  data  of  the  Govern¬ 
ment's  fiscal  operation  being  maintained  on  the  books  of  the  Treasury, 
and  we  feel  that  all  financial  reports  of  the  Government  should  be  tied 
into  the  basic  fiscal  accounts,  the  cash  operations  of  the  Treasury.  To 
set  up  a  new  reporting  system  in  another  agency  of  the  Government 
is  naturally  going  to  result  in  duplication.  The  Bureau  of  the  Budget 
would  have  no  way  of  reconciling  the  reports  it  receives  with  the  cash 
operations  of  the  agency.  They  can  accept  the  report  and  make  a 
consolidated  statement.  But  they  cannot  be  assured  that  the  reports 
received  from  the  agency  are  tied  in  and  reconciled  with  the  financial 
accounts  maintained  on  the  Treasury’s  books  without  setting  up  a 
rather  elaborate  duplicating  agency.  That  is  our  point,  sir. 

Mr.  Lipscomb.  Are  you  talking  about  setting  up  a  larger  agency 
than  would  be  envisioned  in  setting  up  this  staff  in  the  Bureau  of  the 
Budget  and  creating  a  director  of  accounting  ? 

Mr.  Heffelfinger.  We  feel  any  agency  that  is  duplicating  another 
agency’s  functions  will  require  an  organization.  How  large  an  organi¬ 
zation  would  be  required  I  don’t  know.  It  depends  how  wide  the 
term  “comprehensive  report”  is  interpreted. 

Mr.  Lipscomb.  In  my  mind  T  don’t  see  what  the  difference  is  whether 
it  goes  to  the  Bureau  of  the  Budget  or  to  the  Treasury;  you  both  get 
the  reports. 
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Mr.  Heffelfinger.  Yes;  but  it  is  one  thing  to  get  the  reports  and 
another  thing  to  determine  whether  those  reports  are  tied  in  with  the 
overall  fiscal  record  of  the  Government.  So  that  one  agency  won't  be 
reporting  one  thing  to  one  bureau  and  another  thing  to  another.  They 
should  have  consistent  reports. 

Chairman  Dawson.  You  don’t  object  to  these  reports  being  sub¬ 
mitted  to  you,  to  the  Treasury  ? 

Mr.  Heffelfinger.  No,  sir;  that  is,  under  the  existing  law,  our 
responsibility. 

Chairman  Dawson.  And  you  don’t  object  for  the  purposes  of  fol¬ 
lowing  the  expenditures  and  setting  up  a  correct  budget  that  the  same 
reports  be  submitted  to  the  Bureau  of  the  Budget?  Those  are  2 
different  functions  that  are  involved  there,  2  different  objectives  to  be 
reached.  You  don’t  make  up  the  budget. 

Mr.  Heffelfinger.  The  Treasury  itself  has  to  prepare  certain  re¬ 
ports. 

Chairman  Dawson.  Surely  you  hold  the  money. 

Mr.  Heffelfinger.  When  we  have  reports  from  agencies,  we  in 
turn  consolidate  them  into  a  report  which  the  Budget  Bureau  uses. 
Those  reports  are  tied  to  the  basic  accounts  of  the  Treasury.  The 
agencies  do  not  make  those  reports.  That  is  a  report  prepared  by  the 
Treasury.  If  you  are  going  to  set  up  a  duplicating  reporting  system 
in  the  Bureau  of  the  Budget,  we  think  it  is  not  justified. 

Chairman  Dawson.  For  purposes  of  appropriations,  the  Bureau 
of  the  Budget  would  be  the  logical  place  to  sift  out  the  immediate 
appropriations.  You  don’t  do  that  in  the  Treasury. 

Mr.  Heffelfinger.  No,  sir;  we  do  not. 

Chairman  Dawson.  In  order  to  do  that,  we  must  have  reports  from 
the  agency. 

Mr.  Heffelfinger.  They  do.  They  get  voluminous  reports  and 
justifications  for  appropriations  today. 

Chairman  Dawson.  I  don’t  see  a  conflict  of  function  here.  You  get 
it  for  one  purpose  and  they  get  it  for  another. 

Mr.  Heffelfinger.  We  read  the  bill  as  providing  for  their  publica¬ 
tion  of  these  reports.  If  that  is  not  intended,  maybe  we  have  misinter¬ 
preted  the  bill.  I  do  not  know. 

Mr.  Lipscomb.  Would  you  have  any  objection  to  the  reports  as 
suggested  by  a  previous  witness  just  being  included  in  the  budget 
document  ? 

Mr.  Heffelfinger.  They  get  a  number  of  reports  which  are  now  in¬ 
cluded  in  the  budget  document.  No,  sir ;  that  is  not  our  function. 

Mr.  Lipscomb.  Well,  then,  really  it  is  just  a  question  of  interpreta¬ 
tion  of  what  we  mean  here. 

Mr.  Heffelfinger.  By  “comprehensive  reports”  from  the  agencies 
to  the  Bureau  of  the  Budget. 

Mr.  Lipscomb.  Mr.  Chairman,  as  I  said,  I  don’t  see  any  conflict  here. 
They  both  get  reports. 

Chairman  Dawson.  I  don’t  either.  That  is  what  I  am  trying  to  find 
out,  the  conflict. 

Mr.  Lipscomb.  You  agree,  sir,  that  our  Government  accounting  pro¬ 
cedures  can  stand  having  a  close  look  made  at  them  ? 

Mr.  Heffelfinger.  We  do,  sir.  We  have  been  working  in  the  joint 
program  for  5  years  toward  that  end.  We  think  a  great  deal  has  been 
accomplished  by  the  joint  cooperative  effort,  but  it  is  something  that 
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you  cannot  do  overnight.  If  you  have  had  experience  with  Govern¬ 
ment,  as  Mr.  Brasfield  points  out,  it  takes  considerable  time  to  lead 
all  the  constituent  units  into  any  overall  change  for  the  Government. 

Mr.  Lipscomb.  But  you  also  feel  that  there  can  be  more  initiative 
put  in  on  the  program  and  that  it  can  be  strengthened  ? 

Mr.  Heffelfinger.  Initiative  will  be  encouraged  if  Congress  en¬ 
acts  this  legislation,  these  legislative  provisions  which  are  essential,  if 
they  want  to  adopt  them — cost-based  budgets,  appropriations  on  ac¬ 
crued-expenditure  bases — that  is  required  before  any  further  progress 
in  this  direction  can  be  made  in  the  joint  program.  If  Congress  enacts 
that,  that  in  itself  would  be  the  impetus  that  is  needed. 

Mr.  Lipscomb.  It  may  take  away  some  of  the  reluctance  that  cer¬ 
tain  departments  and  agencies  have  to  go  along  with  the  suggestions 
of  the  Treasury  Department  and  the  Bureau  of  the  Budget  and  the 
Comptroller  General. 

Mr.  Heffelfinger.  I  think  you  will  find  that  agencies  in  the  fields 
•where  we  can  proceed  have  been  very  cooperative  when  it  is  within 
their  means  to  do  so.  There  are  certain  points  to  which  the  agencies 
cannot  go,  and  neither  can  we  go  in  the  joint  program,  without  hav¬ 
ing  some  further  indication  of  the  desires  of  Congress. 

Mr.  Lipscomb.  How  many  people  in  the  Treasury  work  on  the  joint 
program  to  improve  accounting  ? 

Mr.  Heffelfinger.  Mr.  Cake  has  been  our  principal  liaison. 

Mr.  Lipscomb.  Just  one? 

Mr.  Heffelfinger.  He  works  through  a  staff. 

Mr.  Cake.  We  have  about  15  people  as  a  central  staff.  Of  course, 
the  accounting  staffs  in  the  various  bureaus  of  the  Treasury  Depart¬ 
ment  likewise  contribute.  But  the  staff  working  directly  on  the  pro¬ 
gram  constitutes  about  15  people. 

Mr.  Lipscomb.  Fifteen  people  ? 

Mr.  Cake.  On  the  average.  I  can  supply  the  exact  number  for  the 
record  if  you  wish. 

Mr.  Lipscomb.  This  is  not  criticism,  but  you  cannot  go  far  in  this 
program  with  15  people. 

Mr.  Heffelfinger.  The  General  Accounting  Office  has  been  fur¬ 
nishing  the  spearhead  in  the  joint  accounting  program,  and  they  have 
a  great  many  employees  in  their  Accounting  Systems  Division  to  carry 
out  much  of  the  detail  work. 

Mr.  Lipscomb.  Does  the  Treasury  Department  have  anything  to  do 
at  all  with  the  records  and  documents  in  the  agencies  that  support 
justification  for  budgets,  and  things  of  that  sort  ? 

Mr.  Heffelfinger.  No,  we  do  not. 

Mr.  Lipscomb.  So  that  we  cannot  help  but  get  the  impression,  at 
least  sitting  on  the  subcommittee,  that  these  reports  going  to  the 
Bureau  of  the  Budget  would  have  a  great  deal  of  significance  as  a 
result  of  what  is  intended  by  this  legislation  ? 

Mr.  Heffelfinger.  As  we  view  it,  the  Budget  Bureau  gets  all  the 
reports  that  are  now  required  to  justify  appropriations.  We  furnish 
any  information  that  the  Budget  Bureau  requires  in  justification  of 
our  appropriations.  I  am  sure  other  agencies  must  do  likewise. 

Chairman  Dawson.  There  isn’t  any  need  to  set  up  a  better  account¬ 
ing  system  at  all,  if  everything  is  all  right;  is  that  right? 

Mr.  Heffelfinger.  We  don’t  say  that.  We  are  working  and  have 
set  up  what  we  feel  is  a  better  accounting  system  for  the  Government  as 
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a  whole.  For  the  last  5  years  we  have  been  working  in  that  direction. 
The  accounting  system  of  the  Treasury  has  been  improved.  It  has 
been  improved  in  a  sense  that  it  is  also  coordinated  with  the  improve¬ 
ments  being  made  in  other  agencies  and  it  is  producing  information 
now  which  the  Congress  can  utilize  in  the  field  of  appropriations  and 
obligations  and  unobligated  balances,  and  things  of  that  sort,  under  the 
present  system. 

Mr.  Lipscomb.  Mr.  Chairman,  in  the  work  of  this  subcommittee 
and  with  some  little  knowledge  that  I  have,  you  just  cannot  give  the 
public  the  impression  that  there  needs  to  be  no  correction.  I  don  t 
know  what  the  Treasury  lias  to  do  at  this  point  with  the  obligated 
funds  and  unobligated  and  unexpended  funds,  but  I  have  in  front 
of  me  a  report  of  the  General  Accounting  Office  on  the  Examination 
of  Department  of  Defense  Certification  Under  Section  1311.  Have 
you  had  a  chance  to  see  that? 

Mr.  Heffelfinger.  I  believe  I  saw  that,  generally. 

Mr.  Lipscomb.  For  instance,  just  one  item  in  here,  says: 

Expenditure  data  on  the  installation  records  do  not  agree  by  hundreds  of 
millions  of  dollars  with  the  official  expenditures  reported  by  the  Army  and 
Air  Force  in  reporting  official  year-end  balances  and  issuing  certifications. 

It  also  says : 

The  records  and  documents  supporting  unliquidated  obligation  balances  are 
not  in  such  form  as  to  facilitate  audit  and  reconciliation. 

Mr.  Heffelfinger.  That  is  the  accounting  of  the  agency. 

Mr.  Lipscomb.  These  are  the  things  which  we  are  trying  to  straighten 
out.  If  the  Department  of  the  Treasury  is  not  too  concerned  about 
the  type  and  adequacy  of  the  report  you  are  now  getting,  why  isn  t 
this  legislation  strengthening  this  a  good  thing,  and  why  shouldn  t 
the  reporting  to  the  Bureau  of  the  Budget  also  be  done  with  work 
on  this  type  of  thing  year  in  and  year  out  ? 

Mr.  Heffelfinger.  We  do  get  those  reports  now.  They  are  picked 
up  in  our  central  accounts,  but  we  canont  go  back  to  the  agency  and 
determine  whether  those  reports  are  accurate  or  not..  That  is  the 
function  of  the  Comptroller  General  who,  in  turn,  audits  the  reports 
which  the  agency  sends  out.  He  can  point  out  whether  those  reports 
are  accurate  and  whether  they  balance  with  the  books  of  the  agencies. 
That  is  part  of  our  system  at  the  moment.  The  accounts  are  predi¬ 
cated  upon  the  reports  of  the  agencies  and  it  is  the  function  of  the 
Comptroller  to  audit  those  reports  and  determine  whether  they  are 
correct. 

Chairman  Dawson.  Any  further  questions  ? 

Mr.  Lipscomb.  No,  Mr.  Chairman. 

Do  you  anticipate  that  perhaps  we  will  have  witnesses  such  as 
the  Treasury  people  back  again  if  we  need  them? 

Chairman  Dawson.  I  am  quite  sure  they  will  be  happy  to  come 
back. 

Mr.  Heffelfinger.  We  will  be  very  happy  to  come  back. 

Chairman  Dawson.  Any  further  questions  ? 

Mr.  Henderson  ? 

Mr.  Henderson.  I  would  like  to  ask  Mr.  Heffelfinger  if  he  would 
give  us  his  views  on  those  recommendations  on  the  change  to  a  cost- 
based  accounting  system,  and  so  forth,  to  which  he  has  no  objections, 
and  to  state  what  the  arguments  are  for  retaining  the  present  system. 
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Mr  Heffelfinghr.  I  think  generally  it  is  felt  that  as  the  Congress 
and  the  agencies  are  supplied  with  greater  information  showing  the 
costs  of  particular  operations  and  functions,  they  will  then  become 
more  conscious  of  what  is  involved  in  the  appropriating  process- 
enacting  appropriations  for  particular  functions — that  you  give  more 
attention  to  what  that,  function  is,  what  it  is  costing  for  that  function 
what  that  function  is  producing  and  you  would  be  more  apt  to  have 
a  closer  control  of  appropriations  with  that  procedure  than  you  can 
get  now  under  the  existing  form  of  appropriation.  I  think  that  is 
essentially  what  the  new  recommendations  boil  down  to  in  my  opinion 

Mr.  Henderson.  That  is  all. 

Mr.  Poland.  Could  I  ask  one  question  ? 

Chairman  Dawson.  Surely.  Mr.  Poland. 

Mr.  Poland.  I  was  interested  in  the  concept  advanced  by  Mr.  Bras- 
field  a  while  ago  to  the  effect  that  any  increase  in  executive  control 
represented  a  corresponding  decrease  in  congressional  control  or  the 
converse,  that  they  are  reciprocal  functions.  I  noticed  you  stated  at 
the  beginning  here  that  the  objectives  are  to  increase  congressional 
and  executive  control  over  expenditures.  How  would  that  happen? 

.  Mr.  Heffelfinger.  Well,  taking  the  Treasury’s  operation  as  an 
illustration,  the  one  with  which  I  am  familiar,  as  we  in  our  account- 
ing  system  produce  more  information  as  to  the  expense  of  performing 
a  particular  function,  we  then  direct  our  attention  to  looking  at  that 
function,  to  looking  at  that  cost  and,  if  possible,  to  getting  that  cost 
down.  Why  is  it  so  high  in  relation  to  other  functions?  Why  do 
some  bureaus’  costs  exceed  some  other  bureaus’  costs  ?  We  try  to  pin¬ 
point  that. 

In  the  executive  control  of  our  appropriation,  the  Secretary  takes 
that  into  consideration.  When  it  gets  to  the  Congress,  you  can  do 
likewise.  'I  on  can  do  it  on  a  broader  base  as  to  program,  as  to  specific 
items  of  administrative  cost.  You  can  find  out  a  particular  program 
and  the  component  parts  of  that  program,  the  administrative  costs 
and  the  other  beneficial  costs,  and  things  of  that  sort. 

Mr.  Poland.  Your  answer  is  that  it  would  really  increase  the  depart¬ 
mental  control  in  the  first  instance  ? 

Mr.  Heffelfinger.  Yes,  in  the  first  instance. 

Mr.  Poland.  And  it  could  also  increase  congressional  control  ? 

Mr.  Heffelfinger.  That  is  right. 

Mr.  Poland.  How  would  that  affect  the  authority  of  the  Comptroller 
General  in  establishing  principles  in  respect  to  related  procedures  in 
accounting  systems? 

Mr.  Heffelfinger.  In  some  of  our  earlier  reports  we  have  raised  a 
question  on  that  as  to  whether  there  is  any  intent  here  to  make  any 
change  by  legislative  function  in  the  Bureau  of  the  Budget.  We  feel 
it  would  be  unwise  to  have  responsibilities  legislated  in  both  agencies. 

Mr.  Poland.  You  feel  it  is  perhaps  ambiguous  as  it  now  stands? 

Mr.  Heffelfinger.  If  that  can  be  interpreted  that  way.  We  feel 
you  shouldn’t  attempt  to  legislate  accounting  functions  in  the  Bureau 
of  the  Budget  without  giving  very  serious  consideration  as  to  what 
functions  you  are  legislating  to  the  Bureau  of  the  Budget  and  what 
you  are  allowing  to  remain  in  GAO. 

Mr.  Poland.  Is  there  any  confusion  left  as  to  the  joint  responsibili¬ 
ties  of  the  Bureau  of  the  Budget  and  the  Comptroller  General  and 
the  Treasury  ? 
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Mr.  Heffelfinger.  None  whatsoever. 

Mr.  Poland.  That  is  clear  ? 

Mr.  Heffelfinger.  Yes. 

Mr.  Poland.  Is  the  question  equally  clear  with  respect  to  Reorgani¬ 
zation  Plan  26  of  1950  ? 

Mr.  Heffelfinger.  The  Treasury  feels  that  that  was  a  very  progres¬ 
sive  step  in  Treasury  organization,  Reorganization  Plan  26,  which 
puts  all  the  power  of  the  Treasury  in  the  Secretary  of  the  Treasury. 
He  is  responsible  for  operating  the  Treasury.  No  subordinate  official 
is.  The  Secretary  makes  his  subordinates  accountable  to  him  for  their 
operations,  of  course.  But  that  is  our  principal  objection  to  setting 
up  a  subordinate  officer  with  independent  statutory  duties  which  take 
away  from  the  duties  of  the  Secretary  of  the  Treasury. 

We  had  that  before  Reorganization  Plan  26.  There"  were  statutory 
duties  in  a  number  of  subordinate  officials  in  the  Treasury  which  the 
Secretary  had  no  jurisdiction  over. 

Mr.  Poland.  I  have  no  more  questions. 

Chairman  Daavson.  Mr.  Brasfield  was  asked  this  question :  Does 
this  legislation  impair  in  any  way  the  accounting  responsibilities  of 
GAO?  His  answer  was  that  it  did  not  in  his  judgment.  Do  you 
agree  with  his  answer  there  ? 

Mr.  Heffelfinger.  Well,  he  can  more  competently  speak  for  GAO 
than  I  would. 

Chairman  Daavson.  I  asked  him :  Does  this  legislation  impair  in 
any  Avay  the  accounting  responsibilities.  In  your  judgment  it  either 
does  or  does  not.  His  judgment  Avas  that  it  does  not. 

Mr.  Heffelfinger.  Well,  we  do  not  know  what  is  intended.  If  the 
committee  and  the  Congress  say  that  is  the  intent,  naturally  it  wouldn’t. 
But  there  is  ground  for  argument  or  for  later  interpretation  if  you 
put  accounting  responsibilities  in  the  Bureau  of  the  Budget  Avitliout 
specifying  what  those  accounting  responsibilities  are. 

Chairman  Daavson.  You  heard  the  proponent  of  this  legislation 
state  that  he  also  did  not  intend  by  this  legislation  to  impair  the 
accounting  responsibilities  of  GAO. 

Mr.  Heffelfinger.  With  that  background  in  the  hearings  on  the 
bill,  that  might  be  the  logical  interpretation  to  be  given  to  any  legisla¬ 
tion  that  might  be  enacted  as  a  result  of  this  legislation. 

Chairman  Daavson.  In  your  judgment,  could  you  suggest  any 
amendment  or  any  language  that  we  could  use  so  as  to  make  it  specific 
that  the  bill  is  not  intended  in  any  Avay  to  impair  the  present  responsi¬ 
bilities  of  GAO? 

Mr.  Heffelfinger.  I  think  that  language  you  just  stated  would 
certainly  accomplish  that. 

Chairman  Daavson.  Maybe  that  will  be  one  of  the  amendments 
that  GAO  Avill  bring  in. 

Mr.  Poland.  Did  Mr.  Brasfield  address  the  answer  to  your  question 
in  terms  of  accounting  systems,  practices,  and  procedures  ? 

Mr.  Brasfield.  Mr.  Chairman,  if  I  may,  I  thought  that  I  had  said 
it  this  way.  We  did  not  think  that  this  legislation  changed  the  Gen¬ 
eral  Accounting  Office  function.  We  do  believe  that  if  you  were 
going  to  legislate  on  function,  it  was  desirable  to  review  all  three 
together,  and  by  all  three  I  mean  the  Secretary  of  the  Treasury,  the 
Comptroller  General  and  the  Bureau  of  the  Budget,  so  there  would 
not  be  the  possibility  of  any  overlap  or  duplication  or  inconsistency. 
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Chairman  Dawson.  In  the  light  of  the  proposed  legislation,  I  want 
to  say  that  this  subcommittee  is  open  to  suggestions  from  the  depart¬ 
ments  named  in  order  to  bring  out  the  very  best  bill  to  accomplish  the 
ends  we  are  seeking,  and  we  invite  suggestions  or  suggested  amend¬ 
ments  from  the  different  departments  in  order  to  accomplish  that.  It 
would  be  welcome  in  our  hearings  so  we  can  bring  out  the  best  legisla¬ 
tion. 

Any  other  questions  ? 

Thank  you  very  much,  sir.  We  will  take  the  liberty  of  recalling 
you  should  we  need  to  do  so. 

Mr.  Heffelfinger.  We  will  await  your  call. 

ChairmanDAwsoN.  We  will  adjourn  until  tomorrow  morning. 

(Thereupon  the  subcommittee  adjourned  at  1:20  p.  m.  until  Tues¬ 
day,  May  22, 1956. ) 
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TUESDAY,  MAY  22,  1956 

House  of  Representatives, 

Executive  and  Legislative  Reorganization 
Subcommittee  of  the  Committee  on  Government  Operations, 

W  ashing  ton,  D.  C. 

The  subcommittee  met,  pursuant  to  adjournment,  at  10 :  20  a.  m.,  in 
room  1501,  New  House  Office  Building,  Representative  William  M. 
Dawson  (chairman)  presiding. 

Present:  Representatives  Dawson  (chairman),  Jones  Brown,  and 
Mrs.  Hardin. 

Also  present :  Representative  Lipscomb ;  Elmer  W.  Henderson,  sub¬ 
committee  counsel;  Orville  S.  Poland,  general  counsel;  William 
Pincus,  associate  general  counsel ;  and'  Ann  E.  McLachlan,  clerk  of 
the  subcommittee  staff. 

Chairman  Dawson.  Will  the  subcommittee  please  come  to  order? 

We  will  resume  our  hearings  on  H.  R.  9402. 

This  i  s  a  bill  to  improve  governmental  budgeting,  accounting 
methods,  and  procedures,  and  for  other  purposes. 

We  have  been  getting  all  kinds  of  mail  from  those  who  believe  in 
the  Hoover  report,  the  report  of  the  Hoover  Commission. 

But  as  these  bills  are  brought  up  to  implement  the  Hoover  Com¬ 
mission’s  report,  we  find  objections  coming  from  various  quarters, 
and  it  seems  that  everybody  is  for  the  Hoover  Commission  report  until 
it  affects  them. 

When  it  affects  them  and  changes  their  old  order  of  doing  things, 
then  they  are  no  longer  for  it.  They  want  a  lot  of  changes  in  it. 

I’m  sorry  Congressman  Brown  isn’t  here,  who  was  the  author  of 
the  bill  that  created  the  first  Hoover  Commission,  and  who  has  been 
a  member  of  both  Commissions. 

In  his  absence,  we  will  begin,  and  we  will  start  off  with  Mr.  Rappa- 
port,  Assistant  Director  of  the  Bureau  of  the  Budget. 

STATEMENT  OF  PERCY  RAPPAPORT,  ASSISTANT  DIRECTOR, 

BUREAU  OF  THE  BUDGET;  ACCOMPANIED  BY  WILLIAM  J. 

ARMSTRONG,  CHIEF,  ACCOUNTING  GROUP,  BUREAU  OF  THE 

BUDGET 

Mr.  Rappaport.  Mr.  Chairman,  I  have  a  paper  here  that  I  would 
like  to  read  for  the  record. 

Chairman  Dawson.  Certainly. 

W ill  you  introduce  yourself  ? 

Mr.  Rappaport.  My  name  is  Percy  Rappaport,  Assistant  Director 
of  the  Bureau  of  the  Budget. 
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Chairman  Dawson.  The  gentleman  with  you  is  ? 

Mr.  Rappaport.  Mr.  William  Armstrong,  of  the  Accounting  Staff, 
Bureau  of  the  Budget. 

Chairman  Dawson.  Thank  you. 

Air.  Rappaport.  Mr.  Chairman,  and  members  of  the  committee,  I 
appreciate  the  opportunity  to  appear  before  your  committee  to  state 
the  views  of  the  Bureau  of  the  Budget  concerning  the  Hoover  Commis¬ 
sion  budget  and  accounting  recommendations  and  related  legislation. 

As  a  matter  of  background,  the  Bureau  of  the  Budget  on  Febru¬ 
ary  20,  1956,  furnished  the  House  Committee  on  Government  Opera¬ 
tions  a  resume  of  our  position  at  that  time  on  recommendations  con¬ 
tained  in  the  Hoover  Commission  Budget  and  Accounting  Report. 

Similarly,  the  committee  was  furnished,  on  March  19,  1956,  with 
reports  covering  H.  R.  7209  and  H.  R.  7338,  bills  to  improve  accounting 
methods,  and  IT.  R.  8236,  a  bill  to  provide  for  comprehensive  reports 
by  the  Bureau  of  the  Budget.  These  were  followed,  on  March  23, 
1956,  by  a  statement  of  our  views  on  H.  R.  9402,  a  bill  to  improve  gov¬ 
ernmental  budget  and  accounting  methods  and  procedures. 

Since  the  preparation  of  these  reports,  there  was  released  on 
April  29,  1956,  an  exchange  of  correspondence  with  the  President  on 
this  subject,  followed  by  a  message  to  the  Congress  from  the  President 
on  May  10,  1956. 

Botli  of  these  releases  express  appreciation  to  Mr.  Hoover  and  his 
distinguished  associates  for  the  important  contribution  the  budget 
and  accounting  report  makes  toward  the  improvement  of  financial 
management  in  Government,  and  indicate  executive  branch  agreement 
with  the  Hoover  Commission  objectives. 

They  make  it  clear  that  the  executive  branch  is  moving  toward  adop¬ 
tion  of  many  of  the  recommendations,  and  is  prepared  to  cooperate 
closely  with  the  Congress  on  those  proposals  that  are  of  mutual  con¬ 
cern  to  the  legislative  and  executive  branches. 

In  view  of  these  previous  reports  and  statements,  we  will  take  this 
opportunity  to  summarize  our  current  position  on  the  several  recom¬ 
mendations,  first  covering  those  reflected  in  the  legislation  currently 
before  your  committee. 

legislation 

Since  H.  R.  9402  covers  the  majority  of  the  Hoover  Commission 
proposals,  I  would  like  to  begin  with  a  statement  of  our  views  on  the 
several  sections  of  that  bill. 

Section  1  (a)  :  Hoover  Commission  recommendation  No.  22  is  re¬ 
flected  in  section  1  (a)  of  H.  R.  9402.  We  previously  suggested  that 
these  provisions  not  be  enacted  because  we  feel  that  this  legislative 
requirement  for  comprehensive  reports  by  the  Bureau  of  the  Budget 
would  be  untimely.  The  objective  is  desirable,  but  further  develop¬ 
mental  work  on  agency  accounting  systems  and  an  integrated  financial 
reporting  system  for  the  Government  as  a  whole  is  necessary  before 
appropriate  decisions  can  be  made  as  to  needs  to  be  met  and  the  place¬ 
ment  of  responsibility  for  this  function. 

Sections  1  (b)  and  2  (b)  :  Similarly,  we  do  not  favor  that  portion  of 
section  1  (b)  of  H.  H.  9402  that  enacts  Hoover  Commission  recom¬ 
mendation  No.  2  and  would  require  performance  reports  from  the 
agencies  to  the  Bureau  of  the  Budget  for  consolidation  and  submis¬ 
sion  to  the  President, 
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We  agree  with  the  objective  of  this  proposal  but  feel  that  adequate 
authority  for  this  procedure  now  exists.  On  the  basis  of  past  ex¬ 
perience',  the  need  here  is  to  determine  the  best  of  several  alternative 
approaches  toward  this  objective  and  to  provide  sufficient  staff  in  the 
Bureau  of  the  Budget  to  insure  early  accomplishment  of  the  ob¬ 
jective. 

The  remainder  of  section  1  (b)  and  section  2  (b)  would  require 
governmentwide  use  of  costs  for  management  and  budgetary  pur¬ 
poses  and  the  development  of  accrual  accounting  systems  that  would 
incorporate  appropriate  property  accounting  practices. 

These  subsections  would  enact  Hoover  Commission  recommenda¬ 
tion  Nos.  3,  4,  6, 14,  and  10.  We  are  in  full  agreement  with  these  pro¬ 
posals,  recognizing  that  costs  are  an  important  element  in  effective 
control  of  Government  finances. 

These  represent  major  objectives  of  the  joint  accounting  program, 
under  which  developmental  work  has  been  proceeding  on  an  evolu¬ 
tionary  basis. 

Currently,  we  are  placing  greater  emphasis  on  this  work,  taking 
steps  to  stimulate  the  development  of  accrual  accounting  systems  in 
the  agencies,  and  proposing  to  the  Appropriations  Committee  to  in¬ 
corporate  cost  information  into  the  budget  process  whenever  such 
data  are  available  in  an  agency. 

Our  previous  report  on  H.  R.  9402  suggested  amendments  to  sec¬ 
tion  1  (b)  so  that  the  use  of  costs  in  budgeting  would  be  required  oidy 
when  the  agency  accounting  systems  produce  the  necessary  data;  and 
to  eliminate  the  provision  which  requires  a  review  of  organizational 
unit  performance  in  the  budget  document. 

With  these  amendments,  the  Bureau  of  the  Budget  would  support 
the  enactment  of  these  provisions. 

In  this  connection,  Hoover  Commission  recommendation  No.  7  sug¬ 
gests  that  appropriations  be  made  in  terms  of  accrued  expenditures 
rather  than  on  the  obligation  basis. 

This  constitutes  an  extension  of  the  accrual  principle  involved  in 
the  proposals  discussed  immediately  above.  While  recommendation 
No.  7  is  not  included  in  H.  R.  9402,  we  believe  that  this  change  in  the 
appropriation  process  would  strengthen  budget  controls  and  assist  in 
improving  financial  management. 

There  are,  however,  differences  of  opinion  as  to  the  advantage  and 
disadvantages  of  accrued  expenditure  appropriations  and  as  to  the 
methods  that  would  be  needed  for  the  financing  and  control  of  obli¬ 
gations  in  advance  of  appropriations,  primarily  for  long  lead-time 
programs. 

For  this  reason  we  urge  that  appropriations  on  an  accrued  expendi¬ 
ture  basis  be  adopted  as  an  objective,  recognizing  that  it  will  neces¬ 
sarily  need  to  be  implemented  on  an  evolutionary  basis  over  a  con¬ 
siderable  period  of  time. 

With  a  legislative  authorization  to  proceed  in  this  direction,  we 
believe  that  progress  toward  the  ultimate  objective  could  be  mlade 
more  rapidly. 

Section  1  (c).  This  subsection,  which  reflects  one  part  of  Hoover 
Commission  recommendation  No.  1,  would  require  the  placement  of 
Bureau  of  the  Budget  staff  in  the  principal  agencies  on  a  rotating 
basis. 
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We  recommend  against  enactment  of  this  subsection  on  the  basis  of 
the  administrative  difficulties  that  would  be  involved  in  meeting  the 
specified  requirements,  and  in  recognition  of  the  fact  that  such  an  ar¬ 
rangement  might  constitute  a  disruptive  influence  on  established  Bu¬ 
reau-agency  relationships. 

In  contrast,  the  remainder  of  recommendation  No.  1 — which  sug¬ 
gests  strengthening  the  management  and  budgetary  functions  of  the 
Bureau  of  the  Budget — is  of  major  importance  because  it  has  a  direct 
bearing  on  the  ability  of  the  Bureau  to  effectively  implement  many 
of  the  recommendations  in  the  budget  and  accounting  and  other  reports 
of  the  Hoover  Commission. 

This  is  not  covered  bv  H.  R.  9402,  but  we  have  recently  taken  action 
along  the  lines  of  the  Commission’s  proposal  by  submitting  a  supple¬ 
mental  appropriation  request  to  the  Congress  which  would  be  used  to 
expand  the  Bureau’s  activities. 

Section  2  (a)  :  This  covers  recommendation  No.  5  of  the  Hoover 
Commission  which  calls  for  further  synchronization  of  organization, 
budget,  and  accounting  classifications.  This  is  highly  desirable— a 
goal  toward  which  we  have  made  a  good  deal  of  progress  in  recent 
years.  As  we  have  previously  indicated,  this  legislation  is  unnecessary, 
but  if  it  were  considered  desirable,  the  Bureau  of  the  Budget  would 
have  no  objection  to  such  a  provision. 

Section  2(c):  To  provide  increased  impetus  on  accounting  reforms, 
the  Hoover  Commission  urged  the  executive  branch  to  assume  more 
leadership  in  this  improvement  effort  by  establishing  a  staff  Office  of 
Accounting  in  the  Bureau  of  the  Budget  and  by  establishing  comp¬ 
troller  positions  in  the  principal  agencies — with  the  provision  that 
the  Office  of  Accounting  would  assist  the  agencies  in  strengthening 
their  financial  organizations. 

This  was  proposed  in  the  Commission’s  recommendations  Nos.  10, 
11,  and  12.  .  .  . 

Action  toward  implementation  has  already  been  initiated  by  the 
Bureau  of  the  Budget— the  small  accounting  group  staff  that  pre¬ 
viously  acted  as  the  Bureau’s  representatives  in  the  joint  accounting 
program  has  been  placed  under  the  jurisdiction  of  an  assistant  director. 

This  official  has  been  given  responsibility  for  development  of  leader¬ 
ship  in  accounting  improvement  in  the  executive  branch.  On  the  use 
of  agency  comptrollers,  we  feel  we  should  avoid  the  imposition  of  such 
a  fixed  pattern  of  organization  in  the  agencies.  Rather,  Ave  intend  to 
emphasize  the  need  for  effective  coordination  of  the  budget  and  ac¬ 
counting  functions  through  use  of  organization  facilities  most  appro¬ 
priate  to  the  individual  agencies. 

In  both  of  these  proposals,  Ave  understand  that  the  purpose  of  the 
Hoover  Commission  Avas  to  propose  these  organizational  arrangements 
for  consideration  of  the  heads  of  the  respective  agencies,  rather  than 
to  suggest  the  passage  of  legislation  on  the  matter. 

Accordingly,  and  in  vieAv  of  the  action  underway,  Ave  feel  the  pro¬ 
posed  legislation  would  be  undesirable. 

Section  3:  Hoover  Commission  recommendation  No.  13,  suggesting 
simplification  of  agency  allotment  structures,  would  be  implemented 
by  this  section  of  the  bill.  We  plan  to  continue  and  strengthen  our 
efforts  toward  the  objective  of  this  proposal  and  Avould  have  no  objec¬ 
tion  to  legislation  establishing  congressional  intent  on  this  subject. 
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Section  4 :  This  section  of  the  bill,  providing  for  agency  use  of  a 
single  account  for  liquidation  of  obligations,  covers  Hoover  Commis¬ 
sion  recommendation  No.  17. 

Your  committee  has  recently  held  hearings  on  separate  legislation, 
designated  as  H.  R.  9593,  which  we  believe  will  more  effectively  carry 
out  the  objectives  of  this  recommendation  and  also  implement  rec¬ 
ommendation  No.  18 — which  suggested  settlement  of  valid  claims  in 
the  agencies  rather  than  the  General  Accounting  Office.  In  view  of 
this,  section  4  of  H.  R.  9402  would  be  unnecessary. 

Section  5 :  The  last  section  of  this  bill  would  implement  Hoover 
Commission  recommendations  Nos.  20  and  25.  These  call  for  joint 
General  Accounting  Office-Bureau  of  the  Budget  studies  of  duplicate 
central  accounts  and  internal  auditing  in  the  Government.  Con¬ 
tinuing  attention  has  been  and  will  be  given  to  these  subjects  under 
the  joint  accounting  program  and  we  therefore  feel  this  section  is 
also  unnecessary. 

H.  R.  7209  and  H.  R.  7338 :  These  two  bills  contain  the  same  pro¬ 
visions  as  secion  2  (c)  of  PI.  R.  9402.  Our  views  on  these  bills  have 
been  covered  in  relation  to  that  section. 

H.  R,  8236 - 

Mr.  Brown.  Just  a  minute.  May  I  ask  a  question  on  that  point? 

The  bill  which  you  referred  to  is  H.  R.  9593,  on  which  we  held 
hearings  in  this  committee,  that  is  the  bill  in  which  the  Department 
of  Defense  was  given  an  exemption  to  the  procedures  under  that  act. 

Mr.  Rappaport.  I  don’t  recall  that. 

Mr.  Jones.  An  amendment  prevailed  in  the  committee  to  permit 
the  restoration  of  funds  or  unexpended  balances. 

In  recent  disclosures  from  the  Comptroller  General  would  suggest 
that  that  amendment  then  was  not  very  wise  and  very  prudent  in  its 
application.  Isn’t  that  true,  sir? 

Mr.  Rappaport.  I  have  no  knowledge  of  what  the  Comptroller 
General  reported  in  that  connection. 

Mr.  Jones.  Have  you  read  the  paper  ? 

Mr.  Rappaport.  I  do,  but  don’t  I  am  qualified  to  express  an  opinion 
on  what  I  read  in  the  paper. 

Mr.  Jones.  I  see.  Thank  you,  sir.  That  is  all  the  questions  I  have. 

The  reason  I  propound  those  questions  to  you,  Mr.  Rappaport,  is 
that  you  make  reference  to  the  bill  and  I  thought  you  had  some  knowl¬ 
edge  of  the  amendment  that  was  carried  in  the  committee  which  made 
certain  exemptions. 

Mr.  Rappaport.  Mr.  Armstrong  would  like  to  comment  on  that. 

Mr.  Jones.  Yes,  sir. 

Mr.  Armstrong.  The  bill  as  originally  considered  provided,  in  the 
case  of  appropriations,  that  not  later  than  90  days  after  the  end  of 
the  year  the  unobligated  balance  would  be  written  off  and  an  amount 
equal  to  the  unliquidated  obligations  would  be  set  up  in  a  consolidated 
account  for  prior  years.  The  original  bill  contemplated  too  that  if 
that  amount  was  insufficient — if  the  payments  turned  out  to  be  greater 
than  the  obligations  outstanding — then  the  agency  would  use  current 
year  appropriations  to  pay  the  difference.  I  think  the  purpose  of 
the  amendment  was  that  if  agencies  did  not  have  sufficient  money  in 
a  current  year  appropriation,  they  would  be  allowed  to  restore  from 
the  amount  that  was  previously  written  off  the  equivalent  of  the  excess 
of  the  payments  to  be  made  over  the  unliquidated  obligations.  I  don’t 
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believe  that  that  is  a  serious  defect  in  the  bill.  I  don’t  think  it  hurts 
it  too  much. 

Mr.  Jones.  I  think  there  will  be  some  differences  of  opinion  on 
that  point. 

Chairman  Dawson.  Mr.  Pincus  ? 

Mr.  Pincus.  Mr.  Rappaport  or  Mr.  Armstrong,  pursuing  Congress¬ 
man  Jones’  inquiry,  would  II.  R,  9593  as  now  written,  with  or  without 
regard  to  the  amendment,  prevent  the  situation  described  by  the 
Comptroller  General  in  his  testimony  yesterday  ? 

In  other  words,  the  overobligation  of  approximately  $400  million 
which  remain  under  the  control  of  the  Department  of  Defense  ? 

Mr.  Armstrong.  I  am  not  familiar  with  yesterday‘s  testimony. 
This  $400  million  was  what,  obligated  ? 

Mr.  Pincus.  Overobligated  and  kept  under  the  control  of  the 
agency. 

Mr.  Jones.  We  will  have  a  continuation  of  it  as  long  as  exceptions 
and  exemptions. 

Mr.  Rappaport.  I  haven’t  had  an  opportunity  to  review  this  sit¬ 
uation. 

Mr.  Jones.  I  appreciate  that.  Since  it  was  a  subject  of  discussion 
before  the  committee  I  thought  it  appropriate  at  this  time  to  com¬ 
ment  on  the  action  of  the  committee  since  you  had  brought  into  dis¬ 
cussion  the  bill  which  I  referred  to. 

Mr.  Rappaport.  H.  R.  8236:  Similarly  this  bill  contains  provisions 
like  those  in  section  1  (a)  of  H.  R.  9402  and  our  views  were  given  in 
discussing  section  1  (a). 

OTHER  HOOVER  COMMISSION  RECOMMENDATIONS 

The  comments  thus  far  reflect  our  views  on  the  legislation  before 
the  subcommittee.  Our  position  on  other  Commission  recommenda¬ 
tions  may  be  summarized  as  follows : 

Recommendation  Nos.  8  and  9 :  These  two  proposals  suggest  that 
legislation  for  continuing  programs  that  are  not  susceptible  to  ordi¬ 
nary  budget  controls  be  enacted  for  a  limited  term  to  permit  periodic 
review  in  the  Congress  and  the  Bureau  of  the  Budget.  We  have  recog¬ 
nized  the  need  for  such  reviews  on  a  regular  basis  and  will  continue 
this  practice,  proposing  legislative  amendments  whenever  considered 
desirable  in  the  light  of  current  budget  policy. 

Recommendation  No.  15 :  This  proposal  suggested  that  revolving 
funds  should  be  reviewed  to  determine  their  value  to  management. 
This  has  been  done  as  part  of  the  budget  process  and  will  be  continued. 

Recommendation  No.  19 :  The  Commission  suggested  that  the  Comp¬ 
troller  General  be  given  authority  to  relieve  accountable  officers  except 
in  cases  of  fraud  or  negligence.  As  previously  reported,  legislation 
on  this  subject  was  enacted  soon  after  release  of  this  Commission 
report. 

This  legislation  varies  somewhat  from  the  recommendation  but 
should,  for  all  practical  purposes,  produce  the  desired  results.  We 
intend  to  observe  operations  under  the  enacted  legislation  to  insure 
attainment  of  the  desired  objective  on  a  practical  basis. 

Recommendation  No.  21 :  This  called  for  improvement  and  modern¬ 
ization  of  Treasury’s  central  reports.  We  completely  support  this  pro- 
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posal  and  have  been  working  toward  this  goal  under  the  joint  account¬ 
ing  program.  This  will  continue  as  a  major  objective  of  that  program. 

We  appreciate  this  opportunity  to  express  our  views  on  the  signifi¬ 
cant  proposals  resulting  from  the  Hoover  Commission  study  of  gov¬ 
ernmental  budgeting  and  accounting.  This  has  been  of  considerable 
assistance  to  the  executive  branch  in  reviewing  the  complex  practices 
involved. 

The  Commission’s  recommendations  and  the  proposed  legislation 
support  many  of  the  objectives  of  the  joint  accounting  program,  and 
we  feel  that  they  will  prove  valuable  in  bringing  about  significant 
improvements  in  the  financial  management  of  the  Government’s 
affairs. 

Thank  you. 

Chairman  Dawson.  Mr.  Jones,  any  questions? 

Mr.  Jones.  No  questions. 

Chairman  Dawson.  Mr.  Lipscomb?  Pardon  me,  Mr.  Brown. 

Mr.  Brown.  No,  go  ahead,  Mr.  Lipscomb,  first,  please. 

Mr.  Lipscomb.  Mr.  Bappaport,  first  can  you  clarify  what  you  are 
for  in  H.  R.  9402? 

Mr.  Rappaport.  I  could  state  it  in  these  brief  terms,  perhaps,  that 
we  are  especially  interested  in  three  things:  1,  accrual  accounting; 
2,  cost-based  budgeting ;  and  3,  appropriations  on  accrued-expenditure 
basis. 

These  are  the  three  things  that  we  are  primarily  interested  in  and 
we  think  they  are  the  important  substance  of  the  Hoover  Commission 
report. 

Mr.  Lipscomb.  If  you  don’t  need  legislation  on  some  of  these  other 
things  to  put  a  little  more  emphasis  on  budget  and  accounting,  why 
do  you  need  legislation  on  cost-based  budgeting  and  accrual  account¬ 
ing  and  accrual  budgeting? 

Mr.  Rappaport.  We  think  that  under  the  present  procedure  these 
features  are  not  called  for  and,  in  order  to  accomplish  this  objective, 
we  would  favor  legislation. 

Mr.  Lipscomb.  But  do  you  need  legislation  to  do  that? 

Mr.  Rappaport.  I  am  not  technically  qualified  to  answer. 

Mr.  Lipscomb.  You  have  testified  that  you  don’t  need  these  other 
items. 

Mr.  Rappaport.  It  is  our  opinion  that  we  don’t  need  these. 

Mr.  Lipscomb.  Can  you  determine  why  your  opinion  is  that  you 
need  legislation  on  some  of  the  others  ? 

Mr.  Rappaport.  In  some  cases  the  legislation  already  exists.  If 
we  had  a  framework  for  these  particular  procedures  that  I  just  re¬ 
ferred  to,  then  I  think  in  respect  of  the  other  instances,  many  of  the 
suggestions  would  develop  in  the  normal  course  of  events. 

Mr.  Lipscomb.  Do  you  need  legislation  to  put  cost-based  budgeting 
into  effect? 

Mr.  Rappaport.  I  don’t  think  we  really  need  it  in  the  absolute  sense 
but  it  would  certainly  speed  up  the  objective  that  the  Hoover  Com¬ 
mission  is  representing  here. 

Mr.  Lipscomb.  Didn't  the  first  Hoover  Commission  recommend  cost- 
based  budgeting? 

Mr.  Rappaport.  As  far  as  I  know  it  was  just  the  performance-based 
budgeting. 
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Mr.  Lipscomb.  Would  that  necessarily  bring  about  cost-based  ac¬ 
counting  ? 

Mr.  Rappaport.  I  don’t  think  so. 

Mr.  Lipscomb.  You  can  adequately  submit  a  performance  or  pro¬ 
gram  budget  to  Congress  without  having  a  cost-based  budget  and 
accrual  accounting  ? 

Mr.  Rappaport.  I  would  be  of  that  opinion. 

Mr.  Lipscomb.  How  would  you  get  a  performance  budget  on  that 
basis  ? 

Mr.  Rappaport.  It  wouldn’t  be  meaningful  but  it  could  be  done. 

Mr.  Lipscomb.  In  other  words  it  wouldn’t  mean  a  thing - 

Mr.  Rappaport.  I  agree  with  that,  sir. 

Mr.  Lipscomb.  To  get  an  adequate  program  or  performance  budget 
you  would  need  cost-based  accounting  and  accrual  accounting? 

Mr.  Rappaport.  Yes,  sir ;  that  would  be  my  opinion. 

Mr.  Lipscomb.  So  when  the  first  Hoover  Commission  made  the  rec¬ 
ommendations  they  were  talking  about  a  cost-based  budget  ? 

Mr.  Rappaport.  I  think  that  was  probably  implied. 

Mr.  Lipscomb.  And  it  has  not  been  done  to  this  point  ? 

Mr.  Rappaport.  It  has  in  certain* agencies  but  it  has  not  been  carried 
through  to  its  ultimate  conclusion. 

Mr.  Lipscomb.  What  you  are  telling  the  committee  this  morning  is 
that  the  reason  you  want  certain  portions  of  this  legislation  is  to  get  a 
statement  of  policy  from  Congress? 

Mr.  Rappaport.  That  would  be  very  important  as  an  objective. 

Mr.  Lipscomb.  You  are  not  willing  to  start  it  without  a  statement 
of  policy  from  Congress  ? 

Mr.  Rappaport.  We  have  already  done  that.  The  joint  accounting 
program  has  been  working  in  that  direction,  but  this  would  speed  it 
up,  at  least  that  is  my  opinion. 

Mr.  Lipscomb.  How  many  people  on  your  staff  do  you  have  or  have 
you  had  rather  working  on  the  joint  program  to  improve  accounting? 

Mr.  Rappaport.  We  have  an  accounting  staff  of  eight  people. 

Mr.  Lipscomb.  On  the  joint  program  to  improve  accounting? 

Mr.  Rappaport.  I  would  say  about  four  were  working  on  the  joint 
program. 

Mr.  Lipscomb.  And  I  believe  yesterday  the  Department  of  the 
Treasury  testified  they  had - 

Mr.  Rappaport.  Excuse  me. 

Mr.  Lipscomb.  I  believe  the  Treasury  Department  testified  yester¬ 
day  that  they  had  8  or  9. 

Mr.  Rappaport.  I  did  not  hear  that  testimony.  I  wasn’t  here  yes¬ 
terday. 

Mr.  Lipscomb.  How  many  agencies  are  you  working  with  to  get  this 

joint  program  set  up?  , 

Mr.  Rappaport.  There  is  still  the  General  Accounting  Ofhce  that  is 
working  on  this  program.  They  have  contributed  many  more  people 
than  either  the  Treasury  or  we. 

Mr.  Lipscomb.  Yes,  I  realize  that. 

I  mean  you  are  putting  a  lot  of  emphasis  on  the  joint  program  to 
improve  accounting,  and  to  say  the  kindest  thing  we  can,  it  is  very  in¬ 
sufficient  and  inadequate  at  the  present  time. 

Mr.  Rappaport.  In  that  connection  I  might  add— and  I  think  you 
will  find  it  mentioned  in  the  statement  I  just  read— that  we  are  hope- 
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ful  of  augmenting  our  staff  so  that  greater  progress  in  the  joint  pro¬ 
gram  can  be  achieved. 

Mr.  Lipscomb.  Now  in  section  1  (a)  of  your  statement  you  say  that 
comprehensive  reports  by  the  Bureau  of  the  Budget  would  be  untimely. 

Mr.  Rappaport.  We  think  it  would  be  untimely  until  the  agencies 
and  departments  develop  cost  systems. 

Mr.  Lipscomb.  Isn’t  that  true  with  a  great  many  of  these  things,  that 
by  writing  the  law  we  are  not  going  to  get  them  done,  that  you  have 
to  work  toward  the  goal  of  comprehensive  reports? 

Mr.  Rappaport.  That’s  right. 

Mr.  Lipscomb.  And  therefore  if  you  are  for  a  policy  declaration 
by  Congress,  we  are  telling  you  that  you  should  work  toward  some 
comprehensive  reports  by  the  Bureau  of  the  Budget.  So  what  do 
vou  have  against  us  writing  into  the  legislation  that  Congress  desires 
seeing  some  comprehensive  reports? 

Mr.  Rappaport.  We  say  the  objective  is  desirable. 

Mr.  Lipscomb.  Then  you  say,  ‘‘but  further  developmental  work  on 
agency  accounting  systems  and  an  integrated  financial  reporting  sys¬ 
tem  for  the  Government  as  a  whole  is  necessary.  *  *  *” 

We  recognize  that  in  this  legislation.  So  what  we  would  be  doing 
in  this  legislation  would  be  telling  you  that  we  should  establish  more 
people  in  this  division  to  get  comprehensive  reports.  So  wouldn’t 
you  say  that  section  1  (a)  is  desirable  as  an  expression  of  intent  of 
Congress  ? 

Mr.  Rappaport.  Well,  we  think  the  objective  is  absolutely  desirable. 

Mr.  Lipscomb.  So  you  would  have  no  objection  if  something  like 
that  was  included  in  the  bill. 

Mr.  Rappaport.  We  couldn’t  object  to  it ;  no,  sir. 

Mr.  Lipscomb.  Are  you  at  the  present  time  doing  anything  to  imple¬ 
ment  the  recommendation  to  obtain  adequate  and  comprehensive  re¬ 
ports  so  that  you  can  adequately  prepare  the  budget  and  send 
information  to  Congress  ? 

Mr.  Rappaport.  Yes,  sir. 

Mr.  Lipscomb.  In  what  respect? 

Mr.  Rappaport.  Those  agencies  which  are  on  accrual  accounting — 
that  is  certain  sections  of  agencies — have  been  supplying  the  Bureau 
with  reports  compiled  on  that  basis. 

Mr.  Lipscomb.  How  many  agencies  are  doing  that  ? 

Mr.  Armstrong.  In  the  past  year  we  received  cost-type  budgets  as 
part  of  the  budget  justifications  from  14  agencies  representing  37 
appropriations.  That  doesn’t  cover  all  of  those  14  agencies,  but  it 
does  cover  certain  appropriations  within  such  agencies  so  that  in  addi¬ 
tion  to  the  regular  budget  on  the  obligation  basis  we  have,  in  the 
justification  material,  budgets  on  a  cost  basis.  We  would  like  to  move 
one  step  further  and  get  those  cost-based  budgets  in  the  budget 
document. 

At  present,  it  looks  like  there  will  be  63  additional  appropriations 
this  year  where  the  agencies  will  be  able  to  prepare  budgets  on  the 
cost  basis. 

Mr.  Lipscomb.  What  is  the  total  amount  of  annual  appropriations 
in  those  14  agencies  ? 

Mr.  Armstrong.  I  don’t  have  those  amounts  here,  but  I  can  tell  you 
the  agencies  involved. 

Mr.  Lipscomb.  By  dollar  volume  they  are  very  small,  is  that  true? 
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Mr.  Armstrong.  Let's  see.  There  is  the  Atomic  Energy  Commis¬ 
sion  for  one,  the  construction  appropriation.  The  maintenance  and 
operation  appropriation  is  on  a  cost  basis  in  the  budget  document 
now.  That  was  put  on  the  cost  basis  several  years  ago. 

Mr.  Lipscomb.  Couldn’t  yon  tell  the  committee  that,  there  are  only 
2  or  4  agencies  that  are  working  on  this  plan  now,  the  Bureau  of  the 
Mint,  the  Atomic  Energy  Commission,  and  1  or  2  others  perhaps? 

Mr.  Armstrong.  There  are  four  of  the  regular  appropriations  in 
the  budget  document  on  the  cost  basis,  that  is  the  AEC  maintenance 
and  operation  appropriation,  one  appropriation  for  the  Government 
Printing  Office,  the  Bureau  of  the  Mint,  and  the  Canal  Zone  Govern¬ 
ment.  Those  are  the  four  that  are  printed  on  a  cost  basis  and  we  would 
like  to  get  these  others  on  the  same  basis. 

Mr.  Lipscomb.  You  object  also  to  sections  1  (b)  and  2  (b).  You 
again  agree  with  the  objectives  of  the  proposal  but  state  that  you  have 
adequate  authority  at  the  present  time. 

You  say : 

On  the  basis  of  past  experience  the  need  here  is  to  determine  the  best  of  several 
alternative  approaches  toward  this  objective  and  to  provide  sufficient  staff  in 
the  Bureau  of  the  Budget  to  insure  early  accomplishment  of  the  objective. 

What  are  your  plans  ? 

Mr.  Armstrong.  Several  alternatives  have  to  be  considered  there, 
Mr.  Lipscomb.  As  you  may  know  several  years  ago  the  Bureau  got 
management  reports  from  the  various  agencies.  It  felt  that  those 
probably  were  not  too  satisfactory.  We  have  been  thinking  that  it 
might  be  more  effective  if  this  reporting  procedure  were  geared  in 
with  the  budget  process. 

In  other  words  when  the  agencies  come  in  with  their  estimates, 
they  should  supply  more  information  on  performance  supporting 
those  estimates.  We  think  that  might  be  a  more  effective  way  to  do  it 
and  then  from  that  information  could  be  pulled  together  the  high¬ 
lights  for  information  on  the  Government  as  a  whole.  There  are  some 
other  alternatives.  We  agree  with  the  objective,  but  we  want  to  feel 
our  way  to  see  what  is  the  best  way  to  do  it. 

Mr.  Lipscomb.  Would  3Tou  explain  to  the  committee  what  you  mean 
by  performance  report? 

Mr.  Armstrong.  Performance  reporting  means  significant  and 
meaningful  classifications  of  the  work  that  an  agency  does,  with  such 
supporting  data  as  may  be  necessary,  and  the  cost  of  doing  that  work. 
That  is  where  costs  come  in.  Obligations  don’t  give  you  the  informa¬ 
tion  to  determine  performance.  In  other  words  if  you  do  a  piece  of 
work  you  should  know  what  it  costs,  so  you  can  be  in  a  better  position 
to  know  whether  the  Government  is  getting  value  for  the  money  it 
expends. 

Mr.  Lipscomb.  Why  haven’t  you  done  all  of  this - 

Mr.  Jones.  Will  the  gentleman  yield  for  a  further  question  for 
clarification  of  your  answer  ? 

Mr.  Lipscomb.  Yes. 

Mr.  Jones.  What  procedures  does  the  Bureau  of  the  Budget  make 
to  examine  the  activities  of  an  agency  to  determine  performance? 

Is  it  just  an  examination  of  the  record  submitted  by  the  agency  or 
is  it  actual  participation  of  the  examination  of  the  physical  properties  ■ 
as  well  as  the  examination  of  reports  ? 
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Mr.  Armstrong.  That  varies.  It  includes  many  things.  It  might 
include  all  of  those  things.  It  might  include  an  inspection  of  the 
agency  on  the  site,  to  see  how  it  is  operating.  It  might  be  a  review  of 
reports.  And  where  the  financial  information  is  set  forth  in  terms  of 
costs,  it  would  include  a  review  of  reports  relating  costs  to  the  work 
■done. 

Mr.  Jones.  And  how  close  is  the  scrutiny  placed  upon  the  Depart¬ 
ment  of  Defense  in  the  examination  of  their  performance  and  record  ? 

Mr.  Armstrong.  I  don't  know.  It  is  our  military  division  that 
handles  defense.  I  don’t  know  that  I  can  speak  too  authoritatively 
on  that. 

Mr.  Jones.  That  is  all.  Thank  you,  sir. 

Mr.  Lipscomb.  As  we  discussed  before,  in  1949  the  Hoover  Com¬ 
mission  recommended  the  performance  budget  that  you  are  talking 
about.  Why  is  it  that  from  1949  to  the  present  time  more  activity 
or  more  accomplishments  have  not  been  made  in  this  field  if  you  are  for 
the  objective? 

Mr.  Armstrong.  Well,  it  takes  a  long,  long  time  to  go  through  a 
transition  such  as  this  and  it  seems  to  me  that  considerable  progress 
has  been  made  in  the  last  few  years.  A  great  deal  of  progress  has 
been  made.  If  you  look  back  several  years  to  the  first  Hoover  Com¬ 
mission,  and  to  the  time  the  joint  accounting  program  was  established, 
I  think  all  of  the  emphasis  was  put  on  accounting  mainly  from  the 
obligation  point  of  view.  There  were  certain  exceptions  of  course. 
One  of  the  major  objectives  was  to  stay  within  the  limit  of  the  funds 
appropriated  by  Congress.  That  meant  recording  the  orders  you  let 
and  contracts  and  so  forth.  There  also  was  little  emphasis  placed 
on  cost  accounting.  There  was  quite  a  bit  of  accounting  done  cen¬ 
trally  in  the  Treasury  Department  and  in  the  General  Accounting 
Office. 

All  of  that  central  paper  mill  has  been  pretty  well  cleaned  out  and 
the  agencies  have  been  put  in  a  position  where  they  can  go  ahead  and 
develop  accounting  to  meet  their  own  needs.  And  agencies  I  think  on 
the  whole  have  made  pretty  good  progress. 

There  is  a  long  way  still  to  go.  We  hope  we  can  give  some  more 
push  to  this  effort  so  that  progress  will  be  speeded  up. 

Mr.  Lipscomb.  You  indicate  in  your  statement  that  the  bill  should 
be  amended  so  that  the  use  of  costs  in  budgeting  would  be  required 
only  when  the  agency  accounting  system  produced  the  necessary  data. 
By  your  past  experience  how  long  do  you  think  this  will  take? 

Mr.  Armstrong.  Well,  that  would  be  pretty  difficult  to  even  guess. 

Mr.  Brown.  That  is  called  the  $100,000  question.  That  is  above  the 
$64,000  question. 

Mr.  Armstrong.  That’s  right. 

Mr.  Lipscomb.  Do  you  feel  that  legislation  such  as  that  before  this 
committee  could  help  the  Bureau  of  the  Budget  indicate  to  the  agencies 
and  departments  of  Government  that  Congress  is  interested  in  getting- 
adequate  figures  to  justify  the  budget  that  they  are  voting  on  for  the 
people  ? 

Mr.  Armstrong.  Very  definitely.  I  think  legislation  on  this  would 
be  the  greatest  impetus  to  this  work  that  we  could  have.  If  the  frame¬ 
work  were  laid  out,  then  I  think  progress  would  move  ahead. 

Mr.  Lii  •scomb.  Mr.  Rappaport  indicated  in  his  statement  that  you 
recommend  that  recommendation  No.  7  of  the  Hoover  Commission 


80 


BUDGET  AND  ACCOUNTING 


report,  which  has  to  do  with  an  accrued  budget,  be  amended  into  this 
bill,  if  the  committee  saw  fit.  How  can  you  get  an  accrued  budget 
before  you  get  the  cost  system  ? 

Mr.  Armstrong.  If  that  were  set,  forth  in  legislation  as  an  objective, 
agencies  could  work  toward  that  objective,  just  as  rapidly  as  possible. 
You  can’t  put  all  agencies  of  the  Government  on  this  basis  on  any 
given  day.  It  is  a  transitional  proposition  over  a  considerable  period 
of  time. 

Mr.  Lipscomb.  As  I  understand  the  testimony,  you  have  no  objec¬ 
tions  to  1  (b)  or  2  (b)  in  the  bill,  with  perhaps  the  simple  amendment 
that  was  suggested  ? 

Mr.  Armstrong.  Yes,  that  amendment  applies  to  three  subsections, 
210  (a),  (c),  and  (d).  We  think  the  words  “as  soon  as  practicable” 
ought  to  be  in  there  because  section  2  (b)  says,  as  soon  as  practicable 
agencies  should  maintain  their  accounts  on  the  accrual  basis.  Until 
they  are  on  the  accrual  basis  you  cannot  have  cost-based  budgets. 

Mr.  Lipscomb.  On  section  1  (c).  I  believe  that  at  least  I  recognize 
some  of  the  arguments  as  being  valid  against  the  placement  of  people 
in  the  agencies.  What  do  you  mean  by  “it  would  constitute  a  disrup¬ 
tive  influence  on  established  Bureau-agency  relationships”  ? 

Mr.  Rappaport.  The  agencies  and  the  Bureau  are  now  working  on 
a  cooperative  basis  and  by  assigning  people  to  an  agency  we  could  very 
well  have  clashes  of  personality  which  might  be  harmful.  In  addi¬ 
tion  to  the  disruptive  factor,  we  would  also  find  ourselves  in  a  position 
where  we  would  have  to  have  a  tremendous  increase  in  the  Bureau  staff 
in  order  to  cover  the  area  that  is  indicated  here.  I  personally  think 
that  there  is  a  third  factor.  That  is  this,  if  a  Bureau  examiner  is 
located  in  an  agency  on  a  permanent  basis  or  to  have  the  extent  indi¬ 
cated  here,  he  could  very  often  have  lost  his  objective  approach  to 
many  problems  that  would  come  up. 

Mr.  Lipscomb.  The  bill  specifically  states  that  lie  should  be  rotated 
every  2  years. 

Mr.  Rappaport.  Yes ;  but  2  years  is  a  long  time. 

Mr.  Lipscomb.  How  does  anyone  in  the  Bureau  of  the  Budget  ever 
get  familiar  with  an  agency  in  a  short  period  of  time,  and  how  in  the 
short  period  of  time  that  you  have  does  the  Bureau  ever  get  familiar 
enough  to  know  exactly  what  is  going  on  in  that  department? 

Mr.  Rappaport.  They  don’t  know  precisely  what  is  going  on,  but 
they  know  generally,  because  they  are  living  with  the  agency  problems 
constantly. 

Examiners  are  assigned  to  the  various  agencies  and  they  know  all 
the  problems  that  exist  in  these  agencies.  They  are  studying  them 
constantly  and  they  are  reviewing  and  estimating  the  dollar  effect. 

Mr.  Lipscomb.  How  long  do  you  leave  an  examiner  with  a  specific 
agency  at  the  present  time? 

Mr.  Rappaport.  Am  examiner  would  be  assigned  to  an  agency  for  2 
to  5  years  and  in  some  cases  10  to  15. 

Mr.  Lipscomb.  Don’t  you  run  into  the  same  difficulty  that  they  be¬ 
come  so  friendly  and  know  each  other  so  well  so  they  don’t  have  an 
objective  viewpoint  on  that  agency? 

Mr.  Rappaport.  There  is  that  danger.  But  I  think  that  is  a  lesser 
danger  than  exists  under  the  proposed  bill. 

Mr.  Lipscomb.  Why? 
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Mr.  Rappaport.  I  think  by  living  with  an  agency  continuously  as  a 
sort  of  a  guest  one’s  viewpoint  could  very  often  become  distorted  to  a 
greater  extent  than  is  the  case  when  visits  are  made  intermittently. 

Mr.  Brown.  What  is  the  difference  between  a  representative  of  the 
Budget  Bureau  or  an  examiner  living  in  somebody’s  house  as  a  guest? 

Mr.  Rappaport.  We  are  talking  about  an  examiner  who  is  a  repre¬ 
sentative  of  the  Bureau. 

Mr.  Brown.  You  say  you  don’t  want  these  budget  representatives  in 
the  Bureau  because  they  might  become  involved,  and  so  forth  and  so 
on,  and  you  say  the  same  danger  exists  with  an  examiner.  What  is 
the  difference  between  the  two  of  them  living  in  the  agencies’  houses, 
as  you  call  them.  Aren’t  they  subject  to  the  same  influence? 

Mr.  Rappaport.  A  greater  degree  of  independence  is  achieved  if  you 
just  call  on  these  people  from  time  to  time. 

Mr.  Brown.  You  say  you  call  for  several  years,  that  is  a  long  visit. 
You  say  your  examiners  stay  several  years. 

Mr.  Rappaport.  They  call  on  them  on  a  spasmodic  basis.  They 
don’t  stay  on  there  indefinitely.  They  may  come  in  for  a  review  that 
might  take  a  day  or  a  week  or  a  month  and  then  step  out  again. 

Mr.  Brown.  Let’s  take  the  Defense  Department  we  were  talking 
about  a  while  ago,  how  long  do  your  examiners  stay  there  spasomodi- 
cally?  How  long  between  spasms? 

Mr.  Rappaport.  I  don’t  know  how  long  our  examiners  stay  there. 

Mr.  Armstrong.  That  varies. 

Mr.  Rappaport.  I  can’t  answer  your  question  specifically.  I  don’t 
know  of  my  own  knowledge. 

Mr.  Brown.  Just  take  a  guess.  Everything  else  we  get  up  here 
is  based  on  a  guess.  You  might  as  well  do  a  little  of  that.  How  long 
does  one  of  those  examiners  stay  ? 

Mr.  Rappaport.  How  long  is  he  assigned  ? 

Mr.  Brown.  You  say  he  checks  spasmodically.  How  long  are  these 
spasmodic  visits  ? 

Mr.  Rappaport.  I  said  that  the  examiners  are  assigned  to  an  agency  . 
or  to  a  bureau  for  several  years. 

Mr.  Brown.  Yes,  and  then  you  said  he  just - 

Mr.  Rappaport.  Then  he  visits  this  agency  during  that  several 
years  on  an  intermittent  basis. 

Mr.  Brown.  How  long  are  these  periods,  these  intermittent  bases? 
How  long  does  an  examiner,  or  the  examiners  that  are  examining  the 
Defense  Department,  stay  in  the  Defense  Department  and  check  it? 
They  just  don’t  run  over  to  the  Pentagon  once  every  3  months  or  some- 
thing,  do  they  ? 

Mr.  Rappaport.  No. 

Mr.  Brown.  Are  they  there  every  day  ? 

Mr.  Rappaport.  I  don’t  think  they  are  there  every  day  but  they  do 
call  very  frequently. 

Mr.  Brown.  They  miss  Saturdays  and  Sundays.  Nobody  works- 
but  Congressmen  on  Saturdays  and  Sundays.  Are  they  there  week  in 
and  week  out,  or  what  ? 

Mr.  Rappaport.  They  are  assigned  to  the  agency  on  a  week-in  and 
week-out  basis. 

Mr.  Brown.  What  do  they  do  when  they  are  not  visiting  the  agency  ? 

Mr.  Rappaport.  They  have  a  tremendous  amount  of  study  to  do  as 
a  result  of  reports  and  information  that  come  to  them.  That  can  be 


82 


BUDGET  AND  ACCOUNTING 


done  in  their  own  office  and  does  not  have  to  be  done  in  the  Pentagon. 

Mr.  Brown.  I  have  never  been  able  to  understand  how  the  Budget 
Bureau  can  actually  know  what  amounts  should  be  put  in  the  budget 
figure,  or  in  the  budget  sent  to  the  Congress,  and  especially  so  if  they 
just  have  examiners  go  out  spasmodically. 

I  have  been  in  Government  for  a  long  time  and  I  have  found  that 
it  is  not  unusual  for  Government  agencies  to  ask  for  a  lot  more  than 
they  need,  thinking,  “Well,  if  they  cut  us,  we  will  still  be  all  right.” 
I  have  had  heads  of  agencies  say  to  me,  when  the  cut  has  been  10 
percent  or  20  percent,  “Well,  we  still  have  10  percent  more  than  we 
expected.”  What  the  Hoover  Commission  has  been  trying  to  do  is  to 
get  at  this  situation  where,  through  the  Budget  Bureau,  the  Congress 
may  be  better  informed  as  to  what  should  be  appropriated  out  of  the 
people’s  money  to  run  these  agencies;  what  is  actually  necessary,  and 
what  is  not  necessary,  to  eliminate  as  much  waste  and  extravagance 
as  we  can,  and  get  as  much  efficiency  as  possible. 

I  am  not  sure  that  you  went  too  far  in  the  Budget  Bureau — and  I 
don’t  mean  you  personally,  because  others  have  been  there — in  putting 
into  effect  some  of  the  recommendations  and  suggestions  made  by  the 
first  Hoover  Commission.  You  gave  lip  service  to  the  matter,  as  I 
see  it. 

I  think  there  has  been  more  attention  given  to  some  of  the  reforms 
recommended  by  the  Hoover  Commission  this  time. 

But  I  think  what  Mr.  Lipscomb,  if  I  can  read  his  mind,  wants 
Congress  to  do,  is  to  not  depend  upon  the  will  of  some  individual 
budget  director  or  some  individual  administration,  but,  instead,  to 
write  a  policy  and  say,  “Here  is  what  we  expect  you  to  do  and  want 
you  to  do.” 

You  say  you  want  to  do  these  things  that  are  spelled  out  here,  but 
that  it  is  unnecesary  to  write  them  into  law. 

What  on  earth  is  wrong  with  backstopping  you  and  giving  you 
greater  authority,  greater  impetus,  and  greater  right  to  do  what  you 
want  to  do,  by  passing  a  law  ? 

Mr.  Rafpaport.  In  the  case  of  the  recommendation  which  is  a  very 
specific  recommendation,  an  examiner  is  to  be  assigned  to  an  agency 
for  2  years  on  a  rotating  basis. 

Mr.  Brown.  I  am  not  quarreling  with  you  on  that.  Mr.  Lipscomb, 
I  apologize  again.  In  a  lot  of  things  you  say  “untimely,”  “  authority 
now  exists,”  “we  agree,  but  unnecessary,”  “unneeded,”  “all  right,  but 
being  done  now.”  That  is  what  I  quarrel  with. 

Mr.  Rafpaport.  In  my  humble  opinion,  I  don’t  think  we  often  ac¬ 
complish  the  objective  that  we  are  after  by  establishing  a  strict  pro¬ 
cedure.  I  think  when  we  are  dealing  with  professional  people,  such 
as  we  have  in  the  Bureau  of  the  Budget,  we  should  give  them  a  certain 
amount  of  flexibility  in  certain  areas. 

Mr.  Brown.  That’s  right.  But  we  have  also  had  the  experience 
that  when  a  commission  like  the  Hoover  Commission  which  is  an 
arm  of  the  Congress,  or  when  a  committee  such  as  this,  Mr.  Chair¬ 
man,  has  expressed  in  its  reports  the  desire  that  certain  things  be 
done,  too  often  these  individuals  will  decide  for  themselves  whether 
they  ought  to  do  them.  And  often  it  becomes  necessary  in  the  public 
interest — and  after  all  the  Congress  does  represent  the  people— to 
spell  it  out  in  law.  Even  then  we  have  difficulty  in  getting  them  to 
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do  what  we  say  should  be  done,  or  what  the  Congress  says  should  be 
done,  and  what  the  President  approves  by  signing  the  law. 

I  just  can't  understand  the  attitude  that  is  taken  on  this  thing:  “Oh, 
this  is  fine,  this  is  all  right,  but  we  are  already  doing  it  and  there  is 
no  necessity  to  make  it  permanent  law.” 

Neither  can  I  understand  why  many  of  the  administrative  orders 
issued  by  the  President  to  do  certain  things  recommended  by  the 
Hoover  Commission  seemingly  have  not  been  done  rapidly,  or  have 
met  with  the  dragging  of  feet  in  a  lot  of  the  agencies  in  the  Govern¬ 
ment. 

Mr.  Rap  paport.  Of  course  you  know  when  you  are  speaking  of 
rapidity,  you  are  speaking  of  a  tremendous  institution  here  and  things 
are  not  done  overnight.  It  j ust  takes  time. 

Mr.  Brown.  But  if  you  are  going  to  walk  a  mile  you  always  take 
the  first  step. 

Mr.  Rappaport.  That  is  very  true. 

Mr.  Brown.  I  beg  your  pardon  for  jumping. 

Mr.  Lipscomb.  It  is  perfectly  all  right.  Going  back  to  Mr.  Brown’s 
question,  how  many  experts  do  you  have  working,  for  example,  with 
the  Department  of  Defense? 

Mr.  Brown.  I  never  got  that  answer. 

Mr.  Rappaport.  I  do  not  have  the  figure  in  mind. 

Mr.  Brown.  Is  it  true  that  the  principal  function  the  examiners 
have  is  to  rely  upon  the  reports  coming  over  to  the  Bureau  of  the 
Budget  from  the  Department  of  Defense  and  review  them  and  turn 
them  over. 

Mr.  Rappaport.  They  review  them  and  evaluate  them.  In  the  case 
of  programs  it  becomes  possible  to  price  them  out.  By  doing  that 
you  can  get  a  very  close  check  on  what  a  particular  agency  is  request¬ 
ing  in  the  way  of  budget  appropriations. 

Mr.  Brown.  How  can  they  price  them  out  without  adequate  internal 
costs  and  performance  records  ? 

Mr.  Rappaport.  Well,  there  is  a  great  deal  of  information  available 
in  the  various  agencies.  This  information  may  not  be  integrated 
perhaps  but  it  is  useful  information  and  can  be  applied  to  arrive  at 
the  objective. 

Mr.  Brown.  Are  you  familiar  with  the  General  Accounting  Office 
report  on  the  examination  of  the  Department  of  Defense  certification 
under  section  1311? 

Mr.  Rappaport.  No,  sir. 

Mr.  Brown.  That  came  up  earlier  in  the  testimony  in  regard  to  one 
item,  the  $400  million  military  defense  aid  appropriation.  It  says — 
perhaps,  Mr.  Chairman,  I  will  read  this  into  the  record  because  it 
came  up  earlier : 

No.  1  of  that  report  says  at  least  $400  million  of  military  aid  appropriations 
overstated  at  June  30,  1954,  and  retained  in  violation  of  the  Mutual  Security 
Act  of  1954,  were  still  being  retained  at  June  30, 1955. 

Would  that  be  of  any  concern  to  the  Bureau  of  the  Budget  in  their 
programing  for  1957-58  ? 

Mr.  Rappaport.  It  certainly  would  be. 

Mr.  Brown.  Did  the  Bureau  of  the  Budget  know  about  that? 

Mr.  Rappaport.  I  can’t  answer  that  of  my  own  knowledge. 
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Mr.  Brown.  For  instance,  another  item  which  is  of  concern,  in  my 
estimation,  to  the  Bureau  of  the  Budget — and  one  of  the  reasons  for 
the  bill — is  No.  2  of  this  report.  It  says : 

The  records  and  documents  supporting  unliquidated  obligations  balances  are 
not  in  such  form  as  to  facilitate  audit  and  reconciliation. 

No.  3  is: 

General  trial  balances  were  not  run  by  the  Departments’  subbalances  on 
individual  documents  and  reconciled  to  control  accounts.  In  those  instances 
during  the  examination  where  it  was  possible  to  try  and  reconcile  the  documents 
to  control  accounts,  the  control  accounts  were  found  to  be  overstated. 

The  Bureau  of  the  Budget,  without  adequate  help  in  the  way  of 
emphasis  by  Congress,  cannot  properly  do  their  job  of  programing, 
as  I  see  it.  Wouldn’t  this  type  of  legislation  showing  the  intent  of 
Congress,  in  regard  to  budget  and  accounting,  be  a  worthwhile  thing 
to  put  into  the  statutes  in  order  to  give  you  more  strength  in  the 
Bureau  of  the  Budget  to  do  the  job  that  the  executive  branch  feels 
should  be  done,  I  hope  ? 

Mr.  Rappaport.  After  considerable  study  on  the  part  of  the  Bureau 
officials,  the  views  that  were  expressed  in  this  paper  seem  to  them  to 
meet  the  needs  of  the  Bureau. 

There  could  be  a  difference  of  opinion  as  to  whether  the  needs  could 
be  achieved  quicker  and  more  effectively  but  what  I  stated  here  was 
the  considered  opinion  of  the  Bureau  that  it  was  not  really  necessary. 

Mr.  Brown.  Isn’t  it  a  fact  that  the  Bureau  of  the  Budget  wants  to 
do  more,  and  knows  that  they  should  do  more,  but  they  are  under¬ 
staffed  and  need  more  resources  ? 

Mr.  Rappaport.  The  Bureau  of  the  Budget  could  use  more  re¬ 
sources,  but  it  is  a  question  of  judgment  as  to  the  extent  of  the  re¬ 
sources  that  are  needed  and  I  don’t  think  that  you  could  dump  a 
thousand  people  into  the  Bureau  of  the  Budget  tomorrow  and  have 
any  effective  accomplishments. 

Mr.  Brown.  But  you  could  dump  more  in  ? 

Mr.  Rappaport.  You  could  always  use  more  people  in  this  Gov¬ 
ernment. 

Mr.  Brown.  And  most  agencies  usually  do. 

Mr.  Rappaport.  I  don’t  think  it  is  advisable  to  add  to  staff  unless 
we  are  completely  satisfied  that  they  can  perform  effectively. 

The  organization  that  the  Bureau  has  at  this  time  is  performing 
effectively  within  the  scope  of  its  present  plans,  but  if  it  goes  beyond 
these  present  plans  it  would  have  to  augment  the  staff.  There  again 
I  would  say  it  should  be  done  on  a  built-up  basis  and  not  by  taking  a 
big  plunge. 

Mr.  Lipscomb.  This  bill  does  not  say  to  do  it  in  a  big  plunge.  I  be¬ 
lieve  Congress  should  recognize  that  it  will  have  to  be  done  on  a  con¬ 
tinuous  basis  and  that  we  will  gradually  go  into  this  system. 

Mr.  Rappaport.  That  is  precisely  our  view. 

Mr.  Lipscomb.  But  I  can’t  help  but  feel  that  over  a  period  of  years 
that  this  has  been  the  objective  all  the  time  but  yet  it  has  been  lagging. 

I  know  that  you  have  done  a  lot  of  work  and  it  is  a  big  enormous 
job,  there  isn’t  any  doubt  about  it,  but  as  Mr.  Brundage  said  in  his  ex¬ 
change  of  correspondence  with  the  President,  there  has  been  a  studied 
reduction  in  the  staff  of  the  Bureau  of  the  Budget  in  the  past  7  or  8 
years  in  the  face  of  very  increased  work. 
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But  as  I  said,  a  minute  ago,  they  are  working  effectively. 

Mr.  Rappaport.  That  is  true. 

Mr.  Lipscomb.  It  says : 

Additional  staff  resources  for  the  Bureau  will  be  needed  for  the  Bureau  to 
put  additional  emphasis  on  its  management  function. 

If  Congress  in  its  wisdom  sets  forth  something  that  is  in  a  bill 
such  as  the  type  before  us,  naturally  Congress  will  have  to  face  up 
to  the  fact  that  they  will  have  to  give  you  additional  money,  and  it  is 
the  responsibility  of  the  Bureau  of  the  Budget  to  tell  Congress  what 
they  need  in  the  way  of  appropriations  to  do  a  good  job  which,  in  many 
people’s  minds,  has  not  been  done  up  to  the  present  time. 

Certainly  you  can’t  do  an  adequate  job  if  you  are  going  to  continue 
to  lose  people  and  become  understaffed. 

Mr.  Brown.  I  would  like  to  get  back  to  that  $400  million  item  of 
the  Defense  Department  that  got  lost.  You  say,  of  course,  that  you 
did  not  know  about  it. 

Mr.  Rappaport.  I  personally  did  not  know. 

Mr.  Brown.  I  can  understand  that.  You  were  not  in  a  position  to 
know.  But  I  wonder  if  you  could  inform  the  committee  whether 
there  might  be  in  the  Bureau  of  the  Budget  somebody  who  did  know 
about  it.  I  mean  in  a  position  of  responsibility  ? 

Mr.  Rappaport.  Mr.  Schaub,  the  head  of  the  military  division,  could 
give  you  a  proper  and  adequate  explanation. 

Mr.  Brown.  Could  you  find  out  and  let  us  know  ?  Send  us  a  nota¬ 
tion  on  it  for  inclusion  in  the  record. 

Mr.  Rappaport.  Yes,  sir. 

(The  material  referred  to  follows:) 

The  information  requested  by  Congressman  Brown  for  inclusion  in  the  record 
<p.  164  of  the  transcript  of  the  hearing)  is  set  forth  below.  This  is  an  excerpt 
from  a  communication  which  the  Bureau  forwarded  to  the  Senate  Foreign 
Relations  Committee  on  May  24,  1956,  dealing  with  this  and  other  matters. 

“Reported  Overstatement  of  June  30,  1954,  Unliquidated  Obligations 

“A  major  premise  of  the  1954  interagency  recommendations  for  improving 
military  assistance  financial  systems  was  that  the  procedures  then  in  use  did  not 
produce  accurate  fiscal  records.  Believing  it  infeasible  to  reconstruct  and 
adjust  all  prior  transactions,  the  General  Accounting  Office,  the  Department  of 
Defense,  the  Foreign  Operations  Administration,  and  the  Bureau  of  the  Budget 
recommended  striking  a  balance  between  military  assistance  deliveries  and 
expenditures  on  the  basis  of  the  best  available  records  and  then  converting  to 
simpler,  more  effective  accounting  methods  for  the  future.  Legislative  history 
would  suggest  Congress  accepted  both  the  premise  and  the  recommendations  by 
enacting  section  110  of  the  Mutual  Security  Appropriation  Act,  1955. 

“Section  110,  effective  as  of  July  1,  1954,  was  enacted  September  3,  1954. 
Section  1311  of  the  Supplemental  Appropriation  Act,  1955,  applicable  as  of 
June  30,  1954,  was  enacted  August  26,  1954.  Implementing  instructions  for 
these  interacting  statutory  provisions  were  not  issued  until  much  later  in  fiscal 
year  1955.  It  is  the  judgment  of  the  Department  of  Defense  that  the  retroactive 
application  of  these  two  provisions  made  it  virtually  impossible  to  reconstruct 
June  30,  1954,  military  assistance  balances  with  complete  accuracy. 

“On  September  26, 1955,  the  Acting  Comptroller  General  reported  to  the  Appro¬ 
priations  Committees  that  an  examination  of  some  military  assistance  records 
indicated  certified  June  30,  1954,  unliquidated  obligations  carried  forward  to 
subsequent  years  were  overstated  by  ‘at  least  $400  million.’  Since  the  Acting 
Comtroller  General  stated  ‘a  complete  audit  requiring  many  thousands  of  man¬ 
hours  would  not  be  warranted,’  the  Department  of  Defense  decided  not  to  make 
another  review  of  all  June  30.  1954,  military  assistance  fiscal  records  or  to 
transfer  funds  from  the  military  assistance  accounts. 
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“Any  further  consideration  of  this  matter  should  take  these  factors  into 
account:  First,  past  recognition  by  the  legislative  and  executive  branches  that 
military  assistance  fiscal  records  prior  to  fiscal  year  1955  are  not  susceptible 
of  accurate  analysis ;  second,  the  difficulties  created  by  retroactive  application 
of  sections  110  and  1311  to  a  calculation  of  June  30,  1954,  military  assistance 
unliquidated  obligations;  third,  the  fact  that  section  1311  screening  as  of 
June  30,  1955,  may  have  eliminated  some  June  30,  1954,  unliquidated  obligations 
carried  forward  into  fiscal  year  1955;  fourth,  the  many  administrative  actions 
taken  since  June  30,  1954,  which  would  be  affected  by  a  retroactive  reduction 
in  fund  availability ;  and  fifth,  the  fact  that  fiscal  year  1956  appropriations  and 
fiscal  year  1957  appropriations  requests  have  assumed  the  availability  of  prior 
certified  balances  and  would,  therefore,  not  be  reduced  by  such  an  analysis.’ 

Mr.  Brown.  I  would  like  to  know  if  the  Bureau  of  the  Budget 
knew  about  it  and,  if  so.  what  they  did  about  it— took  it  off,  notified 
Congress,  or  what? 

Mr.  Eappaport.  We  will  supply  that  information  to  you. 

Mr.  Brown.  Has  the  Bureau  of  the  Budget  in  the  past  kept  pretty 
good  track  of  the  Government  inventories  ? 

Mr.  Eappaport.  I  don’t  understand  that  question. 

Mr.  Brown.  Have  you  kept  pretty  good  track  of  Government  in¬ 
ventories?  Have  you  known  what  the  inventory  of  the  Defense  De¬ 
partment  was  ? 

Mr.  Eappaport.  The  Bureau  of  the  Budget  I  don’t  think  has  the 
responsibility  of  keeping  track  of  inventories  all  over  the  Govern¬ 
ment. 

Mr.  Brown.  I  mean  the  information.  Have  you  had  any  definite 
information  on  inventories?  I  think  that  question  is  rather  direct, 
and  just  makes  ordinary  common  sense  from  a  business  point  of  view. 
If  you  don’t  know  what  any  Government  agency  has,  how  can  you 
know  what  they  need  to  be  budgeted  to  buy  more  ? 

Mr.  Armstrong.  We  have  been  trying  to  encourage  the  setting  up 
of  accounting  controls  over  property.  Until  the  last  few  years  that 
was  one  of  the  long-neglected  areas  in  Government  accounting.  A 
considerable  amount  of  progress  has  been  made  in  bringing  property 
under  financial  control  and  determining  the  quantities  and  the  value 
of  inventories.  We  need  financial  property  accounting  in  order  to 
have  cost-based  budgets. 

Mr.  Brown.  I  am  going  to  mention  a  picayune  thing  as  an  illus¬ 
tration.  I  recall  the  first  Hoover  Commission  found  in  checking  on 
1  agency  that  they  had  enough  carbon  paper  to  run  that  agency  for 
148  years.  It  didn’t  amount  to  much,  but  it  amounted  in  cost  to  all 
the  taxes  the  farmers  in  my  district  paid  in  a  couple  of  years  to  the 
Federal  Government. 

Now,  if  your  Budget  Bureau  knew,  which  you  did  not  at  the  time, 
that  they  had  148  years’  supply  of  carbon  paper  on  hand  in  that  agency, 
wouldn’t  you  be  a  little  careful  about  how  much  more  you  put  in  the 
budget  for  the  coming  fiscal  year  to  buy  office  supplies  for  that  De¬ 
partment  ?  See  what  I  am  driving  at  ? 

Mr.  Armstrong.  Yes,  that  is  one  of  the  advantages  of  the  cost-type 
budget.  It  brings  in  those  resources,  inventories  and  other  things  they 
have  on  hand. 

Mr.  Brown.  Certainly  the  Commission  and  this  committee,  and  the 
Congress,  is  driving  at  getting  some  control  over  this,  sir. 

Mr.  Armstrong.  Yes. 

Mr.  Brown.  Do  you  know  what  the  overall  cost  basis  inventory  of 
the  Defense  Department  is  ? 
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Mr.  Armstrong.  I  can’t  recall  offhand.  I  think  there  are  some 
figures  on  it.  The  Defense  Department  has  done  quite  a  bit  of  work 
in  the  last  few  year’s  in  bringing  inventories  under  financial  control. 

Mr.  Brown.  Yes,  the  Hoover  Commission  pointed  that  out  rather 
strongly,  and  the  Defense  Department  started  on  it  lately,  but  I  think 
you  wiil  find  the  inventory  of  the  Defense  Department  is  more  than 
the  inventory  of  private  enterprise  in  the  United  States  all  put  to¬ 
gether,  which  is  amazing,  and  a  large  and  very  dangerous  thing.  A 
lot  of  these  items  are  obsolete  perhaps,  but  unless  you  know  something 
about  the  procurement  practices  and  the  amount  of  inventory  on  hand 
in  these  departments  and  agencies  in  Government  in  the  Bureau  of 
the  Budget,  I  can’t  comprehend  how  you  know  they  need  these  things 
when  they  ask  for  them,  as  represented  by  the  appropriations  they 
request. 

Mr.  Rapp  a  port.  Certainly  if  we  have  the  information  as  a  part  of 
the  budget,  that  will  be  the  place  to  start.  In  other  words,  that  will 
give  us  an  indication  as  to  what  they  need  and  whether  part  of  the 
inventory  can  be  applied  to  next  year’s  activities,  and  so  forth. 

Mr.  Brown.  The  fact  of  the  matter  is  that  Congress  has  appropri¬ 
ated  money  in  recent  years  faster  than  they  could  spend  it.  I  think  you 
will  agree  with  that.  There  has  been  a  huge  carryover.  Do  you  know 
how  much  has  been  appropriated  that  has  not  been  expended,  that  is 
carried  over  ? 

Mr.  Rappaport.  Fifty  billion. 

Mr.  Brown.  You  are  guessing. 

Mr.  Rappaport.  Yes ;  I  would  say  50  billion  or  more. 

Mr.  Brown.  I  would  suggest  that  you  put  someone  in  there  to  study 
that,  because  you  will  find  it  interesting.  According  to  the  figures  I 
get,  we  have  some  $10  billion  now  in  the  Mutual  Defense  or  Foreign 
Aid  Fund,  if  you  want  to  call  it  that,  that  have  not  been  expended  or 
obligated. 

Don't  you  think  when  you  find  huge  sums  like  that,  which  have  al¬ 
ready  been  appropriated  to  some  agency  or  activity  of  Government, 
perhaps  the  Bureau  of  the  Budget  should  look  with  a  little  more  jaun¬ 
diced  eve  on  requests  for  new  appropriations  and  say,  “Boys,  you  bet¬ 
ter  spend  what  you  have  already  been  appropriated  first.” 

Doesn't  that  make  good  sense  ? 

Mr.  Armstrong.  Yes.  We  are  suggesting  that  this  recommendation 
7  of  the  Hoover  Commission  be  written  into  this  bill.  We  think  that 
will  provide  a  better  handle  for  dealing  with  this  sort  of  thing. 

Chairman  Dawson.  Are  you  for  the  bill  ? 

Mr.  Rappaport.  Yes,  sir,  we  are  for  the  bill.  With  these  minor  sug¬ 
gestions  that  we  have  made. 

Mr.  Brown.  And  these  notations,  that  this  is  not  necessary,  and  that 
is  not  necessary  ? 

Chairman  Dawson.  They  have  eliminated  almost  every  section  of 
it  that  they  did  not  think  was  necessary. 

Mr.  Rappaport.  I  think  you  will  find  when  you  study  our  remarks 
that  the  suggestions  we  have  made  for  elimination  are  of  minor  con¬ 
sequence  really. 

Chairman  Dawson.  You  know  what  it  reminds  me  of,  Mr.  Brown. 
You  ask  the  witness  the  question :  “Did  the  man  pass  your  door?”  He 
replies,  “Congressman,  I  am  glad  you  asked  me  that  question.  The 
answer  is  yes  and  no.” 
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Mr.  Broavn.  I  think  these  gentlemen  are  in  a  difficult  spot.  I  want  to 
be  charitable.  But  the  first  Commission  which  the  Congress  named  to 
do  this  study  and  work  for  it  was  and  is  interested  in  seeing  to  it  that 
some  of  these  things  are  corrected,  and  some  other  things  done  which 
can  help  give  us  a  better  government. 

Now,  Ave  have  encountered  in  many  fields,  in  the  past  6  years,  or 
since  1949,  a  reluctance,  to  be  as  charitable  as  Ave  can,  on  the  part 
of  many  of  the  agencies  of  the  Government  to  put  into  effect  these 
reforms  which  both  the  Commission  recommended  and  the  Congress 
ordered,  even  by  enacting  laws. 

The  least  we  can  do  here,  by  legislative  enactment,  is  to  fix  a  policy, 
and  state  here  is  what  we  want  you  to  do,  and  here  is  what  should  be 
done,  as  quickly  as  practicable. 

You  will  recall,  Mr.  Chairman,  this  committee  checked  up  on  the 
cataloguing  laAv,  which  Avas  passed  by  Congress  as  a  result  of  a  first. 
Hoover  Commission  recommendation,  and  we  found  there  was  a  lot 
of  dragging  of  feet  in  that  situation,  a  process  that  could  saA7e  a  lot 
of  money  to  the  taxpayers  of  this  country. 

We  have  a  responsibility  to  the  public;  and  I  can’t  understand  for 
the  life  of  me  Avhat  is  wrong  with  a  bill  like  this,  or  how  you  can  say 
it  is  not  necessary,  because  you  are  already  doing  it.  You  may  not 
be  there  long.  We  change  budget  directors  faster  than  I  change 
clothes.  There  have  been  a  lot  of  them  down  there  in  my  time  and 
some  other  Budget  Director  may  have  an  entirely  different  idea  than 
you  do  unless  there  is  a  law  that  says  this  is  the  way  you  are  to  do  it. 

Mr.  Rappaport.  I  think  Ave  haATe  said  here  that  we  think  this  is  a 
A'ery  good  law. 

Mr.  Broavn.  Except  that  a  lot  of  it  is  not  necessary.  Section  so  and 
so  is  not  necessary.  Section  so  and  so  is  not  advisable.  I  put  the 
notes  down  here. 

Mr.  Rappaport.  I  think  you  will  find  the  exceptions  which  we  have 
taken  are  not  exceptions  that  would  be  significant  in  carrying  out  the 
objective  that  you  just  described  a  little  while  ago. 

Mr.  Broavn.  Suppose  Ave  haA7e  a  different  idea?  You  would  not  be 
objecting  to  our  passing  the  kind  of  law  we  think  we  ought  to? 

Mr.  Rappaport.  That  is  your  privilege,  sir. 

Mr.  Broavn.  That’s  all. 

Mr.  Lipscomb.  Mr.  Chairman,  do  you  at  the  present  time,  Mr.  Rappa¬ 
port,  have  any  field  offices  ? 

Mr.  Rappaport.  No;  they  Avere  discontinued  seATeral  years  ago. 

Mr.  Lipscomb.  And  in  the  foreign-aid  program,  which  expends  a 
considerable  amount,  do  you  have  field  trips  ? 

Mr.  Rappaport.  Yes,  sir. 

Mr.  Lipscomb.  To  foreign  countries? 

Mr.  Rappaport.  Yes,  sir. 

Air.  Lipscomb.  To  foreign  countries  ? 

Mr.  Rappaport.  Yes. 

Mr.  Lipscomb.  And  those  are  made  by  examiners? 

Mr.  Rappaport.  Yes,  sir. 

Mr.  Lipscomb.  IIow  many  examiners  do  you  have  on  that  program. 

Mr.  Rappaport.  About  20  or  25. 

Mr.  Lipscomb.  And  how  long  do  they  spend  on  such  a  program? 

Mr.  Rappaport.  They  are  working  on  the  program  year  round. 

Mr.  Lipscomb.  Yes,  sir,  but  overseas? 
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Mr.  Rappaport.  They  just  make  special  trips  for  special  purposes. 

Mr.  Lipscomb.  In  other  words  most  of  the  information  that  you 
submit  in  the  budget  is  a  review  and  evaluation  of  the  reports  sent 
from  the  agency  and  department  overseas? 

Mr.  Rappaport.  Yes,  sir. 

Mr.  Lipscomb.  And  there  is  no  adequate  way  at  the  present  time 
that  you  could  evaluate  those  as  to  actual  costs  or  expenditures  in  the 
program  ? 

Mr.  Rappaport.  I  think  there  are  ways  to  evaluate  them. 

Mr.  Lipscomb.  But  you  are  not  doing  them  ? 

Mr.  Rappaport.  I  think  we  are.  We  are  evaluating  them.  We  may 
be  doing  it  in  a  manner  different  from  what  you  suggest  but  that  is 
only  a  procedural  matter.  There  are  several  ways  the  same  thing 
can  be  done  as  you  know. 

At  the  present  we  are  doing  it  in  a  certain  way.  You  might  prefer 
another  way  and  the  next  fellow  might  prefer  still  another  way  but 
that  does  not  mean  that  the  way  we  are  doing  it  is  not  sound  and 
effective. 

Mr.  Lipscomb.  Your  office  has  been  receiving  reports  from  the  Gen¬ 
eral  Accounting  Office  on  aid  to  Pakistan  and  Iran  and  Egypt.  Were 
you  aware  of  the  deficiencies  that  they  pointed  out  in  the  program? 

Mr.  Rappaport.  I  am  not  personally  aware  of  that.  That  is  not 
in  my  area. 

Mr.  Lipscomb.  Do  the  GAO  reports  get  complete  evaluation? 

Mr.  Rappaport.  Yes,  indeed. 

Mr.  Lipscomb.  They  pointed  up  things  that  would  have  had  a 
great  bearing  I  believe  in  the  programing  of  the  Bureau  of  the  Budget. 

Mr.  Rappaport.  I'm  sure  they  are  taken  into  consideration  in  a  very 
serious  way. 

Mr.  Lipscomb.  But  there  were  things  that  your  examiners  missed 
when  they  were  there  on  the  spot? 

Mr.  Rappaport.  Our  examination  is  not  made  in  the  same  manner 
as  an  audit.  We  don’t  audit. 

Mr.  Lipscomb.  I  realize  that.  But  they  were  dealing  in  dollars 
and  cents.  But  you  must  have  an  evaluation  of  the  program. 

Mr.  Rappaport.  It  is  quite  likely  that  our  people  have  that  infor¬ 
mation  but  I  personally  don’t  know. 

Mr.  Lipscomb.  There  is  one  further  thing,  Mr.  Chairman,  and  that 
is  on  section  5  of  the  bill.  That  calls  for  joint  General  Accounting 
Office  and  Bureau  of  the  Budget  studies  of  duplicate  central  accounts 
and  internal  auditing  in  the  Government. 

Do  you  see  any  reason  why  we  should  not  place  more  emphasis  on 
this,  more  emphasis  than  is  being  placed  now  in  the  reports  on 
progress? 

Mr.  Rappaport.  This  area  is  being  covered  by  the  joint  accounting 
program.  I  am  sure  it  could  be  speeded  up  under  certain  circum- 
stances.  The  question  is  whether  it  is  desirable  and  necessary  to  speed 
it  up.  I  think  it  has  been  going  along  in  an  orderly  way  and  I  think 
it  is  a  sound  way  to  do  it. 

Mr.  Lipscomb.  The  fact  is  that  you  have  just  scratched  the  surface 
in  this  field.  If  you  took  your  8  people  and  the  GAO  took  their  people 
and  the  Treasury  took  their  60  and  put  it  in  a  central  position  you 
could  do  the  job  adequately,  but  you  are  spread  so  thin  you  can’t  do 
an  adequate  job  in  any  area.  With  more  emphasis,  and  if  Congress 
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sets  this  as  a  policy,  you  will  have  to  tell  Congress  that  you  need  more 
resources,  bodies  to  do  the  job,  and  that  is  why  we  want  an  adequate 
report  on  this  problem. 

Mr.  Rappaport.  If  you  want  matters  speeded  up  you  will  have  to 
supply  more  people.  Whether  the  speedup  would  be  effective  or  not 
I  would  not  venture  to  predict  at  this  time. 

Mr.  Lipscomb.  It  isn't  just  a  speedup  that  we  are  talking  about.  It 
is  an  adequate  coverage  of  the  whole  program.  For  instance  just  the 
other  day  the  President  sent  a  message  to  Congress  which  included  a 
request  for  $400,000  more  additional  money  which  you  need  to  imple¬ 
ment  what  you  are  now  doing  by  executive  arrangement. 

Why  was  it  that  that  had  to  take  a  special  message  from  the  Presi¬ 
dent  in  order  to  add  to  that  supplemental  appropriation  ?  And  why 
wasn’t  that  in  your  budget  when  it  came  up  to  the  Hill  originally  know¬ 
ing  that  all  of  these  factors  are  necessary  and  that  you  intend  to  im¬ 
plement  them  and  it  happens  that  you  are  not  satisfied  with  the  prog¬ 
ress  made  today  ? 

Mr.  Rappaport.  The  Hoover  Commission  recommendations  were 
very  carefully  reviewed  by  the  Bureau  of  the  Budget  and  it  was  not 
until  a  review  was  made  and  an  opinion  formed  that  the  supplemental 
was  requested. 

We  did  not  just  accept  the  Hoover  Commission  recommendation 
without  study  of  it.  We  wanted  to  be  satisfied  that  it  was  sound  and 
proper. 

Having  satisfied  ourselves  in  the  areas  that  were  indicated,  we  then 
went  ahead  and  asked  for  this  supplemental. 

Mr.  Lipscomb.  It  seems  to  me,  in  the  field  that  the  Bureau  of  the 
Budget  is  working  on,  that  these  things  should  be  very  obvious  to 
the  professional  people  that  you  have  on  your  staff,  and  the  amounts 
could  have  been  asked  for  in  the  budget  for  many  years  to  do  the  job. 

Mr.  Rappaport.  I  can  see  your  point  of  view. 

Chairman  Dawson.  Mrs.  Harden? 

Mrs.  Harden.  No  questions. 

Chairman  Dawson.  I  would  like  to  get  into  the  record  the  back¬ 
ground  of  the  two  witnesses  who  testified.  Will  you  give  the  informa¬ 
tion  how  long  you  have  been  with  the  department?  Your  back¬ 
ground  ? 

Mr.  Rappaport.  I  am  an  assistant  director  of  the  Bureau  of  the 
Budget.  Mr.  Armstrong  is  a  member  of  the  Accounting  Staff  in  the 
Bureau  of  the  Budget. 

Chairman  Dawson.  How  long  have  you  been  with  the  Bureau  of 
the  Budget,  Mr.  Armstrong  ? 

Mr.  Armstrong.  Since  1941. 

Chairman  Dawson.  Were  you  in  government  before  that? 

Mr.  Armstrong.  No;  I  was  with  (Triffenhagen  Associates,  manage¬ 
ment  engineers. 

Chairman  Dawson.  Oh,  yes.  If  we  should  desire  your  further 
testimony,  would  you  come  back  up  at  our  request  ? 

Mr.  Rappaport.  Yes,  indeed.  We  will  be  delighted  to  do  so. 

Chairman  Dawson.  Thank  you  for  your  testimony  and  the  help 
you  have  given  us. 

At  this  time  we  will  hear  from  Mr.  Conick  of  the  United  States 
Chamber  of  Commerce. 
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STATEMENT  OE  M.  C.  CONICK,  CERTIFIED  PUBLIC  ACCOUNTANT, 

PITTSBURGH,  PA. ;  ACCOMPANIED  BY  J.  K.  EADS,  UNITED  STATES 

CHAMBER  OF  COMMERCE 

Mr.  Conick.  Mr.  Chairman,  and  members  of  the  committee,  my 
name  is  M.  C.  Conick.  My  address  is  Pittsburgh,  Pa.  I  am  senior 
executive  partner  of  the  auditing  firm  of  Main  &  Co.,  certified  public 
accountants. 

I  am  past  president  of  the  Pennsylvania  Institute  of  Certified  Pub¬ 
lic  Accountants,  and  a  past  vice  president  of  the  American  Institute 
of  Accountants. 

I  appear  on  behalf  of  the  committee  on  government  operations  of 
the  Chamber  of  Commerce  of  the  United  States,  to  support  the  ac¬ 
counting  principles  of  PI.  R.  9402,  H.  II.  7338,  H.  R.  7209,  and  H.  R. 
8236. 

Mr.  Chairman,  I  am  accompanied  here  by  Mr.  Kirk  Eads,  manager 
of  the  taxation  and  finance  department  of  the  United  States  Chamber 
of  Commerce. 

My  statement  relates  to  the  recommendations  on  budget  and  account¬ 
ing  recently  reported  to  the  Congress  by  the  Commission  on  Organiza¬ 
tion  of  the  Executive  Branch  of  Government. 

The  Hoover  Commission  task  force,  in  submitting  these  recommen¬ 
dations,  estimated  that  the  resultant  savings  might  reasonably  be  ex¬ 
pected  to  amount  to  $4  billion  annually.  These  savings,  it  is  believed, 
can  be  accomplished  without  impairing  essential  Government  services, 
including  those  connected  with  national  defense. 

There  is  no  congressional  power  more  important  than  the  control  of 
appropriations.  It  has  been  recognized  since  the  early  days  of  the 
Republic  that  supervision  of  the  Nation’s  purse  strings  was  a  prime 
responsibility  of  the  Congress,  and  the  Congress  has  responded  to  that 
responsibility  with  a  high  sense  of  duty. 

Today  the  task  of  weighing  this  country’s  appropriations  is  more 
complex  than  it  has  ever  been  before.  That  task,  staggering  as  it  is  in 
its  dimensions,  is  made  even  more  burdensome  by  the  fact  that  the 
Government’s  present  accounting  methods  are  far  less  efficient  than 
they  should  and  could  be,  and  do  not  give  the  best  possible  picture  to 
you  Congressmen  who  must  make  the  decisions. 

I  have  been  active  in  the  field  of  accounting  for  40  years;  I  have 
worked  with  some  of  the  largest  organizations  in  the  country ;  and  I 
can  tell  you  that  I  would  not  care  to  change  places  with  you  at  appro¬ 
priations  time,  not  under  the  conditions  under  which  you  operate. 
Those  conditions  can  be  changed  and  improved. 

Furthermore,  the  people  on  whom  you  must  rely  for  much  of  your 
information  are  not  necessarily  the  people  best  equipped  to  present 
it  to  you.  In  the  first  place,  their  point  of  reference  is  not  the  same 
as  yours;  they  are  understandably  concerned  with  the  continuation 
and  enlargement  of  certain  programs,  and  with  considerations  that 
affect  their  own  personal  well-being. 

In  the  second  place,  they  are  persons  whose  primary  talents  lie  in 
fields  other  than  budget  reporting;  they  may  be  excellent  field  com¬ 
manders,  agricultural  specialists,  or  diplomats,  but  they  are  not  likely 
to  be  the  best  authorities  on  the  care  and  preservation  of  the  dollar. 
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That  is  a  problem  that  industry  faces,  as  well  as  Government,  and 
industry  solves  it  by  means  which  are  inherent  in  the  25  budgeting 
and  accounting  recommendations  of  the  Hoover  Commission. 

In  this  connection,  I  should  note  the  obvious  difference  between 
private  industry  and  Government,  which  is  that  private  industry  is 
run  for  profit. 

That  difference  makes  the  businessman’s  task  a  lot  easier  than  yours ; 
he  can  judge  his  company’s  position  by  seeing  whether  it  is  making 
a  profit.  You  have  no  such  rule  of  thumb.  For  that  reason  and 
for  other  apparent  reasons,  you  are  even  more  obliged  than  the  busi¬ 
nessman  to  see  that  the  money  you  appropriate  is  wisely  spent. 

The  national  chamber  has  long  recognized  the  conditions  reported 
in  the  Hoover  Commission’s  report  to  Congress.  In  April  1953  the 
chamber  recommended,  as  it  now  does,  improved  methods  of  appro¬ 
priation,  with  the  most  modern  and  effective  procedures  for  budget 
preparation,  review,  and  control. 

The  proposal  laid  particular  emphasis  upon  cost-consciousness  in 
the  presentation  of  budget  requests  to  Congress,  and  called  for  the 
establishment  of  responsibility  for  the  saving  of  tax  money. 

We  have  no  argument  with  the  budget  process.  In  fact,  we  have 
held  for  a  long  time  that  this  process  is  in  that  the  logical  chief  control 
over  Federal  expenditures,  because  the  budget,  after  all,  amounts  to 
the  financial  blueprint  of  a  work  program ;  perhaps  a  blueprint  seen 
through  smoked  glass,  but  a  blueprint  nevertheless. 

However,  as  we  in  the  chamber  have  followed  the  budget  process 
from  beginning  to  end — from  congressional  authorization  of  a  spend¬ 
ing  program — which,  according  to  one  representative,  is  where  all 
the  trouble  starts — to  the  actual  disbursement  of  the  taxpayer’s 
money — we  have  observed  many  basic  weaknesses. 

I  would  like  to  call  attention  again  to  some  serious  defects  in  our 
present  system  of  budgeting. 

(a)  The  lack  of  dependable  information  concerning  overall  costs 
of  new  programs  and  projects. 

(l>)  Lack  of  enough  independent  information  concerning  the  actual 
necessity  for  the  funds  requested. 

(c)  The  fact  that  Congress  has  no  control  over  actual  expendi¬ 
tures,  once  the  money  has  been  appropriated. 

(d)  The  fact  that  budget  presentations,  supported  by  charts,  tables, 
and  other  graphic  material,  reflect  emphasis  not  on  cost  conscious¬ 
ness,  or  the  necessity  for  the  proposed  expenditure,  or  minimum 
requirements,  but  primarily  on  the  petitioner’s  intense  desire  to  get 
the  cash  out  of  the  Congress. 

I  have  already  referred  to  the  chamber’s  policy  as  set  forth  in 
April  1953  and  adopted  by  our  membership.  At  its  44tli  annual 
meeting,  held  earlier  this  month,  the  chamber  adopted  a  policy  declara¬ 
tion  commending  the  work  of  the  Hoover  Commission. 

Here  and  now,  we  are  principally  concerned  with  the  Commission’s 
report  on  budget  and  accounting,  which  makes  25  recommendations. 
I  would  like  to  summarize  a  few  of  them  here. 

One  recommendation  calls  for  revitalization  of  the  Bureau  of  the 
Budget.  Among  other  things,  it  would  place  in  each  important 
Government  agency  at  least  one  employee  of  the  Bureau,  who  would 
review  the  agency’s  budget  preparation  and  administration  on  a  year- 
round  basis. 
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The  Commission  recommended  that  budgets  be  formulated  on  a 
cost  basis,  taking  into  consideration  inventories  and  working  capital 
carryover  to  reflect  the  cost  of  goods  and  services  to  be  consumed  in 
carrying  out  budget  programs. 

The  Commission  recommended  placing  the  budget  and  appropria¬ 
tions  on  an  estimated  annual  accrued  expenditure  basis.  That  is,  the 
budget  would  be  expressed  in  terms  of  the  charges  for  goods  and 
services  estimated  to  be  received  during  the  year. 

All  charges  would  be  considered,  regardless  of  whether  or  not 
invoices  had  been  received  or  payments  made.  This  recommenda¬ 
tion  takes  into  consideration,  for  example,  the  difficulty  of  translating 
the  proper  share  of  a  7 -year  airplane  building  program  into  a  1-year 
budget. 

There  is  a  recommendation  for  simplification  of  the  allotment 
system,  so  that  there  w’ill  not  have  to  be  a  separate  accounting  of 
each  infinitesimal  unit  of  government. 

The  Commission  recommended  that  Government  accounts  be  kept 
on  an  accrual  basis,  which  woidd  make  it  possible  to  prepare  period¬ 
ical  financial  statements  for  each  agency  showing  what  it  owns  and 
what  it  owes,  as  well  as  the  current  costs  of  the  various  operations. 

Finally,  there  is  a  recommendation  that  agencies  accelerate  the 
installation  of  adequate  monetary  property  accounting  records,  in 
the  same  way  that  business  does,  and  that  the  costs  of  capital  assets 
be  depreciated  over  the  useful  lives  of  those  assets,  instead  of  being 
charged  off  in  a  single  year. 

Perhaps  you  have  neither  the  time  nor  the  inclination  for  me  to 
review  all  the  cogent  arguments  set  forth  in  the  Hoover  Commission 
report  to  Congress.  I  am  sure,  moreover,  that  you  are  as  familiar 
with  them  as  I.  I  am  here  today  to  urge  that  the  Congress  take 
measures  to  regain  its  constitutional  power  of  control  over  Federal 
spending. 

That  power,  we  believe,  has  been  increasingly  threatened  by  present 
means  for  accounting.  Unless  the  Hoover  Commission’s  recom¬ 
mendation  for  annual  review  of  all  items  in  the  current  budget  is 
accepted,  we  shall  continue  to  mortgage  away  our  future. 

Wliat  I  have  talked  to  you  about  has  been  the  chamber’s  policy  on 
the  report  as  endorsed  without  exception  by  nine  members  of  the 
Hoover  Commission.  I  would  like  to  summarize  the  brief  dissents 
filed  by  the  other  three  members  of  the  Commission. 

No  more  than  a  summary  is  necessary,  especially  since  2  of  those  3 
members  are  also  members  of  this  committee. 

Commissioner  Brown  dissented  from  recommendation  No.  7  of  the 
report  because  he  felt  that  conversion  of  the  appropriation  structure 
to  an  estimated  annual  accrual  expenditure  basis  would  require  wide¬ 
spread  changes  in  the  entire  appropriation  process. 

Mr.  Brown.  Will  the  witness  suspend  there  just  a  minute,  Mr. 
Chairman,  as  a  matter  of  privilege,  I  don’t  believe  that  statement  prop¬ 
erly  reflects  the  dissent  that  I  prepared  as  a  part  of  the  document  of 
the  Hoover  report,  and  I  would  like  to  read  into  the  record  at  this 
point  that  very  short  statement. 

It  was  simply  this,  “I  cannot  fully  accept  recommendation  No.  7 
to  convert  the  congressional  appropriations  structure  to  an  estimated 
annual  accrued  expenditure  basis.  This  is  a  radical  departure  from  a 
long-standing  fiscal  policy  which  would  require  widespread  changes 
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in  an  entire  appropriation  process.  I  am  therefore  unwilling  to  give 
that  a  blanket  endorsement  without  the  benefit  of  further  study  as  to 
that  by  the  appropriate  committees  of  the  Congress,”  which  is  just  a 
little  different  than  your  statement. 

Mr.  Conick.  If  I  didn't  summarize  it  properly,  I’m  sorry.  You 
quoted  exactly  what  is  in  the  Hoover  report. 

Mr.  Brown.  Yes,  exactly  the  dissent. 

Mr.  Conick.  Commissioner  Holifield  stated  it  as  his  overall  con¬ 
clusion  that  “the  end  result  of  the  Commission’s  recommendations  may 
be  formal  consistency  in  accounting  principles  rather  than  actual  gains 
in  economy  and  efficiency.” 

Again,  I  am  summarizing  only  one  sentence  whereas  his  dissent  is 
longer. 

Commisssioner  Farley  based  his  general  dissent  on  the  belief  that 
what  may  be  good  for  private  commercial  enterprises  is  not  necessarily 
good  for  all  Government  activities  and  operations;  that  the  transition 
to  cost-basis  accounting  will  require  tremendous  expense  and  incon¬ 
venience;  and  that  there  is  insufficient  evidence  that  it  will  be  uni¬ 
versally  workable  and  worthwhile. 

Again  his  dissent  is  much  longer,  and  I  summarize. 

These  objections  have  been  duly  noted  and  soberly  considered.  We 
base  our  support  of  the  report  as  a  whole  on  the  fact  that  it  makes 
recommendations  which  have  been  tested  and  found  essential  in  suc¬ 
cessful  private  business,  and  the  differences  between  the  management 
of  private  business  and  of  public  government  are  differences  of  ends 
rather  than  of  means. 

We  recognize  that  certain  disruptions  would  be  brought  about  by 
introduction  of  the  procedures  recommended,  but  the  fact  is  that  the 
present  procedures  are  not  adequate  to  permit  Congress  to  perform 
its  function  properly,  and  that  the  situation  is  growing  worse,  instead 
of  better. 

We  believe  that  the  long-range  benefits  to  be  derived  from  adoption 
of  these  recommendations  will  more  than  offset  the  temporary  disrup¬ 
tions,  and  that  the  recommendations  should  be  supported  by  every 
Congressman  who  believes  that  the  Republic  is  going  to  be  around  for 
a  good  many  more  years. 

I  have  appreciated  the  opportunity  to  appear  before  you  and  to 
state  this  case  for  the  United  States  Chamber  of  Commerce. 

Thank  you  very  much. 

Chairman  Dawson.  Mrs.  Harden,  any  questions? 

Mrs.  Harden.  No  questions,  Mr.  Chairman. 

Chairman  Dawson.  Mr.  Brown? 

Mr.  Brown.  I  have  no  questions. 

I  simply  want  to  compliment  the  gentleman  on  the  general  portent 
of  his  statement.  I  am  sorry  I  interrupted  him  but  I  want  to  put 
the  record  straight. 

Chairman  Dawson.  Mr.  Lipscomb? 

Mr.  Lipscomb.  I  have  no  questions  but  I  wanted  to  also  compliment 
the  gentleman  and  also  to  note  that  he  recognized  the  difference  be¬ 
tween  private  accounting  practices  and  what  has  to  be  practiced  in 
Government. 

Mr.  Conick.  I  have  been  with  it  for  40  years,  both  in  the  Govern¬ 
ment  and  outside  Government. 
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Mr.  Lipscomb.  There  is  a  great  deal  of  difference  in  a  lot  of  re¬ 
spects. 

Mr.  Conick.  A  great  deal  of  difference. 

Chairman  Dawson.  You  have  read  H.  R,  9402,  have  you? 

Mr.  Conick.  I  have,  sir. 

Chairman  Dawson.  Do  you  agree  that  it  is  desirable  legislation, 
taking  into  consideration - 

Mr.  Conick.  Mr.  Chairman,  I  can’t  speak  on  the  procedural  part 
of  it,  I  am  not  in  the  department,  I  am  not  familiar  with  the  work¬ 
ings  of  the  department.  The  principles  are  good.  They  are  sound. 
The  objectives  are  good.  I  like  the  objectives.  I  think  in  the  long 
run,  the  accounting  will  be  placed  upon  a  basis  that  it  should  have 
been  a  long  time  ago,  and  that  is  a  basis  by  which  you  can  determine 
what  the  cost  is  of  what  you  are  doing. 

Chairman  Dawson.  You  have  heard  the  testimony  of  the  repre¬ 
sentative  of  the  Bureau  of  the  Budget,  did  you  not? 

Mr.  Conick.  I  did,  sir. 

Chairman  Dawson.  And  you  heard  that  they  made  some  progress 
in  carrying  out  those  recommendations? 

Mr.  Conick.  I  heard  that  and  I  believe  they  have. 

Chairman  Dawson.  In  the  light  of  that  testimony,  are  you  still  of 
the  opinion  that  vou  would  support  II.  R.  9402? 

Mr.  Conick.  Yes,  the  principles  I  would. 

Chairman  Dawson.  And  do  you  believe  that  this  legislation  car¬ 
ries  out  the  principles  that  in  your  mind  should  be  applied  to  the 
present  budgetary  situation? 

Mr.  Conick.  I  do,  and  objectives  also. 

Chairman  Dawson.  I  didn’t  mention  the  other  numbers  because 
the  authors  of  those  bills  have  said  if  this  bill  is  adopted,  they  will 
withdraw  support  of  theirs  for  support  of  this. 

Mr.  Conick.  I  read  those  bills  also  and  practically  word  for  word 
they  contain  the  language  of  9402  except  for  the  appointment  of  the 
officials,  then  it  must  be  done  with  the  consent  of  the  Senate,  whereas 
in  9402,  it  does  not  call  for  that  requirement. 

Mr.  Henderson.  Mr.  Conick,  I  was  interested  in  your  statement  on 
page  2  that  the  people  on  whom  the  Congress  must  rely  for  much  of 
this  information  are  not  necessarily  the  best  equipped  people  to  pre¬ 
sent  it  to  us.  I  wonder  if  you  would  care  to  elaborate  on  that? 

Mr.  Conick.  Well,  sir,  I  had  some  experience  in  Government  many 
years  ago,  in  budget  work  and  in  accounting  work.  My  experience 
in  Government  is  that  most  of  the  persons  in  the  accounting  side  and 
in  the  administrative  side  are  not  well  trained  in  accounting. 

They  are  well  trained  in  other  ways.  They  have  a  fairly  good  idea 
of  accounting.  They  do  not  quite  have  the  experience  or  the  training 
or  the  education  that  is  present  at  the  moment  in  the  Bureau  of  the 
Budget  because  I  happen  to  know  some  of  the  men  personally. 

I  think  in  time  the  accounting  personnel  of  the  Government  will 
improve.  And  the  Hoover  report  is  making  recommendations  toward 
that  end,  in  improving  the  personnel  and  the  kind  of  personnel. 

They  stress  especially  not  quantity  but  quality  of  personnel.  I  be¬ 
lieve  I  am  expressing,  Mr.  Stewart,  your  conclusion  as  to  personnel ; 
that  it  should  be  improved  rather  than  increased. 

Mr.  Henderson.  I  take  it  then  that  the  type  you  would  recommend 
would  be  those  who  have  been  better  trained  in  accounting? 
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Mr.  Conick.  Yes,  sir. 

Mr.  Henderson.  Than  those  who  are  now  in  the  Government? 

Mr.  Conick.  Yes,  sir. 

Mr.  Henderson.  Thank  you. 

Chairman  Dawson.  Mr.  Pincus? 

Mr.  Pincus.  No  questions. 

Mr.  Lipscomb.  If  what  you  say  is  true,  sir,  don’t  Congress  and 
others  involved  in  the  situation,  such  as  the  Civil  Service  Commission, 
have  to  face  up  to  more  realistic  classifications  and  more  adequate  pay 
for  professional  accountants  in  Government? 

Mr.  Conick.  No  question  about  that  in  my  mind.  I  met  that  prob¬ 
lem  in  1914  when  quite  a  youngster  in  Pittsburgh.  The  very  question 
was  then  raised  that  the  council  and  the  mayor  of  Pittsburgh  had  to 
face  up  to  a  better  classification  of  employees  as  early  as  1914.  That 
has  been  the  case  for  years  in  Government,  that  the  type  of  employee 
was  improving  and  the  classifications  were  such  as  to  bring  about  a 
greater  improvement. 

Does  that  answer  your  question  ? 

Mr.  Lipscomb.  Yes,  sir. 

Chairman  Dawson.  Thank  you  very  much,  Mr.  Conick. 

We  will  hear  from  Mr.  Stewart. 

STATEMENT  OE  J.  HAROLD  STEWAET,  CHAIRMAN,  TASK  FORCE  ON 
BUDGET  AND  ACCOUNTING,  HOOVER  COMMISSION 

Mr.  Stewart.  Good  morning,  sir.  My  name  is  J.  Harold  Stewart. 
I  was  the  chairman  of  the  task  force  of  the  Hoover  Commission  on 
budgeting  and  accounting. 

Chairman  Dawson.  You  are  the  man  who  started  things. 

Mr.  Stewart.  Well,  I  would  rather  be  the  man  who  finishes  them. 

I  have  held  various  positions  in  the  accounting  profession.  I  am  not 
going  to  burden  you  with  that  sort  of  thing  because  I  don’t  think  it 
really  goes  directly  to  the  problem  you  have  before  you. 

It  is  a  privilege  to  come  here.  1  might  say  I  want  to  apologize  to 
you,  Congressman,  for  not  answering  your  letter  promptly  and  telling 
you  I  could  be  here  but  I  expected  to  be  in  Chicago  at  the  moment  and 
rearranged  my  program. 

Chairman  Dawson.  We  are  happy  to  have  you. 

Mr.  Stewart.  I  am  particularly  glad  I  came  if  for  nothing  more 
than  to  hear  the  discussion  that  took  place  this  morning  and  to  hear  the 
penetrating  questions  asked  by  the  gentlemen  who  really  have  studied 
this  question,  I’m  sure. 

I  have  no  prepared  speech.  As  a  matter  of  fact,  I  have  become  a 
little  impatient  with  ghost  writing,  having  seen  a  good  deal  of  it  in 
the  last  6  or  8  months  and  unfortunately  sometimes  the  statement  is 
not  even  read  before  it  is  presented,  so  I  come  to  you  just  as  I  am 
without  a  prepared  statement. 

It  seemed  to  me  that  I  could  perhaps  best  direct  what  I  have  to  say 
to  laying  to  rest,  if  you  will,  some  misunderstandings  about  the  com¬ 
mittee’s  recommendations.  There  appears  to  be  very  little  misunder¬ 
standing  as  far  as  the  authors  of  this  bill  go,  but  I  am  sure  you  will 
have  testimony  which  will  indicate  some  misunderstanding  of  the 
objectives  of  the  task  force. 
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In  the  first  place  I  have  heard  it  said  that  to  get  away  from  the 
appropriational  authority  system  of  operating  this  Government,  obli- 
gational  authority  system,  would  dilute  congressional  control. 

In  my  opinion  it  would  do  just  the  opposite.  It  would  strengthen 
congressional  control  because  today  appropriations  in  terms  of  obliga- 
tional  authority  have  become  very  nebulous. 

We  just  heard  some  talk  there  this  morning  about  the  foreign-aid 
situation. 

I  think  that  is  illustrative  of  the  difficulties  that  come  from  giving 
what  in  effect  is  a  blank  check.  I  have  heard  it  said  that  if  you  go 
to  an  annual  expenditure  budget — and  incidentally  that  is  not  a  part 
of  this  bill  but  I  believe  very  strongly  in  an  expenditure  budget  in 
terms  of  accrued  expenditures — if  you  go  there,  you  have  in  effect  two 
accounting  systems  then,  and  you  do  away  with  the  congressional  con¬ 
trol  of  obligational  authority.  Nothing  could  be  further  from  the 
truth.  We  felt  we  made  it  abundantly  clear  in  our  report  that  it  is 
necessary  that  any  agency  spending  funds  be  able  to  protect  itself 
against  the  allegation  that  funds  were  spent  without  clue  authority 
of  law. 

Constitutionally  no  agency  can  spend  funds  without  authority  of  the 
Congress.  We  would  not  dilute  that  one  iota.  We  would,  however, 
not  require  the  meticulous  accountability  which  we  now  find  through¬ 
out  the  Government. 

The  process  at  present  is  somewhat  like  this,  as  I  see  it.  The  agen¬ 
cies’  request  goes  to  the  Congress,  having  been  through  the  sieve  of 
the  Bureau  of  the  Budget  to  justify  their  requests  for  appropriations. 

Once  they  have  obtained  them  they  thereafter  must  account  for  the 
fact  that  they  have  not  spent  more  than  the  amount  they  were  able  to 
obtain  through  the  appropriation  route. 

However,  within  the  agencies  themselves,  there  is  a  much  more  im¬ 
portant  operation  than  the  mere  preparation  of  the  obligational  budget. 

You  can’t  run  an  agency,  you  can’t  run  a  company,  you  can’t  run 
any  operation  without  what  in  effect  is  an  administrative  budget. 

In  other  words  Congress  gives  you  money  in  certain  pieces.  But 
in  order  to  handle  that  money  effectively,  in  order  to  be  able  to  report 
back  to  the  Congress  and  to  the  people,  even  to  the  head  of  an  agency 
on  its  use,  it  is  necessary  that  you  have  what  we  might  call  an  adminis¬ 
trative  budget.  The  administrative  budget  in  some  agencies  takes 
the  form  of  a  so-called  allotment  system,  an  allotment  system  under 
which  the  appropriated  funds  are  broken  into  bits  and  pieces  and 
controlled  piecemeal. 

I  understand  they  are  trying  to  possibly  improve  this — but  at  the 
time  we  looked  at  the  picture  the  allotments  in  the  Defense  Depart¬ 
ment  were  quoted  as  being  over  a  million  in  number.  How  on  earth 
can  you  run  an  organization  effectively  with  over  a  million  allotments 
of  funds?  I  have  talked  with  Mr.  McNeil  about  this.  I  understand 
that  he  agrees  with  me  that  the  simplification  of  the  allotment  system 
is  a  desirable  objective.  In  my  opinion  it  would  be  simplified  quicker 
if  we  went  to  an  accrued  expenditure  budget,  which  is  really  com¬ 
pelling. 

The  question  has  been  raised  as  to  whether  or  not  the  adoption  of 
these  recommendations  would  increase  the  cost  of  accounting.  During 
the  transitional  period,  I  would  expect  there  would  be  some  increase 
in  accounting. 
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However,  once  shaken  clown  and  operative  I  would  hope  there  would 
be  a  decrease  in  the  cost  of  accounting  because  you  can  manage  the 
detailed  accounting  that  is  necessary  for  a  system  we  will  say  as  in 
the  defense  department  where  you  have  a  million  allotments  of  funds. 

That  allotment  system  gives  rise  to  another  difficulty. 

It  is  necessary  to  comply  with  the  so-called  antideficiency  act  and 
the  finer  you  break  these  allotments,  the  more  violations  you  are  apt 
to  find  of  that  statute. 

The  allotments  are  largely  the  making  of  the  agency  itself.  Now 
I  would  hope  that  with  a  broader  allotment  structure  we  would  not 
find  a  repetition  of  the  situation  in  which  there  were  thousands  of 
violations  of  this  antideficiency  act  which  to  be  sure  were  purely 
mechanical,  purely  technical,  but  they  all  take  time  to  explain. 

So  let  us  understand  that  the  accountability  to  Congress  for  the 
appropriated  funds  will  not  be  diluted  one  iota  in  our  concept. 

There  has  developed  some  difference  of  opinion  as  to  what  was 
intended  by  our  report.  I  think  the  recommendations  in  our  report 
have  been  confused  with  a  concept  that  as  far  as  the  control  of  funds 
went,  we  took  a  flat  position  either  for  or  against  these  so-called  work¬ 
ing  capital  funds. 

Now,  I  don't,  think  the  water  should  be  muddied  by  the  consideration 
of  funding  primarily  because  it  seemed  to  us  that  the  first  thing  to 
do  is  to  establish  a  sound  accounting  system.  If  you  let  the  funding 
fall  in  place  either  in  the  form  of  working  capital  funds  where  they 
are  useful  or  under  the  regular  appropriations  system  where  that 
seems  to  be  the  better  device.  I  might  say  that  the  installation  of 
working  capital  funds  in  some  areas  of  the  Department  of  Defense 
has  worked  very  well. 

I  think  that  innovation  is  one  of  Mr.  McNeil’s  contributions  to  the 
Department  of  Defense.  I  still  believe,  however,  that  we  have  to 
guard  against  looking  upon  the  extension  of  working  capital  funds 
as  a  panacea,  as  the  thing  that,  will  give  us  sound  accounting. 

I  hope  there  is  nobody  who  takes  that  view  but  sometimes  I  get 
fearful  that  that  view  is  held  in  some  quarters. 

Now,  our  accounting  system  it  seems  to  me  is  essentially  the  same 
whether  we  get  funds  under  the  allotment  structure  or  under  the  struc¬ 
ture  of  working  capital  funds. 

What  was  said  this  morning  by  way  of  questioning,  Mr.  Lipscomb 
asked  questions  which  brought  out  the  fact  that  there  was  a  lack  of 
knowledge  as  to  inventories,  also  as  to  obligations. 

I  don’t  think  anyone  can  deny  that  in  the  obligational  field,  there 
has  not,  been  adequate  control  of  obligations  even  under  the  present 
system.  In  fact  as  I  understand  it,  the  situation  reached  a  point 
where  the  Congress  felt  it  had  to  pass  a  law  defining  obligations,  then 
under  that  law  there  was  a  mandate  that  the  Defense  Department  and 
other  agencies  report  the  amount  of  outstanding  obligations.  Even 
that  wras  difficult  to  comply  with.  Whether  it  has  been  complied  with 
now  or  not,  I  don’t  know.  But  I  do  know  in  this  field  of  obligational 
accounting  there  was  much  to  be  done  at  the  time  we  made  the  review. 

How  you  can  operate  a  department  or  the  Government  as  a  whole 
without  knowing  within  reasonable  limits  what  you  own,  and  what 
you  owe,  that  is  what  your  obligations  are,  and  be  able  to  account  in 
monetary  terms  for  what  you  have  done  with  what  you  had,  is  difficult 
to  understand. 
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I  am  speaking  up  to  now  perhaps  it  might  appear  critically,  but  it  is 
only  through  criticism  that  we  develop  facts.  I  have  every  sympathy 
with  the  people  in  Government  whether  they  are  in  the  Bureau  of  the 
Budget  or  the  Defense  Department  or  the  Treasury,  who  have  this 
tremendous  problem  to  wrestle  with. 

All  I  would  like  to  do  is  contribute  anything  I  can  do  to  strengthen 
their  hands.  I  think  what  you  gentlemen  have  done  here  is  to  awaken 
a  consciousness  of  the  fact  that  there  is  such  a  thing  as  fiscal  control 
in  Government. 

I  was  interested  in  Mr.  Kappaport’s  testimony.  Mr.  Rappaport 
I  think  found  himself  in  a  very  difficult  position. 

He  stated  the  Budget  Bureau  policy  which  may  have  appeared  to 
be  at  least  in  some  respects  giving  lip  service  rather  than  real  service 
to  some  of  the  provisions  of  the  bill. 

However,  I  don’t  believe  that  was  the  intent  from  my  knowledge  of 
the  people  who  are  working  on  this  particular  thing  in  the  Bureau 
of  the  Budget.  I  do  have  some  fear,  as  you  have  evidenced  here  that, 
as  Congressman  Brown  said,  budget  directors  change  as  fast  as  he 
changes  his  clothes.  Even  though  it  is  not  that  fast,  it  does  give  some 
concern  to  people  who  want  to  see  lasting  and  long-term  reform  be¬ 
cause  you  know  as  well  as  I  do  that  there  is  an  attitude  among  some 
people  in  Government,  whenever  faced  with  a  reform,  the  situation 
is  something  like  this. 

Oh,  well,  let  them  talk,  let  them  struggle,  time  will  take  care  of 
that.  We  will  be  here  when  they  are  gone.  And  I  think  that  that 
is  very  apt  to  be  the  attitude  of  a  person  who  does  not  like  to  be  rustled 
out  of  a  comfortable  spot.  I  would  be  the  same  way  if  I  were  in  the 
same  spot,  I’m  sure. 

I  think  what  we  need  is  a  little  sandpaper  here.  1  ou  have  some 
in  the  bill.  A  little  needling  may  be  required,  if  you  will,  in  order 
to  get  something  done.  Now  there  was  some  talk  here  about  the  joint 
accounting  improvement  plan.  I  would  like  to  speak  to  that  because 
we  made  a  particular  study  of  that  activity. 

Let’s  strip  it  of  all  its  veneer.  Up  to  the  time  we  made  our  examina¬ 
tion,  it  consisted  of  a  program  which  was  spearheaded  by  the  Comp¬ 
troller  General  and  his  systems  division  and  the  Bureau  of  the  Budget 
and  the  Treasury  were  the  tails  to  that  kite.  The  Comptroller  General 
deserves  in  my  opinion  most  of  the  credit  which  goes  to  the  joint  ac¬ 
counting  improvement  program.  To  be  sure  the  other  agencies  par¬ 
ticipated,  but  from  our  observation  they  did  not  supply  the  leadership 
in  this  thing.  What  we  are  saying  is  that  the  logical  place  for  leader¬ 
ship  in  the  executive  branch  is  in  the  Bureau  of  the  Budget.  That  is 
where  you  need  the  steam.  Congressman  Lipscomb  asked  some  ques¬ 
tions  bearing  upon  the  use  of  personnel  and  the  penetrating  char¬ 
acter  or  lack  of  character  of  the  budget  review. 

Those  questions  it  seems  to  me  are  directed  precisely  to  motivating 
what  we  had  in  mind.  We  believe  there  should  be  more  steam  under 
this  program.  I  am  sure  Mr.  Rappaport  would  put  his  amen  to  that 

too.  •  . 

It  is  a  question  of  how  you  really  get  it.  I  am  sure  that  in  the 
Defense  Department,  given  the  support  of  the  Congress,  this  thing  can 
be  worked  out.  But  to  expect  it  to  be  done  overnight  is  not  to  be 
realistic. 
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You  see,  you  couldn’t  go  overnight  to  an  accrued  expenditure  budget 
without  first  laying  the  accounting  and  factual  groundwork  for  it. 
If  I  were  a  budget  officer  in  the  Federal  Government  I  would  rather 
keep  it  as  it  is  because  I  think  it  is  a  wonderful  spot  providing  I  have 
the  salesmanship  qualities  that  are  paramount  in  a  budget  officer. 

I  can  take  a  mass  of  facts  which  I  knew  more  about  than  the  people 
I  was  presenting  them  to,  put  them  in  a  nice  package  and’sell  them  and 
sell  them  in  terms  which  could  not  be  translated  into  action,  that  is 
the  forecast  would  not  match  with  the  accounting  record  after  the  fact. 

I  would  be  in  a  very  comfortable  position,  because  it  would  be  very 
difficult  to  second-guess  me,  once  I  had  made  my  sale. 

If  I  were  in  the  place  of  the  Congress  on  the  Appropriations  Com¬ 
mittee,  what  I  would  like  when  the  budget  is  presented,  is  a  projection, 
in  terms  which  were  at  least  translatable  into  performance. 

When  it  was  through  I  would  like  to  be  able  to  say  this  was  what 
you  told  me  and  this  is  what  happened. 

What  about  the  difference?  You  can’t  do  that  at  present  except 
in  very  broad  areas  under  the  present  system. 

I  can  understand  why  it  is  much  more  comfortable  to  operate  the 
other  way  but  in  my  opinion  it  is  very  expensive.  This  big  carryover 
of  obligational  authority  we  have  is  attributable  in  some  measure  to  the 
fact  that  the  budget  is  not  supported  by  accounting  facts  which  are 
understandable,  interpretable  by  the  people  who  have  to  deal  with 
them. 

Speaking  of  the  carryover,  it  is  no  secret,  it  is  a  matter  of  public 
record  that  in  justifying  the  1955  budget  I  believe  it  was — I  think  the 
facts  are  in  our  task  force  report — along  in  January  when  asked  what 
the  estimated  carryover  of  unobligated  authoritly  would  be,  the  repre¬ 
sentation  was  made  to  the  Congress  that  it  would  be  between  1  and  2 
billions  of  dollars. 

At  June  30  it  turned  out  to  be  in  excess  of  $4  billion.  As  I  re¬ 
member  it,  the  spread  was  at  least  two  and  a  half  billions  of  dollars. 
Even  to  me  that  is  a  lot  of  money. 

I  am  wondering  whether  that  in  itself  is  not  an  illustration  of  what 
I  am  talking  about,  by  tightening  this  system  so  that  instead  of  grant¬ 
ing  open-ended  authority,  we  know  what  we  are  doing. 

Now  another  objection  to  the  cost-based  budget  and  so-called  ac¬ 
crued  expenditure  budget  will  be,  well,  we  can’t  work  this  in  the  case 
of  lead-time  programs.  We  considered  that,  very  carefully  and  this 
is  not  the  first  time  that  this  matter  had  been  discussed. 

I  have  heard  it  said  that  we  did  not  know  what  we  were  talking 
about.  Maybe  we  didn’t  but  this  much  we  knew.  We  had  some 
businessmen  on  that  committee  who  had  sat  on  the  other  side  of 
the  table.  They  were  the  people  who  received  contracts  from  the 
Government.  We  were  told  at  the  time  of  an  earlier  review  for  the 
Treasury,  business  objected  to  this  annualization  of  appropriations. 
They  did  not  like  the  system  under  which  they  didn’t  have  lead-time 
programs  with  long-term  contracts. 

When  we  examined  the  situation  more  closely  we  found  this.  That 
instead  of  being  worse  off  than  at  present,  in  many  cases  the  contractor 
could  be  better  off.  Because  instead  of  getting  contracts  as  to  the 
performance  of  which  he  would  have  to  speculate,  the  contracts  that 
he  got  would  be  reasonably  firm  and  if  you  coupled  annual  appropria¬ 
tion,  annual  expenditure  authority  with  contracting  authority  under 
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which  long-term  contracts  could  be  entered  into,  you  would  do  about 
the  same  thing  you  do  now,  but  you  focus  attention  on  the  amount 
of  money  you  were  going  to  spend  in  a  particular  agency  within  a 
particular  period  of  time. 

This  long-lead  aspect  of  procurement  is  a  difficult  one,  but  in  my 
opinion  it  can  be  dealt  with.  As  that  stands  today  a  contractor's 
contract  can  be  canceled  and  he  has  his  termination  rights.  You 
might  have  to  do  two  things.  The  contracting  would  have  to  pro¬ 
vide  for  reimbursement  of  starting-load  costs  and  tapering-off  load 
costs  in  the  event  of  termination,  because  the  payments  for  each  unit 
would  not  be  uniform  in  terms  of  cost. 

Those  are  mechanical  details  that  I  think  in  the  hands  of  competent 
people  can  be  dealt  with. 

I  don’t  want  to  burden  you  gentlemen  further  with  a  recitation 
of  everything  that  was  in  our  task-force  report.  I  might  say  I  am 
rather  sorry  that  Congressman  Brown  has  left  because  he  was  one  of 
the  Commission. 

We  made  31  recommendations,  30  of  which  were  adopted  by  the 
Commission. 

The  one  they  did  not  adopt  was  one  that  I  did  not  consider  was 
too  important.  I  would  have  liked  an  opportunity  to  thank  Con¬ 
gressman  Brown  for  his  action  on  the  Commission  even  though  there 
were  qualifications  to  his  signature  to  the  report. 

I  will  be  very  glad  to  come  before  you  later  at  any  time  if  you 
have  any  question.  I  will  be  glad  to  do  anything  I  can  to  throw 
further  light  on  this  subject. 

I  might  say  on  behalf  of  my  task  force — I  have  talked  with  several 
of  them  about  this  matter— that  my  appearance  before  you  was  a  must. 
This  task  force  consisted  of  people  who  were  not  essentially  profes¬ 
sional  accountants,  lest  somebody  look  upon  its  work  as  a  techni¬ 
cian’s  dream.  The  members  of  the  task  force  were  Elmer  Humphreys, 
who  is  the  chairman  of  the  board  and  president  of  the  United  States 
Rubber  Co.;  Christian  Jarchow,  who  is  the  executive  vice  president  of 
the  International  Harvester  Co.;  Kenneth  Tiffany,  financial  vice 
president  of  the  Burroughs  Co.;  Dudley  Brown,  comptroller  of  Lock¬ 
heed  Aircraft  Corp.;  Gwilym  Price,  president  of  Westinghouse  Elec¬ 
tric  Corp.;  John  David  Wright,  president,  Thompson  Products,  Inc.; 
and  myself. 

And  I  would  like  to  say  this  further  about  the  task  force.  When  Mr. 
Hoover  set  this  task  force  up  I  was  inveigled  to  do  this  job,  but  he  was 
very  good  about  it.  He  said  the  task  force  can  be  just  a  large  or  just 
a  small  one,  as  you  in  your  judgment  choose  to  make  it. 

My  judgment  was  to  make  it  small,  rather  than  have  a  21-man  task 
force  of  big  names  who  did  no  work ;  I  would  rather  have  7  men  who 
really  worked  and  worked  closely  with  the  staff. 

And  I  can  assure  you  there  is  not  a  line,  there  is  not  a  punctuation 
mark,  there  is  nothing  in  that  task  force  report  that  was  not  processed, 
reviewed,  and  asserted  to  by  each  member  of  the  task  force.  It  has 
been  a  privilege  to  come  here  and  talk  to  you;  I  only  hope  that  you  get 
some  of  this  legislation. 

I  haven’t  yet  talked  about  the  bill  itself,  which  perhaps  I  should  be¬ 
fore  I  leave. 

I  recognize  Mr.  Rappaport’s — I  wouldn’t  call  them  objections,  but 
suggestions  for  changes. 
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They  are  born,  I  think,  of  an  idea  that  some  of  these  things  can  be 
better  done  administratively  than  legislatively.  If  I  were  sure  that 
the  administration  of  the  Bureau  of  the  Budget  would  continue  as  it 
is  at  present,  I  would  be  completely  convinced  of  that.  I  don’t  have 
that  assurance.  And  I  think  a  word  from  the  Congress,  an  indication 
of  the  way  you  gentlemen  feel  about  this  matter  is  needed.  It  is 
needed  particularly  throughout  the  Government  agencies  to  indicate 
that  this  is  necessary,  and  something  must  be  done  about  it. 

In  the  past  Congressman  Lipscomb  asked  what  had  been  done ;  there 
has  been  progress,  certainly,  in  spite  of  the  lack  of  concerted  effort 
and  drive.  There  have  been  dedicated  individuals  who  have  been 
primarily  responsible  with  very  little  help.  And  I  want  to  say  that 
the  General  Accounting  Office,  particularly  the  systems  division,  has 
motivated  whatever  improvements  I  have  been  able  to  find  in  the 
agencies  generally. 

There  have  been  some  improvements  in  the  Department  of  Defense  as 
to  which  they  have  had  very  little  participation. 

But  I  certainly  believe  you  must  have  cooperation  between  the  Bu¬ 
reau  of  the  Budget,  the  Treasury,  and  the  Comptroller  General.  That 
is  necessary  whether  you  have  legislation  or  not,  but  that  in  itself,  a 
cooperative  effort  will  not  get  the  job  done.  I  think  the  individual  who 
fills  this  job  in  the  Bureau  of  the  Budget,  the  position  that  Mr.  Rappa- 
port  is  now  filling,  has  a  very  important  spot  in  it,  because  you  can 
have  all  the  committees,  all  the  cooperative  movements  you  wish,  but 
action  depends  usually  on  an  individual. 

I  always  remember,  I  think  it  was  Mr.  Kettering,  who  is  quoted 
as  having  said  when  his  wife  looked  up  from  the  newspaper  and  speak¬ 
ing  of  Lindbergh's  flying  the  ocean  said,  “What  a  wonderful  thing 
that  was,  what  a  wonderfully  self-reliant  thing  that  was,”  the  old  man 
looked  up  and  said,  “It  would  have  been  more  wonderful  if  a  commit¬ 
tee  had  clone  it.” 

I  think  there  is  a  lot  to  it  but  Government  being  what  it  is,  it  is  a 
process  of  reconciling  sometimes  conflicting  interests. 

Chairman  Dawson.  Mrs.  Harden  ? 

Mrs.  Harden.  I  would  like  to  commend  you,  Mr.  Stewart,  and  the 
members  of  your  Task  Force  on  Budget  and  Accounting  for  your  ef¬ 
forts  and  your  fine  contribution  for  better  government. 

Do  I  understand  that  you  do  feel  there  has  been  some  improvement? 

Mr.  Stewart.  There  has.  Take  the  Atomic  Energy  Commission, 
for  instance.  They  started  from  scratch.  They  had  a  new  trail  to 
blaze.  They  have  clone  a  reasonably  good  job  of  setting  up  what  I  call 
a  meaningful  accounting  system.  I  recently  read  their  annual  report. 
No  two  people  will  agree  completely  on  what  the  content  of  it  should 
be.  I  think  if  you  could  get  the  same  thing  out  of  the  agencies  gen¬ 
erally,  it  will  be  a  big  step  forward. 

Mrs.  Harden.  That’s  all,  Mr.  Chairman.  Thank  you,  Mr.  Stewart. 

Chairman  Dawson.  Congressman  Brown  asked  me  to  apologize  to 
you  because  he  had  to  keep  an  appointment  that  he  had  previously 
made.  He  regretted  he  was  unable  to  be  here. 

Mr.  Stewart.  It  is  quite  all  right. 

Chairman  Dawson.  Mr.  Lipscomb? 

Mr.  Lipscomb.  Would  it  be  possible  for  you,  Mr.  Stewart,  to  explain 
what  was  meant  in  recommendation  22  ?  That  has  to  do  with  compre¬ 
hensive  reports. 
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Mr.  Stewart.  Yes. 

Mr.  Lifscombe.  It  is  section  1  of  the  bill,  1  (a). 

Mr.  Stewart.  That  is  the  one  in  which  we  were  trying  to  get  com¬ 
prehensive  reporting,  you  might  say  first  for  the  agency  as  a  whole  and 
then  for  the  Government  as  a  whole.  If  you  will  let  me — what  section 
is  that  ? 

Mr.  Lipscomb.  Section  1  (a)  of  the  bill,  recommendation  No.  22  of 
the  Hoover  Commission  report. 

Mr.  Stewart.  What  we  had  in  mind  there  was  this,  that  we  would 
like  to  see  reports  which  indicated  not  only  what  an  agency  had  done 
in  terms  of  dollars  but  what  it  had  done  in  terms  of  services  rendered, 
missions  accomplished. 

The  dollars  themselves  of  course  are  meaningless  alone.  Suppose 
you  are  running  a  hospital.  Suppose  you  are  running  Walter  Reed 
Hospital. 

We  would  like  to  see  something  that  said  what  the  cost  of  running 
the  hospital  was,  what  the  number  of  patients  is,  what  the  cost  per 
patient  was.  We  could  then  compare  it  with  civilian  hospitals.  What 
the  hospital  population  was,  the  personnel  consisted  of.  I  would  con¬ 
sider  that  a  comprehensive  report  in  that  particular  area.  A  compre¬ 
hensive  report  would  have  to  be  tailored  to  the  particular  activity. 
That  was  purely  left  fluid.  That  is  a  matter  for  the  Bureau  of  the 
Budget  to  apply  its  talents  to.  Certainly  they  could  only  go  in  one 
direction  so  far  as  reporting  goes. 

Speaking  of  reporting  reminds  me  of  another  matter.  That  is 
there  is  nowhere  in  Government  at  the  moment  any  responsibility  to 
report  annually  to  the  Congress  on  the  economic  health  or  the  con¬ 
dition  of  the  fiscal  control  within  the  Government. 

I  would  hope  that  the  Government  would  develop  that.  The  Comp¬ 
troller  General  is  the  servant  and  the  watchdog  of  the  Congress  but 
he  is  not  required  to  report  annually  on  the  fiscal  health. 

I  think  there  is  a  good  deal  of  virtue  in  that.  If  I  were  running 
an  agency  and  were  being  reviewed  by  either  the  Comptroller  General 
or  the  Bureau  of  the  Budget  and  I  knew  that  the  day  of  reckoning 
was  coming,  that  is,  there  would  be  a  report  on  my  performance,  I 
think  I  might  be  a  little  more  watchful  and  stretch  myself  a  little 
further  to  make  a  reasonable  respectable  showing. 

The  Comptroller  makes  a  report  but  it  is  not  all  inclusive  and  it  is 
not  pointed  at  that  particular  thing. 

Mr.  Lipscomb.  Did  the  task  force  look  into  the  reports  that  are 
presently  being  made  to  the  Treasury  Department? 

Mr.  Stewart.  We  did,  but  those  are,  as  we  were  looking  upon  it, 
those  are  purely  fiscal  reports. 

The  Treasury  is  pretty  much  in  the  position  of  a  cashier.  _  To  me 
the  least  informative  part  of  the  Government’s  financial  picture  is 
what  you  get  in  the  Treasury. 

I  think  the  Treasury  has  looked  upon  itself  as  essentially  a  cashier. 
We  considered  very  carefully  whether  the  centralization  of  reporting 
should  be  in  the  Treasury  or  the  Bureau  of  the  Budget.  Our  consid¬ 
ered  judgment  was  that  the  Bureau  of  the  Budget  was  the  logical 
place  because  they  more  nearly  compare  with  what  we  will  call.a  comp¬ 
troller’s  office  in  a  great  corporation  and  the  Treasury  is  essentially  the 
treasurer. 
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Mr.  Lipscomb.  I  believe  the  Treasury  testified  yesterday  that  if  this 
function  was  put  into  the  Bureau  of  the  Budget  it  would  be  a  dupli¬ 
cation  of  effort.  The  Treasury  felt  they  were  able  and  qualified  per¬ 
haps  to  do  the  joh  themselves,  and  then  they  felt  the  Bureau  of  the 
Budget  would  just  have  to  request  the  reports  from  them  to  do  their 
work. 

Mr.  Stewart.  It  seems  to  me  that  the  information  that  you  would 
get  from  the  Treasury  would  be  only  the  purely  mechanical  part  of  the 
reports  that  the  Bureau  of  the  Budget  would  develop. 

Mr.  Lipscomb.  In  your  opinion,  would  there  be  a  duplication  of 
reporting  functions  here? 

Mr.  Stewart.  No. 

Mr.  Lipscomb.  Would  there  be  a  duplication  of  information? 

Mr.  Stewart.  Well,  there  is  no  question  the  Bureau  of  the  Budget 
would  have  to  get  much  of  its  information  on  the  actual  cash  flow  from 
the  Treasury  but  that  is  a  fairly  simple  and  mechanical  process. 

As  a  matter  of  fact  we  did  find  that  even  in  the  Treasury  there  was 
duplication  because  out  in  the  agencies  there  was  information  which 
under  a  more  enlightened  approach  we  felt  could  be  utilized.  In 
other  words  there  is  duplication  in  that  area. 

Mr.  Lipscomb.  That’s  all  I  have. 

Mr.  Henderson.  Mr.  Stewart,  the  task  force  estimated  that  savings 
of  $4  billion  would  result  from  the - 

Mr.  Stewart.  I  expected  that  question.  You  know  I  wish  every¬ 
thing  was  as  easy  to  answer  as  that.  We  had  quite  a  discussion  in  the 
task  force  as  to  what  the  projected  result  might  be.  I  won’t  tell  you 
what  the  range  of  opinion  was  because  it  would  not  help  this  particular 
matter  any,  but  one  member  who  is  a  man  of  considerable  experience 
said  this.  '  He  said,  “Suppose  you  were  trying  to  run  a  great  corpora¬ 
tion,”  let’s  take  the  biggest  in  the  world,  Standard  of  New  Jersey. 
Or  the  Telephone  Co.,  or  any  national  corporation  with  no  guide- 
posts,  with  no  underpinning  of  financial  fact,  and  with  information 
which  you  found  from  time  to  time  was  faulty.  In  other  words,  you 
are  running  it  by  guesswork.  What  would  you  set  as  a  reasonable  ob¬ 
jective  by  way  of  saying  ? 

Let  me  say,  we  then  looked  at  the  budget  and  we  found  in  it  as 
you  know  there  is  a  large  portion  that  make  very  little  difference 
what  you  do  by  way  of  management  control  because  it  is  set  by  statute 
and  by  continuing  statute.  Take  the  veterans’  legislation.  The  con¬ 
sensus  was  that  you  should  save  at  least  10  percent  of  the  variable 
budget,  which  would  be  what,  $4  billion.  After  some  conversations  I 
have  had  and  some  things  I  have  seen  since  that,  it  was  purely  an  esti¬ 
mate,  it  can  neither  be  proved  or  disproved  in  my  opinion,  but  as  a 
result  of  conversations  I  have  heard,  particularly  since  I  came  here 
this  morning,  I  don’t  believe  that  is  unrealistic  at  all. 

Honest  men  may  differ  on  that  figure  but  what  we  are  trying  to  drive 
home  is  that  tremendous  savings  can  be  obtained  by  having  the  knowl¬ 
edge  of  financial  facts. 

Mr.  Lipscomb.  That  is  what  this  figure  was  based  on.  The  reason  I 
ask  is  it  would  help  us  in  our  work  if  you  had  the  particular  references 
in  mind. 

Mr.  Stewart.  I  wish  I  could  help  you.  Suppose  you  ask  me.  not  the 
whole  Government,  but  said  how  much  would  you  save  in  the  Defense 
Department?  You  ask  Mr.  McNeil,  he  might  say  he  wouldn’t  save 
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any.  He  might  or  he  might  not.  Honest  men  can  differ  on  a  range 
of  opinion  like  that.  I  don’t  think  you  will  ever  get  any  piece  by  piece 
putting  together  of  a  figure.  I  think  you  will  get  judgments. 

Mr.  Henderson.  Just  one  other  question,  Mr.  Stewart.  Would  you 
suggest  what  the  basic  reasons  might  be  for  the  long  continuance  of 
the  present  system  of  budgeting  in  the  Government  ? 

Mr.  Stewart.  I  think  it’s  twofold.  I  think  within  the  agencies  there 
is  a  natural  tendency  to  maintain  the  status  quo.  I  rather  suspect  that 
even  the  committees  of  Congress  or  those  members  of  the  committee, 
would  just  as  soon  not  have  to  learn  new  tricks.  It  does  mean  a  change. 
It  means  a  change  in  thinking  and  approach. 

Yes,  I  am  sure  that  once  alerted  and  convinced  that  it  is  necessary, 
both  the  agencies  and  the  Congress  will  do  something  about  it.  But 
there  has  been  no — let’s  put  it  this  way- — there  has  been  no  drive  on  the 
executive  side  of  the  Government  comparable  to  the  drive  provided  by 
the  Comptroller  General  on  the  congressional  side. 

There  is  a  complete  hiatus  there.  What  we  are  trying  to  do  is  to 
put  some  steam  in  there  and  strengthen  the  Comptroller’s  hands  be¬ 
cause  I  have  talked  with  the  Comptroller  General  and  his  predecessor 
and  he  has  a  real  difficult  time. 

First  to  find  the  facts  in  these  agencies,  not  that  they  are  deliberately 
concealing  them,  but  then  it  never  occurred  to  them  that  it  is  necessary 
to  do  other  than  justify  appropriations  in  conventional  terms.  I 
think  there  has  been  a  good  deal  of  thought  given  to  this  even  before 
we  took  it  up. 

There  have  been  attempts  to  regain  the  public  purse,  such  as  the 
Coudert  amendment  for  instance. 

Any  strait  jacketing  by  putting  a  ceiling  on  budgeting  expenses  to 
our  way  of  thinking  would  be  a  mistake,  because  you  have  to  be 
selective  about  this  thing  and  you  have  to  understand  what  you  are 
taking  and  from  whom. 

Mr.  Lipscomb.  Have  you  had  an  opportunity  to  review  Mr.  Can¬ 
non’s  proposal,  the  chairman  of  the  Appropriations  Committee,  in 
which  he  wishes  to  take  all  of  these  functions  away  from  the  Bureau 
of  the  Budget  and  set  up  a  new  office  that  would  be  similar  to  that 
of  the  Comptroller  General  ? 

Mr.  Stewart.  Only  briefly.  I  saw  a  memo  on  that,  but  personally 
I  think  that  the  present  organization  is  sound.  I  think  organization¬ 
ally  it  is  sound  that  the  Comptroller  General  represent  the  Congress 
and  that  the  Bureau  of  the  Budget  be  the  President’s  arm. 

You  must  have  those  two  things.  I  would  be  afraid  if  you  went 
along  with  Mr.  Cannon’s  suggestion  that  you  might  then  find  an 
abandonment  of  responsibility  in  the  executive  side  and  that  is  the 
last  thing  we  want. 

We  want  assumption  of  responsibility  if  we  can  get  it.  We  want 
/heir  feet  put  to  the  fire. 

Chairman  Dawson.  Any  further  questions? 

Mr.  Pincus? 

Mr.  Pincus.  No  questions. 

Chairman  Dawson.  If  I  understood  you  correctly,  you  said  there 
is  nothing  in  the  recommendations  of  the  Hoover  report  that  would 
weaken  the  control  of  the  Congress. 

Mr.  Stewart.  Nothing.  As  a  matter  of  fact,  Congressman,  we 
considered  very  carefully — you  may  remember  that  the  first  Hoover 
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Commission  recommended  a  so-called  Accountant  General.  That  was 
recommended  out  of  recognition  of  the  need  for  someone  to  spear¬ 
head  accounting  improvement  in  the  executive  branch. 

We  examined  that  proposal  very  carefully  as  a  starting  point.  We 
concluded  that  in  the  present  climate  it  was  unsound.  In  the  first 
place,  looking  at  the  performance  of  the  Comptroller  General  since 
the  act  of  1950,  which,  of  course,  was  a  great  help  to  his  performance, 
we  found  there  was  nothing  in  the  Comptroller  General’s  performance 
that  was  an  impediment  to  improvement  in  the  executive  branch  if 
it  so  chose  to  improve  it. 

There  are  those  who  have  tried  to  make  conflict  even  with  the  Comp¬ 
troller  General,  on  some  of  the  recommendations  of  the  Commission 
by  saying  that  well,  the  Comptroller  General  should  be  stripped  of 
his  power — and  his  is  real  authority — and  it  should  go  to  the  Bureau  of 
the  Budget.  We  did  not  agree  with  that,  because  we  feel  this  situa¬ 
tion  is  different  than  corporate  business  where  you  have  a  comparison 
between  stockholders  and  management. 

In  government  you  have  a  dual  interest,  both  the  Congress  and  the 
Executive  have  responsibilities  in  the  operation  of  this  Government. 
You  can’t  shut  the  door  on  either  one.  The  thing  is  to  get  them  to¬ 
gether.  The  Comptroller  General  has  a  right  to  prescribe  policies  and 
standards.  He  is  the  congressional  mouthpiece  from  that  standpoint. 
He  has  been  very  wise  I  think  and  discerning  in  his  use  of  that  power, 
because  he  has  set  forth  a  statement  of  principles  and  standards  that 
is  broad  enough  for  anyone  to  operate  under. 

He  has  not  attempted  to  get  directly  into  operations  and  where  the 
systems  division  has  gotten  in  with  the  agencies  to  actually  work  on 
systems,  that  is  usually  by  invitation  because  they  had  nowhere  else 
to  go. 

Chairman  Dawson.  Thank  you  very  much,  Mr.  Stewart. 

We  may  ask  you  to  come  to  us  again  before  these  hearings  close,  if 
we  get  into  some  difficulties. 

Mr.  Stewart.  Thank  you,  sir. 

Chairman  Dawson.  There  are  various  committee  papers,  with  the 
consent  of  the  committee  I  would  like  to  place  them  in  the  record  at 
this  point. 

(The  documents  referred  to  are  as  follows:) 

Statement  of  Hon.  Henry  S.  Reuss,  a  Representative  in  Congress  From  the 

State  of  Wisconsin 

Mr.  Chairman  and  fellow  members  of  the  committee,  I  have  introduced  H.  R. 
11052  because  of  my  strong  belief  that  the  utmost  efficiency  and  economy  in 
Government  operations  are  not  only  compatible  with,  but  are  absolutely  essential 
to,  effective  functioning  of  the  enormous  range  of  activities  of  the  Federal  Govern¬ 
ment.  H.  It.  11052  is  based  on  the  recommendations  of  the  Hoover  Commission. 

The  fundamental  purposes  of  H.  R.  11052  are: 

1.  To  make  the  Bureau  of  the  Budget  responsible  for  developing  comprehensive 
reports — other  than  purely  fiscal  reports — -showing  the  financial  results  of  the 
operations  of  the  Government  as  a  whole  each  year ; 

2.  To  require  the  use  of  cost-based  budgets  and  accrual  accounting  in  all 
Government  agencies ; 

3.  To  place  Bureau  of  the  Budget  personnel  in  Government  agencies  to  keep 
a  careful  review  on  the  budgeting  process. 

These  are  technical  matters  developed  by  experts  but  their  aim  is  very  simple : 
to  make  sure  that  our  fiscal  control  system  operates  as  efficiently  as  possible. 
By  tightening  up  the  budgeting  and  accounting  processes,  I  believe  that  we 
could  save  many  millions  of  dollars.  We  could  avoid  such  costly  mistakes  as  the 
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recent  waste  of  $250  million  on  unusable  Navy  fighter  planes  which  apparently 
•was  caused  by  lack  of  adequate  regular  review  of  on-going  programs. 

I  hope  this  committee  will  give  prompt  and  sympathetic  consideration  to  H.  R. 
11052. 


House  of  Representatives, 


Washington,  D.  C.,  May 


Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 
House  of  Representatives,  Washington,  D.  C. 


18,  1956. 


Dear  Mr.  Chairman  :  It  is  my  understanding  that  the  Subcommittee  on  Execu¬ 
tive  and  Legislative  Reorganization  is  planning  to  hold  hearings  May  21  and  22, 
on  H.  R.  7200.  I  should  like  to  make  a  brief  statement  on  behalf  of  this  bill, 
urging  that  your  subcommittee  seriously  consider  its  approval. 

I  introduced  H.  It.  7209  on  July  7,  1955,  shortly  after  I  had  examined  the  June 
1955  report  of  the  Commission  on  Organization  of  the  Executive  Branch  of  the 
Government.  The  purpose  of  the  bill,  in  brief,  is  to  carry  out  recommendations 
No.  10  and  No.  11  of  the  Commission’s  report. 

It  is  my  understanding  that  President  Eisenhower  has  recently  recommended 
certain  changes  within  the  Bureau  of  the  Budget.  When  completed,  these  changes 
will  carry  out  certain  recommendations  of  the  Hoover  Commission.  I  under¬ 
stand  also  that  supplemental  appropriations  are  now  being  requested  from  Con¬ 
gress  for  a  considerable  expansion  in  tbe  accounting  activities  of  the  Bureau  of 
the  Budget.  To  some  extent,  therefore,  it  can  be  said  that  the  executive  branch 
by  administrative  action  is  attempting  to  attain  the  objectives  which  H.  R.  7209 
also  seeks  to  attain. 

There  is  good  reason  for  general  agreement  on  the  idea  that  accounting  methods 
in  the  executive  branch  be  improved.  The  recent  action  taken  by  tbe  Bureau 
of  the  Budget  is  to  be  commended,  and  I  trust  that  additional  funds  will  soon  be 
made  available  to  make  possible  the  proposed  expansion. 

Even  if  the  changes  are  effected  within  the  Bureau  of  the  Budget,  however,  I 
think  there  is  real  merit  in  legislation  which  will  express  formally  congressional 
approval  of  improved  accounting  methods  in  the  executive  branch.  While  cer¬ 
tain  improvements  in  accounting  could  be  made  without  legislative  action,  the 
executive  agencies  often  need  the  spur,  and  also  the  guidance,  of  specific  legisla¬ 
tive  action.  As  the  Hoover  Commission  report  points  out,  “the  Bureau  of  the 
Budget  has  long  had  the  responsibility  for  furthering  adequate  accounting  and 
financial  methods  in  the  executive  agencies,  yet  it  is  evident  that  sufiicient  recog¬ 
nition  has  not  been  given  to  this  responsibility.” 

The  President  himself  has  urged,  in  his  message  of  May  10,  1956,  transmitting 
the  Commission’s  budgeting  and  accounting  recommendations,  that  “Congress 
seek  the  early  enactment  of  appropriate  legislative  provisions  to  support  the 
major  objectives  of  the  Commission’s  recommendations.” 

I  respectfully  urge  your  committee  to  report  favorably  H.  R.  7209. 


Sincerely  yours, 


Peter  Frelinghutsen,  Jr., 

Member  of  Congress. 


Schenectady  Chamber  of  Commerce, 

Schenectady,  N.  Y.,  May  16,  1956. 

William  L.  Dawson, 

Chairman  of  the  House  Committee  on  Government  Operations. 

Dear  Sir:  The  national  affairs  committee  of  our  local  chamber  of  commerce, 
a  group  of  some  30  active  business  people  of  mixed  politics  have  asked  me  to 
urge  your  support  for  several  bills  which  would  put  into  effect  some  of  the  second 
Hoover  Commission  recommendations. 

These  bills  are : 

1.  BUDGET  ACCOUNTING - S.  3199,  H.  R.  9402 

These  bills  are  currently  in  the  hands  of  the  Senate  and  House  Committees 
on  Government  Operations.  While  Senate  committee  hearings  have  been  held, 
the  House  committee  has  not  reached  that  step,  so  we  understand. 

These  bills  contain  much  needed  legislation  which  would  make  it  possible  for 
you  to  visualize  the  progress  attained,  year  to  year,  in  the  implementation  of 
appropriations  you  have  granted  and  would,  for  the  executive  branches  of  the 
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Government,  allow  those  in  charge  to  know  periodically  how  their  funds  have 
been  spent.  These  steps  would  do  much  to  advance  better  business  management 
of  Government  affairs. 

To  the  members  of  the  two  Government  Operations  Committees,  addressed 
above,  we  especially  appeal  for  prompt,  favorable  reporting  of  these  bills  to 
their  respective  legislative  bodies. 

We  urge  the  others  addressed,  as  well  as  committee  members,  to  bring  these 
bills  to  an  early  vote  and  to  vote  for  them. 

2.  PERSONNEL  AND  CIVIL  SERVICE - S.  2333,  H.  R.  G549 

Private  business  has  found  it  profitable  to  retain  carefully  selected  employees 
experienced  in  their  fields  and  believe  the  same  principal  would  hold  in  govern¬ 
mental  affairs.  In  business,  rewards  are  often  adopted  to  induce  continuance 
of  service.  These  bills  would  make  it  not  only  xiossible  to  select  under  civil  serv¬ 
ice,  but  also  to  elevate  the  stature  of  more  capable  persons. 

3.  BUSINESS  ENTERPRISES  OF  THE  GOVERNMENT — S.  1003 

Government  operation  tends  to  creep  into  competition  with  private  enterprise. 
The  reasons  for  Government  entering  such  fields  may  or  may  not  be  .justified  when 
initially  contemplated  so  reviews  of  the  cases  found  should  be  periodically  made 
as  well  as  the  establishment  of  a  policy  which  would  discourage  Government 
competition  with  private  business. 

Section  63S  of  the  1956  Defense  Appropriations  Act  tends  to  discourage  to 
good  intentions  of  the  Defense  Department  by  requiring  all  Defense  closings  to 
be  referred  to  Congress.  That  effect  should  be  eliminated  from  the  1957  act. 
No  doubt  each  of  you  have  special  interests  toward  retaining  Government  opera¬ 
tions  in  the  areas  you  represent.  Reasons  for  these  interests  can  be  given  the 
Defense  Department  who  would  then  be  in  a  position  to  balance  them  against 
the  reasons  for  closing  the  Government  activity.  Your  action  toward  elimina¬ 
tion  of  the  intent  of  section  638  from  the  1957  act  will,  in  the  minds  of  many 
voters  as  well  as  our  national  affairs  committee,  indicate  that  you  are  interested 
in  promoting  the  overall  welfare  of  the  country  which,  in  the  end;  may  well 
mean  the  welfare  in  the  area  in  which  it  is  proposed  to  discontinue  the  Gov¬ 
ernment  plant. 

Such  action  on  your  part  will  remove  the  stigma  attached  to  the  “pigeon  hol¬ 
ing”  effect  section  638  now  implies. 

It  may  interest  you  to  know  that  our  national  affairs  committee  has  twice  con¬ 
firmed  its  previous  stand  that  we  would  not  ask  for  special  Federal  aid  for  this 
locality. 

4.  MEDICAL  LIBRARY — S.  3430 

Search  for  better  health  and  living  grows  more  intensive  as  knowledge  in¬ 
creases.  Time  has  become  an  element  of  great  importance.  Therefore  the 
secure  preservation  of  records  of  things  attempted  in  medical  affairs  and  their 
results  may  obviate  the  need  for  reinvestigations  and  save  much  effort  as  well 
as  time. 


5.  SURPLUS  PROPERTY — S.  2591  /  TRAFFIC  MANAGEMENT — H.  R.  6854 


The  businessman  is  appalled  not  only  by  the  very  small  return  realized  from 
the  sale  of  surplus  Government  property  but  also  by  the  lack  of  general  catalog- 
and  interdepartmental  use  of  Government  stocks  of  goods. 

Likewise,  efficient  management  of  traffic  to  reduce  duplication  and  waste  has 
a  strong  appeal  to  those  whose  business  affairs  are  dependent  on  their  own 
efficient  management. 

6.  PAPERWORK  MANAGEMENT 


Bills  are  needed  to  eliminate  the  duplication  of  information  required  by  the 
Internal  Revenue  Bureau  Service  Forms  941  and  941A. 

Past  favorable  action  on  your  part  toward  the  Hoover  Commission  recom¬ 
mendations  has  been  noted  with  satisfaction.  Much  more  is  needed  and  can  be 
done  to  improve  the  efficiency  and  economy  of  Federal  affairs. 

We  urge  you  to  give  favorable  support  and  prompt  action  to  the  legislation 
mentioned  above. 

Sincerely  yours, 


A.  Graeme  Darling, 

For  the  National  Affairs  Committee 
of  the  Schenectady  Chamber  of  Commerce. 
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The  American  Legion, 

National  Legislative  Commission, 

Washington,  D.  C.,  May  22, 1956. 

Hon.  William  L.  Dawson,  . 

Chairman,  Subcommittee  on  Executive  and  Legislative  Reorganization, 
House  Government  Operations  Committee,  House  Office  Building,  Wash¬ 
ington  25,  D.  C. 

Dear  Congressman  Dawson  :  Referring  to  the  hearings  now  being  conducted 
by  the  Subcommittee  on  Executive  and  Legislative  Reorganization  of  the  House 
Committee  on  Government  Operations  in  connection  with  bills  H.  R.  7209,  7338, 
8236,  and  9402  I  would  like  to  submit  the  following  statement: 

H.  R.  7209  and  H.  R.  7338,  which  are  virtually  identical,  are  bills  intended  to 
provide  for  improving  accounting  methods  in  the  executive  branch  of  the  Gov¬ 
ernment.  The  American  Legion  does  not  oppose  the  objective  sought  to  be 
accomplished  by  the  bills.  We  feel,  however,  that  the  committee  should  make 
it  clear  that,  with  reference  to  personnel  selected  by  the  executive  agencies, 
the  function  of  the  Bureau  of  the  Budget  is  to  be  advisory  rather  than  directory. 
We  make  particular  reference  to  sections  120  (b)  (4)  and  121  (a).  It  would 
seem  contrary  to  sound  administrative  practice  to  weaken  the  authority  and 
responsibility'  of  the  executive  agency  by  imposing  upon  it  the  mandate  of 
another  agency  in  personnel  affairs.  The  proper  role  of  the  Budget  Bureau  is, 
we  believe,  in  the  field  of  methods  and  procedures. 

With  reference  to  section  121  (a),  line  5;  page  3,  we  suggest  that  the  language 
be  rephrased  to  make  it  clear  that  the  Comptroller  is  to  be  responsible  to  the 
head  of  the  executive  agency  and  not  to  the  Assistant  Director  for  Accounting. 

H.  R.  S236  is  a  bill  to  provide  for  comprehensive  reports  by  the  Bureau  of  the 
Budget  with  respect  to  all  branches  of  the  Government  and  the  executive  agencies 
thereof.  The  American  Legion  offers  no  oppoistion  to  the  bill. 

H.  R.  9402  is  a  bill  to  improve  governmental  budgeting  and  accounting  methods 
and  procedures.  Our  general  comments  on  H.  R.  7209  and  H.  R.  7338  are  appli¬ 
cable  here.  The  American  Legion,  of  course,  advocates  improved  governmental 
budget  and  accounting  methods.  We  feel,  however,  that  the  committee  should 
make  it  clear  that  the  province  of  the  Bureau  of  the  Budget  is  budget  and 
accounting  methods.  The  provision  of  the  bill  assigning  Budget  Bureau  per¬ 
sonnel  to  executive  agencies  would  be  highly  objectionable  if  the  personnel  inter¬ 
fered  with  the  program  activities  of  the  agencies.  The  Budget  Bureau  should 
not  become  a  superagency  domineering  and  directing  all  other  executive  agencies. 

I  would  appreciate  it  if  this  letter  could  be  given  consideration  by  your 
subcommittee  in  connection  with  your  deliberations  on  these  bills  and  also 
incorporated  in  the  record  of  the  hearings  thereon. 

Thanking  you  for  your  cooperation,  I  am, 

Sincerely  yours, 

Miles  D.  Kennedy,  Director. 


Chairman  Dawson.  I  understand  that  we  will  have  to  close  at  this 
hour.  I  am  going  to  ask  that  the  Comptroller  of  the  Defense  Depart¬ 
ment  come  back  to  us,  because  I  think  there  were  some  things  said 
here  that  he  would  like — judging  from  your  faces  and  your  actions — 
to  take  up.  You  will  be  notified  of  the  time  of  the  next  hearing. 

If  there  are  no  further  questions,  or  statements  that  you  would  like 
to  make,  we  will  stand  adjourned  until  further  notice. 

(Whereupon,  at  12:4,5  p.  m.,  the  hearing  was  adjourned.) 
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TUESDAY,  JUNE  12,  1956 

House  of  Representatives, 

Executive  and  Legislative  Reorganization 
Subcommittee  of  the  Comm  ittee  on  Government  Operations, 

W asliington ,  D.  C. 

The  subcommittee  met,  pursuant  to  call,  at  10  a.  m.,  in  room  1501 
New  House  Office  Building,  Hon.  William  L.  Dawson  (chairman  of 
the  full  committee)  presiding. 

Present:  Representatives  Dawson  (presiding),  Fascell,  Jonas,  and 
Brown  (Ohio). 

Also  present:  Representatives  Hoffman  (Michigan)  and  Lipscomb; 
William  Pincus,  associate  general  counsel;  Elmer  W.  Henderson,  sub¬ 
committee  counsel;  and  Ann  E.  McLaclilin,  clerk. 

Chairman  Dawson.  The  subcommittee  will  come  to  order. 

Today  our  subcommittee  will  continue  its  hearings  on  H.  R.  9402 
and  other  budget  and  accounting  measures  which  we  have  considered. 

Since  our  last  hearing  we  have  received  a  new  bill,  PI.  R.  11526,  in¬ 
troduced  by  Congressman  Rogers  of  Florida.  This  bill  also  deals 
with  budget  and  accounting  procedures. 

(PI.  R.  11526  follows:) 

[H.  R.  11526,  84th  Cong.,  2d  sess.] 

A  BILL  To  improve  governmental  budgeting  and  accounting  methods  and  procedures,  and 

for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled, 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Section  1.  (a)  Section  201  of  the  Budget  and  Accounting  Act,  1921,  as 
amended  (31  U.  S.  C.  11),  is  further  amended  by  inserting  “(a)”  after  the  words 
“Sec.  201.”,  by  changing  subsection  (a)  to  subparagraph  (1)  ;  by  adding  after 
subparagraph  (1)  a  new  subparagraph  “(2)  at  such  times  as  may  be  practicable, 
information  on  program  costs  and  accomplishments” ;  by  changing  subsections 
(b)  through  (j)  to  subparagraphs  (3)  through  (11),  respectively;  and  by  adding 
the  following  new  subsections  : 

“(b)  The  amounts  of  proposed  appropriations  referred  to  in  sections  201  (a) 
and  203  of  this  Act  shall,  to  the  maximum  extent  deemed  desirable  and  practi¬ 
cable  by  the  President,  be  determined  on  an  annual  accrued  expenditure  basis. 

“  ‘Annual  accrued  expenditures’  shall  relate  to  goods  and  services  to  he  received 
in  a  fiscal  year,  advance  payments,  progress  payments,  and  such  other  payments 
as  are  authorized  by  law  to  be  made  in  such  fiscal  year. 

“This  subsection  shall  not  apply  to  appropriations  made  specifically  for  the 
payment  of  claims  certified  by  the  Comptroller  General  and  of  judgments ;  ap¬ 
propriations  for  the  refund  of  Federal  taxes  and  of  other  moneys  erroneously 
received  and  covered  into  the  Treasury  of  the  United  States ;  appropriations  made 
by  private  relief  Acts  of  Congress ;  appropriations  for  the  payment  of  interest  on 
trust  funds ;  revolving  funds  or  appropriations  thereto ;  appropriations  for  the 
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payment  to  former  members  of  the  Armed  Forces,  their  dependents  and  benefi¬ 
ciaries,  of  any  benefits  to  which  they  are  entitled  by  reason  of  military  service ; 
appropriations  for  the  payment  of  pensions  and  annuities ;  appropriations  for  the 
payment  of  any  obligation  of  the  United  States  for  which  liability  is  fixed  by 
treaty ;  and  other  appropriations  or  funds  analogous  to  the  foregoing. 

“(c)  The  conversion  to  the  use  of  annual  accrued  expenditures  for  stating 
proposed  appropriations  in  accordance  with  section  201  ( b)  of  this  Act  shall  be 
accomplished  in  such  manner  and  at  such  times  as  may  be  determined  by  the 
President. 

“(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of  any  appropriation  or  fund 
made  on  an  annual  accrued  expenditure  basis  over  the  accrued  expenditures  under 
such  appropriation  or  fund  shall  lapse,  unless  hereafter  provided  otherwise  in 
an  appropriation  Act  or  other  law.  Any  remaining  balances  of  each  such  appro¬ 
priation  or  fund  shall  be  merged  with  any  appropriation  or  fund  made  for  the 
same  general  purpose  for  the  ensuing  fiscal  year  and  shall  constitute  a  single  ac¬ 
count.” 

(b)  Section  21(5  of  such  Act,  as  amended  (31  U.  S.  C.  24),  is  further  amended 
by  inserting  “(a)”  after  the  words  “Sec.  216.”  and  by  adding  the  following  new 
subsections : 

“(b)  The  requests  of  the  departments  and  establishments  for  appropriations 
shall,  in  such  manner  and  at  such  times  as  may  be  determined  by  the  President, 
be  developed  from  cost-based  budgets. 

“(c)  For  purposes  of  administration  and  operation,  such  cost-based  budgets 
shall  be  used  by  all  departments  and  establishments  and  their  subordinate  units. 
Administrative  subdivisions  of  appropriations  or  funds  shall  be  made  on  the  basis 
of  such  cost-based  budgets.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PEOCEDUKES  ACT  OF  1950 

Sec.  2.  (a)  The  Budget  and  Accounting  Procedures  Act  of  1950  is  amended  by 
inserting  after  section  105  thereof  the  following  new  section  : 

“ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

“Sec.  106.  The  head  of  each  executive  agency  shall,  in  consultation  with  the 
Director  of  the  Bureau  of  the  Budget,  take  whatever  action  may  be  necessary  to 
achieve,  insofar  as  is  possible,  (1)  consistency  on  accounting  and  budget  classi¬ 
fications,  (2)  synchronization  between  accounting  and  budget  classifications  and 
organizational  structure,  and  (3)  support  of  the  budget  justifications  by  infor¬ 
mation  on  performance  and  program  costs  by  organizational  units.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  66a)  is  amended  by  adding  at  the  end 
thereof  the  following  new  subsection  : 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection, 
the  head  of  each  executive  agency  shall,  in  accordance  with  principles  and  stand¬ 
ards  prescribed  by  the  Comptroller  General,  cause  the  accounts  of  such  agency 
to  be  maintained  on  an  accrual  basis  to  show  the  resources,  liabilities,  and  costs 
of  operations  of  such  agency  with  a  view  to  facilitating  the  preparation  of  cost- 
based  budgets  as  required  by  section  216  of  the  Budget  and  Accounting  Act,  1921, 
as  amended.  The  accounting  system  required  by  this  subsection  shall  include 
adequate  monetary  property  accounting  records  as  an  integral  part  of  the  system.” 

(c)  Section  118  of  such  Act  is  amended  by  inserting  “113  (c)”  after  the  words 
“section  111”. 

SIMPLIFICATION  OF  SYSTEM  FOE  SUBDIVIDING  FUNDS 

Sec.  3.  Section  3679  (g),  Revised  Statutes,  as  amended  (31  U.  S.  C.  665  (g)), 
is  further  amended  by  adding  at  the  end  thereof  the  following  sentence :  “In  order 
to  have  a  simplified  system  for  the  administrative  subdivision  of  appropriations 
or  funds,  each  agency  shall  work  toward  the  objective  of  financing  each  operating- 
unit,  at  the  highest  practical  level,  from  not  more  than  one  administrative  sub¬ 
division  for  each  appropriation  or  fund  affecting  such  unit.” 

Chairman  Dawson.  We  are  happy  to  have  Congressman  Rogers 
appear  before  ns  today. 

Congressman  Rogers. 
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Mr.  Rogers.  Thank  you. 

Mr.  Chairman,  and  distinguished  members  of  the  committee,  it  is 
a  privilege  to  appear  before  you  today  urging  favorable  consideration 
of  H.  R.  11526,  which  I  introduced,  to  improve  budget  and  accounting 
procedures  in  the  Federal  Government.  I  know  that  you,  as  members 
of  this  most  important  House  committee  investigating  the  operations 
of  our  Government,  are  continually  looking  into  ways  to  reline  our 
Government  operations  and  to  reduce  the  costs  of  our  Government. 

II.  R.  11526,  which  implements  most  of  the  recommendations  of  the 
Hoover  Commission  for  changes  in  the  Government’s  budgeting  and 
accounting  procedures,  would  not  only  reform  and  improve  our  ac¬ 
counting  system  by  placing  our  Government  accounting  and  budgeting 
processes  on  a  more  realistic  and  orderly  basis,  but  it  has  been  esti¬ 
mated  that  it  would  also  result  in  an  annual  savings  of  $4  billion  when 
fully  effective. 

Chairman  Dawson.  Do  you  think  that  is  important  ? 

Mr.  Rogers.  I  think  that  is  very  important,  Mr.  Chairman,  I  surely 
do,  and  I  know  this  committee  feels  the  same  way. 

Mr.  Hoffman.  In  view  of  your  statement,  would  you  add  that  $4 
billion,  if  we  save  it,  to  our  foreign-aid  appropriation? 

Chairman  Daw'SON.  No  ;  we  will  reduce  the  taxes  on  the  little  fellow. 

Mr.  Hoffman.  You  would  not  vote  more  foreign  aid? 

Chairman  Dawson.  We  would  raise  tax  exemptions. 

Mr.  Rogers.  As  I  am  sure  this  committee  realizes,  we  have  a  back¬ 
log  of  unexpended  authorizations  in  the  amount  of  almost  $80  billion 
and  I  think  all  of  us  realize  the  lack  of  control  that  this  situation  brings 
about. 

I  believe  that  the  provisions  of  this  bill  are  sound  and  necessary  and 
will  enable  the  Congress  to  regain  effective  control  over  governmental 
expenditures.  We  do  not  now  have  this  control  because  appropria¬ 
tions  in  any  one  year  may  be  spent  over  several  years  and  appropria¬ 
tions  do  not  necessarily  match  expenditures  in  the  same  year. 

H.  R.  11526  would  require  that  Government  agencies  prepare  their 
budget  estimates  on  an  accrued  annual  expenditure  basis  and  that 
budgets  be  prepared  on  an  accrued  cost  basis. 

President  Eisenhower  and  the  Director  of  the  Bureau  of  the  Budget 
have  given  strong  endorsement  to  the  recommendations  of  the  Hoover 
Commission  in  this  field,  which  recommendations  are  carried  out  in 
H.  R.  11526,  and  in  S.  3897,  which  is  the  companion  bill,  and  which 
the  Senate  Government  Operations  Committee  approved  last  week. 

This  measure  proposes  changes  in  executive  branch  accounting  and 
formulation  of  budget  requests  for  appropriations,  and  it  proposes 
changes  in  congressional  authorization  of  the  expenditure  of  money  on 
Federal  programs. 

It  would  place  the  entire  governmental  financial  structure  on  an 
annual  accrued-expenditures  basis,  as  opposed  to  the  obligation  sys¬ 
tem  now  in  operation.  It  would  permit  a  much  closer  supervision 
by  Congress  over  the  expenditures  of  the  executive  branch  of  the 
Government  and  would  provide  for  the  top  management  of  the  execu¬ 
tive  branch  a  more  complete  and  more  meaningful  understanding  of 
the  financial  operations  of  the  Government. 
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Almost  all  major  private  corporations  have  adopted  this  system 
of  budgetary  control,  and  the  Hoover  Commission’s  report  indicates 
that  this  system  can  profitably  and  effectively  be  adopted  by  the 
Federal  Government. 

The  changes  which  are  proposed  are  generally  stated  in  “where 
and  as  practicable”  terms.  They  are  not  of  as  much  consequence  to 
agencies  which  spend  money  primarily  for  administrative  and  operat¬ 
ing  purposes  such  as  employee  services,,  travel,  rents,  utilities  bills ; 
and  which  now  are  granted  appropriations  that  remain  available  for 
incurring  obligations  only  during  a  specified  fiscal  year.  The  changes 
are  more  substantial  for  agencies  that  are  engaged  in  construction 
or  purchase  of  equipment  in  large  volume,  and  which  require  appro¬ 
priations  to  be  available  for  obligation  over  a  period  that  is  longer 
than  1  fiscal  year. 

For  the  latter  sort  of  department  or  agency,  the  bill  would  intro¬ 
duce  practices  that  are  essentially  different  from  those  now  followed. 
Money  would  be  provided  by  Congress  only  for  1  year’s  accrued  ex¬ 
penditures  ;  contracts  for  work  in  excess  of  1  year  would  be  authorized 
but.  the  money  would  not  be  provided  for  more  than  1  year  at  a  time. 

At  the  present,  the  contract  authorization  is  little  used,  and  money 
is  appropriated  for  incurring  obligations  not  only  in  1  year  but  over 
a  greater  period,  the  duration  of  which  may  be  either  definite — 
multiple-year — or  indefinite — no-year. 

Two  differences  are  to  be  noted  :  A  proposed  1-year-at-a-time  appro¬ 
priation,  contrasted  with  multiple  or  indefinite  years;  and  appropria¬ 
tion  for  accrued  expenditures  rather  than  obligations. 

As  implied  in  the  remarks  of  an  earlier  paragraph,  accrued  expendi¬ 
tures  and  obligations  incurred  do  not  differ  for  some  important 
objects,  such  as  employees’  services,  travel,  and  communication,  util¬ 
ities  bills,  rents,  interest,  pensions,  claims,  investments.  But  accrued 
expenditures  do  differ  from  obligations  incurred  for  land  and  struc¬ 
tures,  equipment,  supplies,  and  materials,  grants,  subsidies,  and 
contributions. 

Expenditures  accrue  when  goods  and  services  are  received,  or  gen¬ 
erally,  when  title  passes  to  the  Government.  Accrual  includes  the 
occasions  when  performance  on  a  contract  is  accepted  for  the  purpose 
of  progress  payments  that  are  made  before  the  completion  of  the 
entire  job. 

Obligations  are  incurred,  on  the  other  hand,  when  orders  are  placed 
and  contracts  are  awarded.  The  accrual  of  expenditures  differs  from 
the  incurral  of  obligations,  when  it  differs  at  all,  in  coming  at  a  later 
point  in  the  process  of  the  Government’s  procurement. 

The  significance  of  the  difference  between  expenditures  and  obliga¬ 
tions  is  this:  If  appropriations  are  limited  to  the  year’s  accrued  ex¬ 
penditures  rather  than  the  authority  to  obligate— whether  or  not  obli¬ 
gations  are  incurred — then  the  Congress  keeps  much  shorter  the  time 
that  elapses  between  its  authorization  of  the  expenditure  of  funds  and 
the  actual  expenditure  of  the  funds.  The  process  of  review  of  accom¬ 
plishments  is  made  more  immediate. 

The  bill  requires  that  appropriation  requests  be  in  terms  of  accrued 
expenditures.  It  requires  also  that  requests  be  built  up  from  accounts 
of  costs,  and  that  measurements  of  performance  be  shown.  These 
requirements  are  consistent  with  making  appropriations  in  terms  of 
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accrued  expenditures,  but  costs  may  diverge  from  expenditures.  If 
the  costs  incurred  in  the  year,  rather  than  the  obligations  incurred,  are 
summarized  in  building  up  appropriation  requests,  accounts  of  such 
assets  as  inventories  and  of  fixed  properties  will  be  needed. 

These  assets  may  be  used  and  so  become  costs  in  years  additional  to, 
or  other  than,  that  in  which  they  are  purchased.  The  actual  cost  of 
getting  the  benefits  of  the  Governments  programs  can  be  ascertained 
only  if  cost  accounts  which  reflect  changes  in  inventories,  depreciation, 
and  so  on,  are  developed. 

In  summary,  Mr.  Chairman,  the  provisions  contained  in  this  bill  are 
designed  to  accomplish  two  broad  objectives:  (1)  Improve  financial 
administration  in  the  executive  branch,  and  (2)  substantially 
strengthen  congressional  control  over  the  financial  affairs  of  the  Fed¬ 
eral  Government.  It  is  my  strong  feeling  that  the  provisions  of  this 
measure  are  sound,  and  I  urge  their  favorable  consideration  by  the 
committee. 

I  want  to  thank  you  again,  Mr.  Chairman,  for  allowing  me  the 
opportunity  to  appear  before  you  and  testify  on  this  legislation. 

Chairman  Dawson.  Mr.  Hoffman. 

Mr.  Hoffman.  What  are  the  principal  differences  between  that  bill, 
your  bill,  and  H.  R.  9102  ? 

Mr.  Rogers.  By  Mr.  Lipscomb  ? 

Mr.  Hoffman.  Yes. 

Mr.  Rogers.  I  don't  think  there  are  too  many  great  differences,  Mr. 
Hoffman.  I  think  you  will  find  that  there  is  some  difference,  how¬ 
ever — mainly  the  number  of  items  which  are  in  Mr.  Lipscomb's  bill. 
I  think  most  can  be  handled  by  administrative  processes,  such  as  set¬ 
ting  up  staff  members  and  accounting  offices  in  the  various  depart¬ 
ments.  H.  R.  11526  provides  for  a  cost  accounting  and  accrual  basis 
budget  to  go  into  effect. 

I  don’t  think  that  there  are  a  great  many  differences.  It  is  just 
felt  that  it  is  going  to  take  some  time  for  the  switchover  to  come  about, 
and  there  should  be  some  flexibility  in  the  program  on  the  part  of  the 
President  and  the  executive  branch  of  the  Government  to  put  into 
effect  these  changes. 

I  think  you  will  find  that  the  President  and  the  Bureau  of  the 
Budget  feel  that  there  should  be  some  flexibility  and  that  all  of  the 
decisions  necessary  to  carry  out  what  tve  want  to  accomplish  must  not 
necessarily  be  placed  in  the  bill.  They  can  be  accomplished  and  are 
being  accomplished,  by  administrative  processes. 

Mr.  Hoffman.  I  notice  on  page  12  of  the  statement  by  the  Depart¬ 
ment  of  Defense,  the  third  paragraph : 

The  Chairman  of  the  Hoover  Commission  Task  Force  on  Budget  and  Ac¬ 
counting  has  told  you  that  the  Department  of  Defense  lias  made  improvements 
in  financial  management,  and  some  of  them  have  been  mentioned  in  the  task 
force  reports  to  the  Hoover  Commission,  including  that  on  business  organization. 

Now,  this : 

But  it  apparently  did  not  appreciate  the  full  magnitude  and  scope  of  the  im¬ 
provements  and  the  nature  of  a  complete  system  required. 

What  comment,  if  any,  have  you  on  that? 

Mr.  Rogers.  Well,  of  course,  this  is  the  first,  time  I  have  heard  that. 
I  don’t  knoAv  offhand  exactly  what  it  is  referring  to  there.  I  presume 
that  the  Defense  Department,  as  soon  as  the  President  makes  known 
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his  wishes  in  the  matter,  and  the  Bureau  of  the  Budget  are  set  up 
where  they  can  certainly  work  together  to  carry  out  the  ultimate  ob¬ 
jectives  of  this  bill,  and  I  think  for  us  to  try  to  say  in  legislation  every 
little  detail  that  must  be  put  into  every  department  would  be  a  mis¬ 
take. 

Mr.  Hoffman.  I  assume  we  have  the  overall  and  statutory — not 
statutory — the  belief  of  Congress  that  there  should  be  economy  and 
more  efficiency,  but  we  don’t  get  it. 

Mr.  Rogers.  Well,  I  agree  with  your  statement,  Mr.  Hodman, 
and  I  think  this  is  an  attempt  to  try  to  get  a  closer  control  on  funds. 
That  will  allow  us  to  have  a  year-by-year  control,  which  is  definitely 
needed. 

It  will  eventually,  we  hope,  do  away  with  this  big  backlog  of  un¬ 
expended  authorizations  which  now  amounts  to  about  $80  billion. 

Mr.  Hoffman.  You  think  this  bill,  and  also  the  bill  by  Mr.  Lips¬ 
comb,  would  take  care  of  that  situation? 

Mr.  Rogers.  I  feel  that  this  will,  eventually.  It  will  take  some 
time,  definitely,  to  do  this.  In  fact,  I  imagine  it  will  take  around,  I 
would  say — somewhere  around — 5  years  to  even  partially  accomplish 
all  the  objectives  of  putting  this  system  into  effect.  I  would  think 
that  would  be  about  the  time  that  would  be  necessary,  Mr.  Hoff¬ 
man,  because  it  is  going  to  take  a  great  deal  of  work,  there  is  no  ques¬ 
tion  about  it. 

They  are  going  to  have  to  change  a  great  deal  of  their  accounting 
procedure  in  getting  on  this  cost  basis. 

When  they  come  up  to  Congress  with  a  request,  you  can  say,  “Well, 
what  was  the  cost  of  this  item  last  year?” 

Suppose  we  grant  authority  for  a  ship  to  be  built.  Maybe  they 
want  to  make  plan  changes.  "Well,  at  the  end  of  that  year  they  are 
going  to  have  to  come  back  and  let  us  know  what  the  changes  are 
that  are  being  made,  or  whether  they  made  the  right  decision.  We 
are  going  to  see  where  savings  can  be  effected  or,  if  a  mistake  has  been 
made,  if  we  are  not  getting  what  we  are  supposed  to  for  our  money, 
those  contracts  can  be  cancelled  at  that  time,  rather  than  waiting  at 
the  end,  when  it  is  too  late  to  do  anything  about  it. 

Mr.  Hoffman.  Is  it  your  opinion  that  sometimes — you  referred  to 
a  ship.  They  will  ask  for  a  little  ship,  and  before  they  get  through 
it’s  a  bis:  ship. 

Mr.  Rogers.  I  think  that  is  true.  I  would  not  doubt  it  at  all.  I 
don’t  make  that  accusation;  actually  I  don’t  know,  but  I  am  sure 
they  have  changes  in  their  plans. 

Mr.  Hoffman.  But  they  can  do  it.  It  is  possible. 

Mr.  Rogers.  I  don’t  know  that  they  could  necessarily  change  from 
a  little  ship  to  a  larger  ship,  but  we  know - 

Mr.  Hoffman.  Well,  from  a  little  ship  to  a  larger  ship. 

Mr.  Rogers  (continuing).  That  they  can  bring  about  modifications, 
I  think  we  know  that,  and  merely  ask  for  additional  money  later  on. 

On  public- works  projects,  for  example,  they  start  in  on  a  public- 
works  project  that  may  be  estimated  to  be  $100  million,  and  by  the 
time  they  finish,  as  you  know,  it  is  up  to  $300  million. 

This  will  give  us  a  closer  control  on  all  of  that,  to  see  if  the  right 
decisions  are  being  made  right  along. 

Mr.  Hoffman.  Well,  would  this  take  care  of,  if  it  exists,  the  alleged 
practice — I  think  I  can  say  alleged  practice — of  the  departments  when 
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they  have  unexpended  balances  on  hand  rushing  out  and  entering 
into  contracts? 

Mr.  Rogers.  Yes,  sir;  I  think  it  will.  I  think  that  will  definitely 
preclude  that. 

Mr.  Hoffman.  And  would  it  require  the  department  to  tell  us,  each 
time  it  comes  before  the  Appropriations  Committee,  just  how  much 
money  they  have  on  hand  in  unexpended  money  in  the  same  fund 
for  which  they  are  asking  new  money  ? 

Mr.  Rogers.  Yes,  sir. 

I  think  this  would  give  us  a  very  strict  control  in  the  budgetary 
processes  of  the  Government.  I  think  this  will  enable  us  to  know  each 
year  the  cost,  of  running  the  department. 

Mr.  Hof  fman.  How  long  have  you  been  in  Congress  ? 

Mr.  Rogers.  Sir,  this  is  my  first  term. 

Mr.  Hoffman.  Well,  I  think  the  fellow  that  comes  in  knows  more 
the  first  2  years,  perhaps — well,  I  would  not  say  that  they  know  more, 
maybe  I  better  qualify  that — but  they  come  fresh  from  the  people  and 
they  have  a  more,  shall  I  say,  present  idea  of  what  the  people  want 
than  some  who  have  been  here  longer. 

I  have  been  here  a  little  longer  than  you  have,  and  sometimes  I  get 
confused  as  to  just  what  the  departments  are  doing  and  I  forget 
what  the  people  want. 

Mr.  Rogers.  Well,  Mr.  Hoffman,  I  do  think  it  is  essential  that  Con¬ 
gress  obtain  greater  control  of  the  budgetary  processes  of  our  Gov¬ 
ernment.  I  think  it  is  imperative,  and  I  believe  this  bill  will  help 
bring  that  about. 

Mr.  Hoffman.  I  hope  you  continue  in  that  belief. 

Am  I  right  in  assuming  that  you  have  been  somewhat  shocked  by 
the  knowledge  you  have  had  of  the  way  the  money  is  spent  ? 

Mr.  Rogers.  Well,  I  will  say  this,  Mr.  Hoffman :  When  I  first  came 
to  Congress,  I  had  no  idea  that  there  were  unexpended  funds - 

Mr.  Hoffman.  Something  in  the  kitty  held  back. 

Mr.  Rogers  (continuing).  In  the  amount  of  $82  billion.  When  I 
came  here,  it  was  $82  billion. 

Mr.  Hoffman.  Well,  you  know  now  how  much  there  is  on  hand  in 
these  various  departments  unexpended,  unobligated  ? 

Mr.  Rogers.  Yes,  and  that  is  why  I  am  interested - 

Mr.  Hoffman.  You  say  it  is  $82  billion  ? 

Mr.  Rogers.  I  believe  it  is  about  $80  billion  now,  $79  billion  to  $80 
billion. 

Mr.  Hoffman.  Where  did  you  get  that  information  ? 

Mr.  Rogers.  We  got  it  from  the  govermhental  departments,  Mr. 
Hoffman. 

Mr.  Hoffman.  I  have  never  been  able  to  learn  with  any  degree  of 
accuracy. 

Mr.  Jonas.  Will  the  gentleman  yield  ? 

Mr.  Hoffman.  Yes. 

Mr.  Jonas.  I  suppose  all  the  criticism  should  not  be  directed  to  the 
departments.  As  I  recall,  last  year  Congress  repudiated  its  Appropria¬ 
tions  Committee  and  added  a  couple  of  billion  dollars  to  the  public 
works  bill  on  the  floor. 

Mr.  Hoffman.  That  was  not  an  election  year,  either,  was  it  ? 
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Mr.  Jonas.  It  had  not  been  budgeted,  it  had  not  been  approved  by 
the  Bureau  of  the  Budget,  it  had  not  been  screened  by  the  Appropria¬ 
tions  Committee. 

So,  maybe,  we  ought  to  take  a  little  look  at  some  of  our  own  pro¬ 
cedures  at  the  same  time. 

Mr.  Hoffman.  What  you  are  referring  to  is  that  old  practice  of 
logrolling. 

Mr.  Jonas.  Well,  I  did  not  want  to  characterize  it. 

Chairman  Dawson.  There  is  no  logrolling. 

Mr.  Hoffman.  No;  just  a  trading  of  your  support  for  my  support, 
so  we  both  get  what  we  want. 

Chairman  Dawson.  I  would  say  that  the  Congressmen  are  close  to 
the  people,  and  they  felt  the  people  needed  it  and  they  appropriated  it. 
The  House  sometimes  gets  unruly  and  may  take  matters  into  their  own 
hands  because  they  appreciate  that  maybe  they  have  heard  recently 
from  the  people  on  it. 

Mr.  Hoffman.  You  mean,  they  have  been  prodded. 

Chairman  Dawson.  No;  in  righteous  indignation,  I  would  say. 
They  raise  up  in  righteous  indignation. 

Mr.  Hoffman.  Who — the  people,  or  the  Congress  ? 

Chairman  Dawson.  The  Congress,  the  membership. 

Mr.  Hoffman.  Well,  I  hope  you  retain  your  ideas  and  your  desire 
to  say  that  things — what  business  were  you  in  before  you  came  here  ? 

Mr.  Rogers.  I  was  a  lawyer,  Mr.  Hoffman. 

Mr.  Jonas.  Mr.  Chairman,  I  would  just  like  to  say  I  am  sorry  I  was 
late.  I  know  Mr.  Rogers  very  well,  and  I  know  his  great  interest  in 
these  subjects  and  I  wish  I  had  heard  his  statement  in  full.  I  will  read 
it  in  the  record. 

I  appreciate  very  much  your  coming  to  the  committee  and  explaining 
the  bill.  I  know  it  has  great  merit.  It  will  receive  careful  considera¬ 
tion  at  the  hands  of  the  subcommittee, 

Mr.  Rogers.  Thank  you,  Mr.  Jonas.  I  appreciate  that. 

Chairman  Dawson.  Mr.  Lipscomb. 

Mr.  Lipscomb.  Mr.  Chairman,  I  appreciate  being  able  to  partici¬ 
pate.  I  also  want  to  compliment  Mr.  Rogers  on  his  statement  and  say 
that  I  certainly  concur  with  the  thoughts  expressed. 

I  believe  his  bill  does  supplement  and  add  some  additional  lan¬ 
guage  to  H.  R,  9402,  but  some  sections  of  H.  R,  9402  are  omitted  in 
H.  R.  11526,  and  I  am  still  of  the  belief  that  more  sections  should  be  in¬ 
cluded  to  accomplish  the  purposes  that  were  intended  to  be  accom¬ 
plished  by  the  Hoover  Commission  toward  improving  our  budget  and 
accounting  system  in  the -Government. 

I  realize  that  H.  R.  9402  does  cover  some  things  that  can  be  put  into 
operation  through  administrative  orders  and  Executive  orders,  but 
they  haven’t  been  done  at  this  time,  and  I  still  say  that  Congress  should 
take  some  action  in  declaring  the  intent  of  Congress  as  to  what  they 
would  like  to  see  done  in  the  governmental  agencies. 

Mr.  Rogers  made  an  excellent  statement,  and  I  compliment  him  on 
it. 

Chairman  Dawson.  Do  you  agree  that  his  bill  will  set  up  methods 
better  than  those  now  in  operation  ? 

Mr.  Lipscomb.  Yes,  sir;  I  do.  I  feel  that  II.  R.  9402  does  essen¬ 
tially  the  same  thing  as  H.  R,  11526  does,  except,  I  believe,  that  they 
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liave  included  language  in  H.  R.  11526  that  will  be  more  helpful.  It 
will  bring  about  a  speedier  action,  I  feel,  toward  cost  accounting  and 
an  accrual  basis  budget,  and  I  believe  H.  R.  11526  is  a  good  bill,  if  that 
is  as  far  as  the  Congress  desires  to  go  at  this  time. 

Chairman  Dawson.  It  is  for  this  committee  to  determine  what  kind 
of  bill  we  are  going  to  bring  out. 

Mr.  Hoffman.  I  would  like  to  ask  Mr.  Lipscomb  at  this  point  to 
put  into  the  record,  in  view  of  his  report  made  the  other  day  in  the 
committee  of  which  you  and  I  are  members,  I  would  like  to  have  him 
put  in  a  little  of  his  background  to  show  that  he  knows  what  he  is 
talking  about. 

Sometimes  it  is  suggested  that  Congress  doesn’t  know  what  they  are 
talking  about,  when  they  have  a  background  which  indicates  that  they 
do  know  just  exactly  what  they  are  talking  about. 

Mr.  Lipscomb.  What  I  have  done  in  the  past,  sir  ? 

Mr.  Hoffman.  If  you  will  put  that  in  the  record  with  your  statement. 

Mr.  Lipscomb.  Verbally  now  ? 

Mr.  Hoffman.  I  don’t  care  if  you  put  it  in  now  or  put  it  in  the  record. 

Mr.  Lipscomb.  I  have  been  in  the  public  accounting  business.  That 
was  my  profession  before  I  came  to  the  Congress.  I  began  private 
practice  as  a  public  accountant  in  1939,  and  then  I  was  elected  to  the 
California  Assembly  in  1947  and  served  on  the  assembly  committee 
on  revenue  and  taxation,  a  counterpart  of  the  House  Ways  and  Means 
Committee,  in  the  State  legislature ;  the  assembly  committee  on  finance 
and  insurance;  the  assembly  committee  on  public  health;  was  chair¬ 
man  of  the  assembly  committee  on  government  organization;  and 
was  chairman  of  the  joint  senate-assembly  committee  on  governmental 
reorganization,  commonly  known  as  the  Little  Hoover  Commission,  in 
the  State  of  California,  on  reorganization.  I  handled  similar  legis¬ 
lation  within  the  State  legislature  as  we  are  handling  in  this  Commit¬ 
tee  on  Government  Operations. 

Then,  after  I  came  to  Congress,  I  became  even  more  interested  in 
this  subject,  and  have  just  completed,  with  our  chairman,  Mr.  Dawson, 
a  study  and  report  on  the  United  States  General  Accounting  Office. 

I  believe  that  there  is  a  slight  relationship  between  private  account¬ 
ing  and  governmental  accounting.  However,  there  are  also  a  great 
deal  of  differences  that  I  feel  all  people  should  recognize.  However, 
although  the  problems  are  not  the  same,  the  basic  principles  are  to  get 
the  facts  and  figures  not  only  to  the  members  of  the  legislative  branch 
but  to  the  people. 

I  have  come  to  realize,  as  Mr.  Rogers  indicated  also,  I  believe,  that 
the  legislative  branch  and  the  executive  branch  have  a  great  deal  of 
difficulty  in  getting  from  the  agencies  and  departments  the  actual  facts 
and  figures  so  that  the  budgets  that  we  vote  on  can  be  surveyed  and 
voted  upon  properly.  I  don’t  believe — and  I  have  come  to  realize 
this  particularly  since  coming  to  Congress — -that  we  have  been  given 
adequate  budget  justification  so  that  we  can  intelligently  vote  upon 
the  figures  that  we  are  going  to  use  to  run  the  Government. 

Somehow  or  another  I  get  the  impression — and  I  don’t  like  to  use 
the  word — that  a  lot  of  Congressmen  are  “snowballed”  with  prepared 
statements  on  programs  and  justifications. 

Therefore,  that  is  why  I  believe  that  legislation  such  as  this  which 
will  bring  more  adequate  information  on  financial  figures  to  the  Con- 
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gress  should  be  enacted,  so  that  the  Congress  can  better  evaluate  what 
they  are  voting  upon.  That  is  why  we  need  legislation  of  this  kind. 

Mr.  Hoffman.  Is  it  like  this?  You  mean  that  Congress  is  in  some¬ 
what  the  same  position  that  a  parent  would  be  when  the  small  boy 
comes  and  asks  for  some  money  to  go  to  the  circus  or  to  the  fair. 
He  wants  so  much,  but  lie  doesn't  tell  you  how  much  he  has  got  in  his 
pocket  before  he  starts  out. 

Mr.  Lipscomb.  There  may  be  some  resemblance  to  that. 

Mr.  Hoffman.  So  neither  the  parent  nor  the  Congress  knows  how 
much  they  ought  to  have  ? 

Mr.  Lipscomb.  That  is  right. 

I  do  believe  that  the  legislative  branch  has  been  somewhat  lax  in 
not  following  closely  the  expenditures  of  government  and  the  budget¬ 
ary  process.  I  understand  that  everybody  is  busy  with  the  many 
other  types  of  pending  legislation  and  that  the  Appropriations  Com¬ 
mittee  has  initial  jurisdiction  over  such  things,  and  the  members  of 
the  Appropriations  Committee  have  great  knowledge  of  what  is  going 
on  in  government,  but  I  do  feel  that  other  Members  of  the  Congress 
have  been  somewhat  lax  because  of  their  other  great  duties  in  not 
keeping  closer  in  touch  with  governmental  budgeting  and  accounting 
matters. 

One  of  the  very  basic  things,  I  feel,  in  the  operation  of  our  Gov¬ 
ernment  is  its  financial  management.  A  great  deal  of  our  troubles 
come  from  the  financial  management  in  its  relation  to  taxes,  right  up 
the  line,  and,  therefore,  the  more  emphasis  we  put  on  financial  man¬ 
agement,  I  think,  the  better  off  we  are  going  to  be  in  the  long  run. 

Mr.  Jonas.  Would  you  yield  right  at  that  point? 

Mr.  Lipscomb.  Yes. 

Mr.  Jonas.  I  think  I  would  agree  with  much  of  what  you  said. 
Having  served  on  the  Appropriations  Committee,  I  know  some  of  the 
problems  from  that  angle  also. 

Now,  how,  under  either  of  these  bills,  would  a  Member  of  the  House 
who  does  not  serve  on  .the  Appropriations  Committee,  how  would  he 
obtain  more  budgetary  information  under  these  bills  than  he  can 
obtain  now  ? 

Mr.  Lipscomb.  I  think  the  figures  that  will  come  up  will  bring 
about  a  budget  that  the  Members  of  Congress  will  perhaps  be  able  to 
read. 

At  the  present  time  a  Member  of  Congress  can  pick  up  a  budget 
and  look  at  one  agency — and  I  am  thinking  of  a  simple  one  now, 
and  that  is  the  Government  Printing  Office— and  try  to  reconcile 
what  it  costs  the  Government  Printing  Office  to  operate  and  how 
much  money  we  have  to  appropriate,  and  a  Member  of  Congress  finds 
it  impossible  to  look  into  it. 

I  believe  it  will  bring  about  a  better  and  more  comprehensive  budget 
which  can  be  read  easily  and  can  bring  about  justifications  that  will 
be  included  in  the  hearings  that  the  Members  of  Congress  can  read 
and  understand,  instead  of  having  so  many  pockets  that  you  cannot 
put  your  finger  on  any  particular  one  and  determine  what  is  in  that 
agency ;  it  will  kind  of  bring  it  down  to  fewer  accounts,  fewer  pockets. 

Chairman  Dawson.  Mr.  Henderson. 

Mr.  Henderson.  I  have  nothing. 

Chairman  Dawson.  Mr.  Pincus. 

Mr.  Pincus.  I  have  just  one,  Mr.  Chairman. 
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Following  up,  I  think,  on  something  suggested  by  Mr.  Jonas,  I 
think  this  bill  has  great  promise  of  improvement,  but  I  wonder  essen¬ 
tially  what  difference  there  would  be  from  the  present  situation.  If 
we  take,  for  example,  an  appropriation  for  the  construction  of  a  large 
hydroelectric  flood-control  dam,  and  the  Congress  appropriates,  let 
us  say,  $5  million  for  the  initial  investment  of  acquiring  certain  land 
and  making  certain  initial  improvements,  and  then  the  thing  would 
take  about  5  years  or  more  to  complete. 

Then,  after  a  certain  amount  of  money  has  been  appropriated  and 
spent,  is  the  Congress  going  to  be  in  any  different  position  under  the 
procedure,  Mr.  Eogers,  than  they  are  at  present  ?  Are  they  going  to 
cut  off  the  appropriations  for  the  dam  after  it  has  been  half  con¬ 
structed,  let  us  say  ? 

Mr.  Eogers.  Well,  I  don’t  know  that  they  will  cut  off  the  appro¬ 
priations,  say,  after  it  is  half  constructed.  I  presume  they  probably 
would  not,  but  suppose  in  your  planning  of  the  dam  your  planning 
is  not  done  in  the  first  or  second  year.  You  don't  expend  that  $5  mil¬ 
lion  in  the  first  year  or  the  second  year. 

We  want  to  know  why  that  is  not.  done,  why  they  needed  it  at  that 
time.  They  are  going  to  have  to  come  in  each  year  and  tell  us,  not 
at  the  end  of  5  years,  and  then  tell  us  what  they  have  done  with  the 
money. 

The  original  decision  may  have  been  a  wrong  decision.  They  may 
later  find  out  why  it  was  a  wrong  decision.  So,  in  submitting  the  next 
budget,  which  has  got  to  be  on  a  yearly  basis,  they  are  going  to  have 
to  justify  it  each  year,  you  see,  rather  than  at  the  end  of  the  5-year 
period  where  they  have  got  $5  million  appropriated  for  5  years,  say. 
At  present,  they  can  use  it  any  time  within  that  5  years  before  they 
come  back  to  the  Congress. 

Under  H.  E.  11526  they  are  going  to  have  to  come  back  each  year 
and  tell  us  about  it — stricter  control  and  better  governmental  agency 

control. 

Mr.  Pincus.  You  have  more  frequent  and  more  detailed  justifica¬ 
tions  of  the  same  information  that  is  now  available  to  the  Congress, 
I  think. 

Mr.  Eogers.  Well,  I  don’t  think  it  really  is  available  to  the  Con¬ 
gress,  in  effect.  It  really  is  not  available  until  the  end  of  that  5  years. 

Chairman  Dawson.  Mr.  Brown,  this  is  our  colleague,  Mr.  Eogers, 
who  has  introduced  a  new  bill  since  our  last  meeting,  and  he  has  been 
testifying  as  to  the  merits  of  his  bill.  He  has  been  questioned  by  the 
Congressmen  and  the  staff. 

Do  you  have  some  questions  ? 

Mr.  Brown.  I  have  nothing  at  this  time. 

Mr.  Jonas.  May  I  make  a  comment  before  we  leave  that  point,  Mr. 
Chairman  ? 

Chairman  Dawson.  Yes. 

Mr.  Jonas.  There  certainly  is  much  to  be  said  in  support  of  the 
comments  you  have  made  about  our  finding,  when  we  get  into  the 
middle  of  such  programs,  that  they  are  costing  much  more  than  the 
original  estimate.  I  served  on  a  committee  last  year  in  which  we  were 
considering  some  of  the  power  problems  in  the  Southwest,  and  it  came 
out  in  those  hearings  that  some  of  the  dams  that  had  been  constructed 
turned  out  to  cost  over  55  percent  more  than  the  original  estimates. 
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I  don’t  know  why  that  should  have  been  so,  or  why  we  did  not  have 
better  control  over  ultimate  costs  when  the  projects  were  authorized, 
but  it  was  really  fantastic  to  read  some  of  the  figures  of  the.  increased 
costs  over  original  estimates  in  the  construction  of  the  projects. 

Mr.  Brown.  Will  the  gentleman  yield  ? 

Mr.  Jonas.  Yes.  .  ~ 

Mr.  Brown.  That  is  not  an  unusual  situation.  The  Hoover  Com¬ 
mission  made  a  study  of  that  situation,  and  they  found  it  was  in¬ 


variably  the  rule. 

I  think  it  is  probably  because  of  the  fact  that  underestimates  were 
submitted  in  order  to  get  Congress  to  approve.  Then,  once  Congress 
is  sucked  in,  and  it  is  started,  it  has  to  be  finished. 

There  should  be  some  method  found,  Mr.  Chairman,  in  my  opinion, 
to  more  definitely  fix  costs  on  some  of  these  projects. 

Mr.  Lipscomb.  Mr.  Chairman,  may  I  add  something  there  ? 

The  Corps  of  Engineers  in  its  civil-works  functions  at  the  present 
time  is  already  starting  on  this  accrual  base  accounting,  and  the 
double-entry  bookkeeping  system,  I  believe. 

Chairman  Dawson.  Mr.  Rogers,  I  want  to  compliment  you  on  your 
statement  and  the  manner  in  which  you  presented  your  bill  to  us. 

I  want  to  invite  you,  if  you  have  the  time,  to  stay  with  us  and  ask 
questions.  We  are'  going  to  have  the  Assistant  Secretary  of  Defense, 
the  Assistant  Director  of  the  Budget,  and  the  Assistant  to  the  Comp¬ 
troller  General  testify  on  your  bill,  and  we  invite  you,  if  you  can,  to 
stay  with  us  and  question  as  you  think  the  testimony  would  indicate. 

Mr.  Rogers.  Thank  you,  Mr.  Chairman-.  I  would  appreciate  that 
privilege. 

Chairman  Dawson.  The  next  witness  will  be  the  Honorable  W.  J. 
McNeil,  Assistant  Secretary  of  Defense. 


STATEMENT  OF  W.  J.  McNEIL,  ASSISTANT  SECRETARY  OF  DEFENSE 
(CONTROLLER);  ACCOMPANIED  BY  MAURICE  H.  LANMAN,  JR., 
ASSISTANT  GENERAL  COUNSEL  (FISCAL  MATTERS) ;  HOWARD  W. 
BORDNER,  DEPUTY  CONTROLLER  FOR  ACCOUNTING  POLICY ;  AND 
DR.  LLOYD  MOREY,  FORMER  PRESIDENT  OF  THE  UNIVERSITY 
OF  ILLINOIS,  CONSULTANT  ON  ACCOUNTING  POLICY  TO  THE 
DEPARTMENT  OF  DEFENSE 


Mr.  McNeil.  Mr.  Chairman,  we  appreciate  this  opportunity  to 
appear  before  your  committee  to  present  the  views  of  the  Department 
of  Defense  on  these  two  important  bills,  both  of  which  are  based  upon 
recommendations  of  the  Hoover  Commission  and  have  as  objectives 
the  improvement  of  financial  management  in  the  Federal  Government, 
including  congressional  control  of  expenditures. 

We  are  glad  that  your  committee  is  making  a  careful  study  of 
these  bills. 

I  might  add  I  think  you  are  dealing  with  a  rather  involved  subject 
and  one  that  is  worthy  of  very  careful  study. 

Our  views,  which  follow,  are  briefly  summarized  from  our  comments 
to  the  Bureau  of  the  Budget  on  the  recommendations  in  the  Hoover 
Commission  Report  on  Budget  and  Accounting.  Copies  of  the  com¬ 
prehensive  views  of  the  Department  of  Defense  on  all  the  Hoover 
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Commission  recommendations  on  this  subject  are  available,  and  you 
may  wish  in  the  interest  of  time  to  place  them  in  the  record. 

In  general,  most  of  the  following  proposed  provisions  of  H.  R. 
9402  may  be  implemented  within  existing  legislation.  As  a  matter 
of  fact,  some  of  these  policies  and  principles  are  stated  already  for 
the  Department  of  Defense  in  title  IV  of  the  National  Security  Act, 
as  amended. 

The  two  bills  contain  certain  provisions  which  are  substantially 
alike.  I  believe  it  might  be  helpful  if  we  comment  on  both  bills  before 
the  committee. 

We  shall  first  discuss  Id.  R.  9402,  the  earlier  bill,  except  for  those 
provisions  which  are  common  to  H.  R.  11526.  In  order  to  eliminate 
duplication,  we  shall  cover  later  only  once  the  provisions  which  are 
common  to  both. 

Our  comments  follow,  item  by  item,  for  the  special  provisions  of 
H.  R.  9402  which  are  not  contained  in  H.  R.  11526: 

(1)  Establishment  of  certain  central  reporting  responsibilities  in 
the  Bureau  of  the  Budget  (sec.  1  (a) ) . 

(2)  Requirement  for  periodic  performance  reports  of  each  depart¬ 
ment  and  agency,  as  well  as  for  the  Government  as  a  whole  (proposed 
new  sec.  216  (b)  of  the  Budget  and  Accounting  Act  contained  in 
sec.  1  (b)  of  the  proposed  bill). 

The  two  foregoing  provisions  would  implement  recommendations 
2  and  22  in  the  Hoover  Commission  Report  on  Budget  and  Accounting. 

We  would  be  glad  to  cooperate  in  implementing  the  major  report¬ 
ing  requirements  of  the  bill,  whether  or  not  required  by  law.  It  is 
suggested  that  if  this  provision  of  the  proposed  section  216  (b)  of 
the  Budget  and  Accounting  Act  is  adopted  that  it  not  include  detailed 
specifications  of  frequency  or  timing  of  reports.  For  example,  per¬ 
formance  reports  are  being  submitted  monthly,  quarterly,  or  annually 
in  the  Department  of  Defense,  according  to  program,  as  may  be 
appropriate. 

(3)  Require  assignment  of  personnel  by  the  Bureau  of  the  Budget 
to  serve  in  each  principal  department  and  agency  to  independently 
review  the  preparation  and  administration  of  their  budgets  (sec.  lc 
of  the  bill).  Re  recommendation  1  of  the  Hoover  Commission. 

Personnel  of  the  Bureau  of  the  Budget  have  long  been  assigned  to 
work  regularly  with  the  Department  of  Defense.  The  results,  on 
the  whole,  have  been  constructive  and  beneficial  to  all  concerned.  We 
believe  in  continuance  of  this  practice,  with  maintenance  of  the  inde¬ 
pendent  status  of  the  Bureau’s  representatives.  We  do  not  believe, 
however,  that  this  practice  should  be  required  by  legislation.  If  it 
were  to  be  required  by  law,  the  Bureau  should  not  be  restricted  as  to 
number  or  qualifications  of  the  personnel  to  be  assigned. 

Chairman  Dawson.  Why  should  we  not  require  it  by  law  instead 
of  leaving  it  to  the  will  of  the  administrator,  when  the  facts  show 
that  it  has  not  been  done  in  the  past  l  The  Hoover  Commission  report 
so  states,  and  these  bills  have  pointed  that  out  and  are  aimed  at 
curing  it. 

Mr.  McNeil.  It  has  happened,  Mr.  Chairman,  in  the  Department 
of  Defense  since  1950,  and  even  before  that,  although  it  has  been  a 
well  worked  out  and  well  planned,  consistent  program,  since  1950. 
So,  it  actually  is  happening  right  now,  and  has  been  for  years. 
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Chairman  Dawson.  The  Hoover  Commission  findings  on  which  they 
base  their  recommendations  were  wrong  ? 

The  findings  of  the  task  force  were  that  these  things  did  not  exist, 
and  that  legislation  or  means  ought  to  be  taken  to  put  them  into 
operation. 

Mr.  Brown  of  the  Hoover  Commission  is  here,  and  that  is  why  I 
raise  the  question. 

Mr.  NcNeil.  Regardless  of  that,  sir,  1  think  you  would  find  that  it 
has  been  a  ivell  planned,  consistent  program,  carried  out  since  1950 
without  a  break. 

Mr.  Brown.  Even  if  the  Department  of  Defense  is  doing  this,  what 
would  be  the  harm  of  saying:  “Inasmuch  as  it's  good  for  the  Depart¬ 
ment  of  Defense,  it’s  good  for  other  agencies  of  the  Government”? 

1  realize  you  have  a  greater  problem  in  the  Department  of  Defense. 
That  is  where  the  big  money  goes. 

Mr.  McNeil.  We  found  it  very  helpful.  I  do  think  it  is  important 
that  they  retain  their  independent  status. 

I  personally  believe  it  would  be  better  if  the  President  and  the 
Director  of  the  Bureau  of  the  Budget  were  free  to  assign  them  or 
send  them,  or  to  do  whatever  the}f  please,  as  an  independent  auditor 
approach,  rather  than  to  require  assignment  of  personnel  regularly. 
I  believe  there  is  some  advantage  to  it. 

Mr.  Brown.  What  we  are  trying  to  do  in  this  legislation,  as  I 
understand  it,  is  to  fix  the  policy,  more  than  to  bind  down  just  how 
many  and  who  should  be  there.  We  leave  it  up  to  the  administrative 
branch  of  the  Government  to  decide,  and  the  Chief  Executive  and 
others  under  him,  to  see  how  many  are  needed. 

We  fix  a  policy  that  ought  to  apply  right  across  to  everybody. 

Mr.  McNeil.  As  I  read  the  bill,  sir,  I  thought  the  requirements  were 
a  bit  specific  as  to  numbers. 

Mr.  Brown.  Well,  this  is  a  legislative  bill  that  is  just  simply  now 
being  considered  in  this  committee.  We  might  not  have  all  the  pro¬ 
visions  when  we  finish  that  were  contained  when  it  was  introduced. 

Mr.  McNeil.  It  was  in  that  spirit  that  I  was  offering  my  comments. 

Mr.  Brown.  I  would  agree  if  it  works  well  in  the  Department  of 
Defense  that  it  ought  to  work  in  other  departments,  also.  The  situ¬ 
ations  or  conditions  might  be  a  little  different. 

Mr.  McNeil.  I  have  felt  that  it  is  very  important  that  they  main¬ 
tain  an  independent  position. 

This  may  sound  strange  for  a  bureaucrat  to  say,  but  I  have  felt  that 
it  is  helpful  that  they  do  that. 

Mr.  Brown.  May  I  say  to  you,  Mr.  McNeil,  many  Representatives 
of  the  people  feel  sometimes  that  a  great  many  agencies  of  the  Govern¬ 
ment  are  just  too  independent,  that  perhaps  we  ought  to  require  some 
things  to  be  done  by  law,  as  well  as  just  by  whim  or  fancy,  because 
men  change.  Daws  should  remain  constant,  and  the  rules  of  conduct 
for  those  in  charge  of  our  Government  business  ought  to  be  fixed  by 
the  policymaking  body  under  the  Constitution,  the  Congress  of  the 
United  States. 

Do  you  agree  with  that  statement  ? 

Mr.  McNeil.  Well,  yes,  but  when  I  said  “independent,"  I  meant 
that  I  think  the  role  of  the  auditors,  just  as  a  general  principle,  should 
be  independent  of  the  operator.  That  is  all  I  had  reference  to  in 
using  the  word  “independent.” 
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1  urning  to  this  bill,  for  example,  the  language  is : 

Not  more  tbau  two  persons  for  each  principal  subdivision  or  department  or 
establishment. 

Well,  I  think  about  1  <  in  the  staff  of  the  Bureau  of  the  Budget  de¬ 
vote  free  time  to  matters  affecting  the  Department  of  Defense. 

Mr.  Brown.  I  agree  that  you  have  a  different  problem  in  the  De¬ 
partment  of  Defense  than  you  have  in  any  other  agency  or  depart¬ 
ment.  of  the  Government,  because  it  is  a  much  larger  problem,  but 
the  principle  is  the  thing  that  I  am  trying  to  get  at,  to  find  out  whether 
you  agree  with  the  principle. 

Mr.  McNeil.  Well,  as  I  mentioned  to  the  chairman  a  moment  ago, 
we  have  been  doing'it  regularly,  consistently,  week  in  and  week  out, 
and  I  think  it  has  been  helpful  to  them.  They  have  made  suggestions 
that  we  have  been  able  to  follow. 

Mr.  Brown.  Has  it  been  a  good  and  helpful  thing  for  those  for¬ 
gotten  people  called  the  taxpayers  ? 

Mr.  McNeil.  That  is  the  viewpoint  that  I  am  trying  to  take  in  an 
approach  to  this  problem,  sir. 

Mr.  Brown.  Have  you  found  that  it  has  resulted  in  some  economy 
and  greater  efficiency  ? 

Mr.  McNeil.  Yes;  because  of  their  semi-independent  view. 

And,  we  have  endeavored  to  work  as  closely  together  as  we  could 
and  yet  not  compromise  their  position,  if  you  understand  what  I 
mean.  We  have  telephones  ringing  constantly  and  many  things  to 
do  hour  by  hour,  and  they  have  a  little  more  of  a  detached  position, 
and,  frequently,  they  have  suggested  things  that,  frankly,  as  close  as 
we  are,  we  haven’t  seen. 

I  would  like  to  think  that  when  they  made  those  suggestions  and  we 
could  possibly  do  something  about  it,  we  strive  to  do  it,  and  I  think 
that  is  true  in  the  Army,  Navy,  and  Air  Force. 

Mr.  Brown.  May  I  say  to  you,  sir,  and  to  the  committee,  that  I  have 
had  the  opportunity  in  the  past  2  or  3  years  to  know  quite  a  good 
deal  of  the  work  you  are  doing,  and  that  you  hold  one  of  the  most 
important  positions  and  posts  in  the  entire  Federal  Government,  not 
only  in  the  Department  of  Defense,  but  in  the  entire  Federal  Govern¬ 
ment,  because  you  have  your  fingers  on  the  pulse  for  spending  great 
sums  of  money,  and  I  am  happy  that  you  feel  this  sort  of  approach 
is  worthwhile. 

Mr.  McNeil.  May  I  say  something,  Mr.  Brown.  This  may  sound 
like  a  strange  remark. 

I  believe  that — and  I  know  there  are  more  and  more  people  in  the 
Department  of  Defense,  military  and  civilian  alike,  that  believe  that — 
if  the  Department  of  Defense  can  do  a  good  job  for  Uncle  Sam  and 
through  that  means  develop  and  maintain  the  confidence  in  the  coun- 
try — that  we  are  doing  a  decent  job — we  have  a  chance  to  preserve  for 
some  time  the  necessary  strength  during  this  period  of  tension  we 
are  in. 

So,  in  a  sense,  we  have,  because  I  like  to  think  we  are  good  citizens, 
and,  second,  I  believe  there  is  a  little  bit  of  a  selfish  feeling  that  if 
we  can  do  a  good  job,  the  whole  country  will  benefit,  and  so  will  we. 

Mr.  Brown.  I  am  glad  to  know  that  attitude,  but  I  want  to  reiterate, 
if  1  may,  that  the  Constitution  of  the  United  States  places  the  prime 
responsibility  on  the  Congress,  not  upon  the  President  or  upon  the  Sec¬ 
retary  of  Defense,  to  maintain  our  national  defense  and  finances. 
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So,  we  cannot  escape  that  constitutional  responsibility,  and,  some¬ 
times  when  we  make  a  few  inquiries  and  perhaps  seem  a  little  critical, 
I  am  sure  you  understand  that  we  are  trying  to  meet  our  responsibili¬ 
ties  as  well  as  you  gentlemen  are  trying  to  meet  yours. 

Mr.  McNeil.  I  do;  and  you  people  in  the  Congress  have  a  grave 
responsibility  in  this  whole  thing. 

Chairman  Dawson.  Would  you  just  state  for  the  benefit  of  the  rec¬ 
ord,  your  background  and  service?  You  did  not  do  that  in  the  begin¬ 
ning,  and  I  am  sure  that  we  would  all  want  to  hear  it. 

Mr.  McNeil.  Prior  to  World  War  II,  after  getting  out  of  the  Navy 
in  World  War  I,  I  was  in  banking,  in  the  automobile,  and  the  news¬ 
paper  business. 

Then,  from  the  beginning  of  World  War  II,  I  was  in  the  Navy  and 
in  1945  I  was  released  from  active  duty  and  stayed  on  with  Mr. 
Forrestal,  who  was  Secretary  of  the  Navy,  and  when  he  became  Secre¬ 
tary  of  Defense  I  went  over  with  him  at  that  time  in  the  money 
side  of  the  business,  and  have  been  in  the  same  general  work  for  Secre¬ 
tary  Johnson,  Secretary  Marshall,  Secretary  Lovett,  and  Secretary 
Wilson. 

Chairman  Dawson.  I  certainly  want  to  compliment  you  on  your 
years  of  service. 

Mr.  McNeil.  Thank  you,  sir. 

Mr.  Jonas.  Mr.  Chairman,  before  you  leave  that  point. 

Mr.  McNeil,  would  it  meet  your  objection  to  this  section,  to  cut  it 
off  in  the  middle  of  line  18,  ending  with  the  word  “responsibility”? 

Mr.  McNeil.  I  think  that  would  be  a  vast  improvement,  sir.  It 
would  certainly  indicate  a  policy - 

Mr.  Jonas.  I  can  see  why  Congress  might  well  wish  to  have  Budget 
Bureau  representatives  assigned  officially  to  the  departments  to  fur¬ 
ther  carry  out  their  responsibilities,  but  I  can  also  see  some  virtue  in 
your  suggestion  that  Congress  ought  not  to  spell  out  the  number  and 
the  titles  of  the  individuals  that  have  been  so  assigned. 

I  just  wondered  if  your  principal  objection  did  not  relate  to  the 
details  of  the  requirement  rather  than  to  the  broad  principle  involved. 

Mr.  McNeil.  Well,  I  believe  the  representatives  of  the  Bureau  of 
the  Budget  should,  I  think,  speak  to  this  point,  but  I  believe  that  in 
the  Bureau  of  the  Budget  they  do  have  examiners,  in  effect,  assigned 
to  different  agencies. 

Now,  in  many  instances  I  believe  they  remain  in  the  Bureau  of  the 
Budget,  but  through  hearings,  field  trips,  and  so  forth,  take  care  of 
their  examination  of  estimates. 

Of  course,  the  Department  of  Defense  is  a  bit  more  involved  and 
complex.  Starting  about  1950,  the  old  practice — while  they  always 
had  a  group  assigned  to  our  agency  in  the  Bureau — -was  changed 
because  they  felt,  and  we  felt,  we  could  get  more  suggestions  and  im¬ 
provements  could  be  made  if  they  were,  you  might  say.  living  in  the 
building,  not  necessarily  having  desks  there  but  coming  over  day 
after  day  and  going  almost  anywhere  they  chose,  because  we  would 
like  to  operate  on  an  “open  safe”  policy  as  far  as  the  Bureau  is  con¬ 
cerned.  We  felt  that  they  could  have  a  more  intimate  knowledge  of 
our  problems  as  well  as  our  mistakes  and  weaknesses. 

Mr.  Jonas.  One  advantage  would  be  in  having  some  continuity  of 
ideas,  would  it  not? 
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Mr.  McNeil.  There  lias  been  continuity.  I  think  Mr.  Schaub,  who 
is  head  of  the  Military  Estimates  Branch,  has  been  in  the  same  field 
for  11  or  12  years.  For  about  4  or  5  years  lie  handled  the  Navy  branch, 
and  then,  when  the  Department  of  Defense  came  into  being,  he  was  in 
charge  of  that  division. 

Mr.  Jonas.  1  here  is  a  danger  of  one  individual  being  continuously 
assigned  to  a  department.  He  nun'  become  infected  with  some  of  the 
prejudices  or  some  of  the  policies  or  points  of  view  of  the  department, 
instead  of  having  that  objective  approach  as  an  independent  person 
ought  to  have. 

Mr.  McN  eil.  I  think  there  could  be  on  one  person,  but  when  they 
have  17,  no;  and  that  is,  I  believe,  about  the  size  of  the  staff. 

Mr.  Brown.  May  I  intervene  long  enough  to  ask  whether  in  your 
opinion  the  budgets  submitted  after  these  examinations,  and  so  forth, 
for  the  Defense  Department  and  its  various  military  branches,  have 
always  been  realistic  and  worked  out  any  way  close  to  their  actual 
needs? 

Mr.  McNeil.  I  think,  Mr.  Brown,  they  have  been  getting  much  bet¬ 
ter  in  the  last  several  years. 

May  I  give  you,  in  terms  of  dollars,  a  measure  of  what  has  been 
done  in  the  Department  of  Defense,  with  the  assistance  and  subject  to 
later  review,  to  the  extent  they  choose,  of  the  Bureau  of  the  Budget? 

In  1951  the  original  estimates  submitted  to  the  Secretary  of  De¬ 
fense  by  the  Army,  Navy,  and  Air  totaled  about  $104  billion  for  that 
year.  This  was  worked  out  in  the  Department  to  $60  billion, 

Mr.  Brown.  Reduced  from  $104  billion  to  $60  billion? 

Mr.  McNeil.  Yes,  sir. 

In  that  year  the  Congress  provided  $60  billion  after  about  12  weeks 
of  hearings  on  the  subject. 

In  the  following  year  the  original  submissions  were  $83  billion,  and 
the  amount  provided  that  year  was  between  $47  billion  and  $48  billion, 
and  there  was  an  adjustment  by  Congress  of  something  less  than  one- 
half  billion  after  again  about  12  weeks  of  hearings  in  the  House. 

I  would  like  to  say  this  as  an  aside.  The  House  Committee  on  the 
Military  does,  I  think,  a  more  thorough  job  than  many  people  think 
they  do.  The  hearings  begin  usually  in  late  January  or  early  Febru¬ 
ary  and  continue  through  April,  from  morning  until  late  afternoon. 

Mr.  Brown.  Is  that  on  the  authorization  bills  or  on  the  appropria¬ 
tions? 

Mr.  McNeil.  I  am  speaking  of  the  appropriations.  They  work 
straight  through  during  that  whole  period,  5  days  a  week,  occasionally 
on  Saturday,  from  Monday  until  Friday  from  morning  until  evening, 
not  just  a  half -day  session. 

And  then,  I  think  we  are  fortunate,  and  perhaps  the  Congress  is  for¬ 
tunate,  in  that  many  of  the  members  of  that  committee  have  been  on 
assignment  from  15  to  20  years.  So,  they  are  not  unfamiliar  with  what 
has  happened  and  what  is  going  on. 

As  I  say,  I  think  it  is  helpful  to  us,  I  think  it  is  helpful  to  the  coun¬ 
try  that  they  do  have  that  much  background  and  experience. 

Mr.  Brown.  Of  course,  we  all  appreciate  the  fact  that  both  war  and 
defense  are  very  wasteful  and  extravagant  things,  but  in  sptie  of  all 
the  pruning  which  you  mentioned  has  been  done,  certain  subcommit¬ 
tees  of  the  Armed  Services  Committee  have  turned  up  some  horrible 
examples  of  waste  and  extravagance  in  the  military  services. 
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Mr.  McNeil.  That  is  correct. 

Mr.  Brown.  And  in  connection  with  your  budgeting  and  account¬ 
ing,  do  you  ever  find  any  of  that  yourselves,  or  eliminate  that  waste 
and  extravagance  ? 

Mr.  McNeil.  Yes,  sir. 

I  thought  Mr.  Wilson  put  it  rather  well  in  a  committee  hearing 
recently  when  he  said : 

As  far  as  we  are  concerned,  Ivory  soap  isn’t  good  enough.  We  can  do  well  99 
percent  of  the  job,  but  1  percent  not  satisfactory  makes  us  look  pretty  terrible. 

We  are  not  perfect.  I  would  be  the  last  one - 

Mr.  Brown.  Let  me  change  that. 

There  is  every  evidence,  as  a  result  of  a  study  of  the  Hoover  Com¬ 
mission,  that  perhaps  your  greatest  problem  in  the  Defense  Depart¬ 
ment  is  procurement. 

Now,  as  a  sort  of  fiscal  officer  of  the  Defense  Department,  watching 
expenditures  and  the  budgeting  and  all  that,  are  you  giving  any  real 
studies  to  this  procurement  problem  ? 

Mr.  McNeil.  Yes,  sir. 

Mr.  Brown.  These  are  terrible  examples  of  mismanagement  or  bad 
judgment,  as  you  know.  The  subcommittees  have  found  many  of  them. 

Mr.  McNeil.  I  think  Mr.  Wilson  remarked  about  that  the  other  day 
in  connection  with  one  aircraft  that  did  not  work  out.  For  5  years 
after  World  War  II  very  few  new  aircraft  could  be  purchased.  At 
the  beginning  of  the  Korean  war  no  one  knew  whether  that  would  be 
a  limited  engagement  or  expanded.  There  was  a  rush  to  go  into  it, 
and,  frankly,  in  one  case  they  bought  an  engine  from  a  very  reputable 
company,  which  didn’t  pan  out. 

That  was  an  error  of  judgment,  yes. 

Mr.  Brown.  Is  it  just  a  question  of  not  panning  out?  If  I  can 
recall  correctly,  it  was  the  Hardy  subcommittee  of  this  committee,  Mr. 
Chairman,  which  turned  up  the  fact  that  some  military  officer  up  at 
the  Detroit  Arsenal,  I  believe,  had  ordered  enough  supplies  and  repair 
parts  to  run  all  the  jeeps  owned  by  the  Defense  Department  for  104 
years,  at  the  highest  rate  of  use,  during  World  War  II. 

Mr.  McNeil.  I  think  that  was  World  War  II. 

Mr.  Brown.  It  was  after  World  War  II. 

Now,  it  seems  to  a  country  newspaper  editor  and  just  a  garden 
variety  Member  of  Congress,  that  even  an  Army  officer  ought  to  be 
able  to  figure  out  that  they  might  possibly  change  the  model  within  104 
years. 

If  I  recall  correctly,  the  only  thing  that  happened  was  that  the  man 
was  transferred  to  Casablanca  or  some  better  climate,  and  I  am  just 
wondering  what  you  do  when  you  find  these  cases. 

I  remember  another  instance  during  the  war  when  toilet  tissue  was 
so  scarce,  and  we  found,  counting  all  the  Indians  and  Eskimos,  that 
they  had  a  38-year  supply  stored  up  in  Alaska — things  of  that  sort. 

Does  your  Department  try  to  stop  that  ?  I  know  you  can’t  stop  it 
all,  I  don’t  hold  you  responsible,  but  we  get  these  stories  and  reports 
that  are  so  bad.  Then,  when  you  write  a  letter  to  the  Department 
it  takes  at  least  a  month  to  get  an  answer.  I  am  provoked  this  morn¬ 
ing  because  it  took  a  month  to  get  an  answer  back  to  an  ordinary  letter 
o  f  i  nquiry  that  I  sent. 

It  seems  to  me  that  there  has  to  be  a  little  closer  relationship  here, 
somehow  or  other. 
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Mr.  McNeil.  I  was  going  to  touch  on  it  a  little  later,  but  I  will  at 
the  moment. 

I  think  you  made  a  very  good  statement  when  you  said  you  probably 
■can’t  get  everything,  but  can  you  get  the  bulk  of  it  done.  The  War 
Department  never  in  history  had  monetary  accounting  for  property 
until  we  began  the  program  in  1952.  It  started  in  1949,  but  it  really 
got  under  way  in  1952. 

That  is  on  its  consumption  type  material,  that  is,  spare  parts,  gaso¬ 
line,  lumber,  paint,  and  things  of  that  type.  The  Army  put  its  depot 
stock  material  under  what  we  call  a  stock  fund;  you  might  describe  it 
as  a  Sears  Roebuck  type  of  corporation,  so  that  nothing  can  be  taken 
off  the  shelf  unless  it  becomes  a  charge  to  today’s  operation  and  a  cur¬ 
rent  appropriation. 

Also,  that  type  of  mechanism  carried  on  under  a  law  passed  by 
Congress  that  I  mentioned  a  moment  ago,  in  1949,  lays  the  ground¬ 
work  for  what  I  would  call  good  merchandising  practices. 

As  a  result  of  operating  in  this  manner  on  consumption  type  inven¬ 
tories  in  the  Army  in  the  last  3  years,  they  have  generated,  because 
of  not  buying  for  replacement,  $2,500  million.  In  3  years  the  Army 
has  offered  for  rescission  or  for  application  by  legislative  action, 
$2,500  million,  representing  a  lessening  of  value  of  inventory  of  con¬ 
sumption  items. 

Mr.  Brown.  What  is  your  present  military  inventory  in  the  Defense 
Department  ? 

Mr.  McNeil.  You  mean,  counting  ships  and  airplanes,  bases,  and 
everything? 

Mr.  Brown.  Yes. 

Mr.  McNeil.  It  runs  about  $150  billion. 

Mr.  Brown.  That  is  about  as  big  as  the  total  inventory  of  all  private 
enterprise,  isn’t  it  ? 

Mr.  McNeil.  Yes.  Well,  it  is  twice  as  big  as  the  largest  hundred 
■corporations. 

Mr.  Brown.  And  I  recall  that  some  of  our  Commission  studies  show 
we  still  own  and  pay  storage  on  horse-drawn  ambulances  from  back 
in  the  Spanish-American  War  days. 

Mr.  McNeil.  I  believe  after  World  War  II,  there  were  some  dating 
from  the  Civil  War,  but  I  bel  ieve  they  are  gone. 

Mr.  Brown.  And  harnesses,  with  no  horses.  You  had  plenty  of 
harnesses,  but  no  horses  to  put  the  harnesses  on,  and  horseshoes,  as  I 
remember. 

Now,  what  has  been  done  to  clean  that  situation  up? 

Mr.  McNeil.  For  the  last  5  years  property  of  that  kind  having  an 
original  cost  of  about  $1,500  million  a  year,  has  been  scrapped,  sold, 
disposed  of,  and  it  is  coming  along  pretty  well. 

Mr.  Brown.  In  other  words,  you  are  saving  some  storage  and  guard 
costs  now? 

Mr.  McNeil.  Yes;  and  the  best  evidence  of  that,  sir,  is  that  in  the 
last  4  years,  with  a  substantial  increase  in  storage  requirements,  be¬ 
cause  of  all  the  new  materials,  new  weapons  that  we  have  been  getting, 
we  have  built  very,  very  little  new  storage. 

And,  that  is  just  an  evidence  that  we  are  trying  to  clean  out  obsolete 
material  to  take  care  of  it. 

Mr.  Brown.  I  want  you  to  understand  I  knew  Jimmy  Forrestal 
very  well.  He  was  one  of  my  close  personal  friends.  And,  of  course, 
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I  know  ex-Secretary  Johnson,  and  Secretary  Wilson.  I  have  the 
highest  regard  for  them,  but  sometimes  I  wonder  if  any  man  lias  the 
ability  to  really  run  the  Defense  Department,  and  whether  it  can 
actually  be  done  or  not. 

Mr.  McNeil.  It  is  a  tremendous  task.  I  am  optimistic  enough  to 
think  that  it  can  be  done,  and  that  it  is  improving. 

Chairman  Dawson.  Do  you  think  this  bill  would  help  it  along?  I 
want  to  get  back  to  the  bill. 

Mr.  Brown.  These  questions,  Mr.  Chairman,  all  have  a  connection 
with  this  legislation  and  whether  Congress  should  take  further  steps 
to  try  to  see  that  these  things  we  know  have  been  wrong  in  the  past 
don't  happen  in  the  future.  That  is  our  responsibility  to  our  own 
people,  and  that  is  the  reason  why  I  pursued  this  line  of  questioning, 
because  I  think  the  gentleman  agrees  something  is  necessary. 

Chairman  Dawson.  1  think  we  all  agree  on  that. 

Mr.  Jonas.  Mr.  Chairman,  before  you  go  back  to  that,  would  you 
permit  one  other  question  along  that  same  line  ? 

Chairman  Dawson.  Yes. 

Mr.  Jonas.  Would  you  make  a  capsule  comment  on  how  advanta¬ 
geous  you  think  this  single-manager  system  is  going  to  be  ? 

Mr.  McNeil.  The  single-manager  system  ? 

Mr.  Jonas.  Single-manager  system  on  procurement. 

Have  you  been  in  there  long  enough  to  appraise  it  ? 

Mr.  McNeil.  No,  we  haven’t,  but  I,  personally,  think  that  the 
claimed  advantages  will  not  prove  out  to  be  as  profitable  as  some  of 
the  advocates  have  said.  I  think  there  may  be  some  operating  ad¬ 
vantages  in  certain  types  of  commodities.  F ood,  it’s  possible  that  there 
will  be.  On  clothing,  I  think  there  is  less  chance  because  of  the  dif¬ 
ferent  clothing  requiring  different  uniforms.  I  don’t  see  much  saving. 

On  petroleum,  that  was  pretty  well  along  before,  although  not  dig¬ 
nified  by  the  title  before  that.  It  was  all  being  done,  all  being  bought 
by  a  single  agency. 

So,  I  think  we  may  get  some  operating  economies,  but  nothing,  in 
my  judgment,  to  equal  that  claimed  by  some  of  the  advocates. 

Chairman  Dawson.  That  was  a  hearing  with  all  the  beautiful  charts 
illustrating  the  great  savings  that  would  result. 

Mr.  McNeil.  The  savings  come  about  by  just  an  awful  lot  of  hard 
work  and  getting  your  inventories  in  line  with  consumption,  whether 
it  is  for  the  Army,  Navy,  or  Air,  or  the  total.  I  don’t  think  it  makes 
too  much  difference.  You  have  to  do  the  hard  work. 

Even  within  each  service,  as  Mr.  Brown  mentioned  a  minute  ago, 
it  is  a  very  large  operation ;  and  even  just  taking  a  service  alone,  you 
almost  have  to  break  it  down  into  certain  identifiable  pieces  to  be  able 
to  grasp  it  and  manage  it,  and  it  takes  just  a  lot  of  hard  work  in  keep¬ 
ing  inventories  in  line  with  consumption  and  keeping  them  up  to  date 
and  modern  and  not  overbuying,  overstocking. 

And  that  has  to  be  done,  whether  it  is  under  a  single  manager  or 
under  the  three  separate  ones.  And  that  is  where  the  real  profit  is. 

Mr.  Fascell.  You  see  no  difference  on  the  market  price  of  any  of 
the  products  ? 

Mr.  McNeil.  I  don’t  see  where  you  would  get  much  difference  in 
the  market  price,  because  in  each  case  the  requirement  is  so  large  for 
each  of  the  three  that  you  are  getting  the  lowest  price. 
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There  may  be  some  instances  where  you  do.  In  other  cases  you  may 
find - 

Mr.  Fascell.  Government  buying  sets  the  market  price. 

Mr.  McNeil.  Well,  I  meant  that  including  the  Army,  Navy,  and  Air 
requirements  into  one  lump  sum,  and  going  out  and  trying  to  buy 
those.  It  doesn’t  necessarily  give  us  a  cheaper  price  than  if  the  Army 
requirements  were  purchased  and  separately  the  sum  total  for  the 
Navy  and  the  sum  total  for  the  Air  Force. 

Mr.  Brown.  It  would  eliminate  the  situation  which  the  Hebert 
committee  showed  up,  of  different  branches  of  the  military  services 
paying  far  different  prices  for  the  very  same  object  from  the  same 
manufacturer;  wouldn’t  it? 

Mr.  McNeil.  It  could  do  that,  sir,  except  if  you  probably  check  the 
orders  over  a  period  of  time,  the  prices  will  be  different,  and  you  have 
to  average  them  out.  In  fact,  that  is  one  of  the  faults  1  have  with 
the  idea. 

There  was  a  time  if  the  Army  paid  $14  for  a  blanket  and  the  Marine 
Corps  $13.50,  we  could  do  a  little  pressuring  for  the  Army  to  get. 
$13.50.  We  lose  a  little  of  that. 

Mr.  Brown.  But  when  one  branch  of  the  service  pays  57  cents,  as 
I  recall  the  figure,  for  a  square  and  another  branch  of  the  service  buys 
the  same  square  from  the  same  manufacturer  and  pays  $2.25  for  it, 
there  is  something  wrong. 

Mr.  McNeil.  I  agree  with  you,  sir. 

Now,  going  to  point  4  of  the  first  bill. 

(4)  Establishment  of  a  comptroller  in  each  department  and  agency, 
responsible  directly  to  the  head  of  the  department  or  agency,  together 
with  specification  of  functions  to  be  discharged  by  comptrollers  (sec. 
2c).  Recommendation  11  of  the  Hoover  Commission. 

Title  IV  of  the  National  Security  Act,  as  amended,  already  provides 
for  appointment  of  comptrollers  in  the  Department  of  Defense  and 
each  military  department  and  prescribes  comptroller  functions  on  a 
broader  basis  than  proposed  in  this  bill.  In  addition  it  has  been 
established  that  Department  of  Defense  and  each  military  department 
shall  have  an  Assistant  Secretary  responsible  only  for  financial  man¬ 
agement. 

I  think  that  touches  on  something  Mr.  Lipscomb  brought  up  which 
is  the  importance  of  financial  management  and  this  is  our  idea  of 
the  importance  of  this  function.  In  our  department  it  is  under  an 
Assistant  Secretary  who  has  responsibility  for  this  function  in  each 
military  department  as  well  as  the  Department  of  Defense  as  a  whole. 

Mr.  Lipscomb.  It  is  just  the  Department  of  Defense  that  comes 
under  the  National  Security  Act;  isn’t  it? 

Mr.  McNeil.  Yes. 

Mr.  Lipscomb.  This  particular  section  of  the  bill  would  be  applicable 
with  respect  to  all  agencies  of  the  Government. 

Mr.  McNeil.  Yes. 

Mr.  Lipscomb.  Therefore,  if  you  found  it  to  work  satisfactorily 
under  the  National  Security  Act  you  would  also  then  say  that  it  would 
work  satisfactorily  for  all  agencies  of  the  Government  ? 

Mr.  McNeil.  Well,  I  think  there  should  be  such  a  function  in  all 
agencies  of  the  Government,  and  we  do  like  it.  But,  there  is  one  dif¬ 
ference,  Mr.  Lipscomb,  I  am  going  to  touch  on  next.  It  is  important 


132 


BUDGET  AND  ACCOUNTING 


that  the  proposed  legislation  not  supersede  title  IV  in  Department  of 
Defense  although  there  may  be  no  question. 

In  other  words,  I  don’t  think  it  does,  and  we  would  like  to  preserve 
this  structure  as  we  think  it  is  important. 

In  one  department  the  Assistant  Secretary  is  also  Comptroller; 
in  two  cases  the  Comptroller — a  lieutenant  general  in  each  case — 
reports  concurrently  to  the  Assistant  Secretary  and  the  Chief  of  Staff. 
It  is  important  that  the  present  proposed  legislation  not  supersede 
title  IV  in  application  to  the  Department  of  Defense,  although  there 
may  be  some  question  as  to  whether  the  proposed  law,  if  passed,  would 
have  that  effect. 

The  Comptroller's  functions,  as  provided  by  the  bill  (in  the  lan¬ 
guage  of  the  statement  of  Department  of  Defense  views — 

greatly  underemphasize  his  budget  responsibilities.  While  his  accounting  re¬ 
sponsibilities  are  important,  as  emphasized  by  the  Commission,  his  budget  re- 
sponsbilities  are  even  greater. 

The  Commission’s  report  does  not  adequately  set  forth  the  concept  that  the 
Comptroller  or  the  Assistant  Secretary  for  Financial  Management,  should  pro¬ 
vide  an  independent  review  and  analysis  of  budgets,  as  well  as  reports  on  per¬ 
formance,  and  that  he  should  assist  the  Secretary  of  the  Department  as  coordi¬ 
nator  in  reconciling  and  balancing  with  each  other,  the  budget  claims  for  finan¬ 
cial  support  of  the  several  fields  of  operating  interest,  each  of  which  has  its  ad¬ 
vocate  at  top  level,  with  the  potential  resources,  including  spending  authority 
granted  by  the  Congress.  This  does  not  mean  that  the  comptroller  or  Assistant 
Secretary  for  Financial  Management  actually  controls  the  operations,  or  serves 
as  a  general  manager,  or  is  the  superior  of  his  teammates  who  have  responsi¬ 
bility  for  actual  operations  in  their  respective  fields. 

The  Department  of  Defense  has  been  active  in  the  development  of  this  con¬ 
cept  in  Federal  Government. 

Now,  what  I  have  just  read  is  our  feeling  that  is  expressed  in  our 
comments  on  the  Hoover  Commission  recommendations  on  this  sub¬ 
ject,  and  I  wanted  to  repeat  them  here.  In  other  words,  I  feel  that  the 
establishment  of  comptroller  is  proper,  but  I  think  the  duties  go  be¬ 
yond  accounting  and  has  to  cover  the  budget  which  gets  into  the  eval¬ 
uation  of  the  money  requirements  for  the  various  programs. 

Believing  it  is  inappropriate  for  the  Department  of  Defense  to 
comment  upon  the  need  of  providing  in  law  for  establishment  of 
comptroller  functions  in  other  agencies,  the  Department  of  Defense 
has  nevertheless  found  that  title  IV  of  the  National  Security  Act,  as 
amended,  with  its  broader  concept  of  financial  management,  has  been 
very  helpful  in  improving  financial  management  in  the  Department 
of  Defense. 

(5)  Establishment  of  Staff  Office  of  Accounting  in  the  Bureau 
of  the  Budget  under  the  supervision  of  an  Assistant  Director  of  the 
Bureau  for  Accounting  (sec.  2c  of  the  bill);  re  recommendation  10 
of  the  Hoover  Commission. 

(6)  Requirement  for  joint  studies  by  the  Bureau  of  the  Budget 
and  General  Accounting  Office  to  determine:  (a)  What  steps  can 
be  taken  to  eliminate  duplicate  accounting  between  the  Treasury 
Department  and  the  other  departments  and  agencies;  and  (b)  the 
adequacy  of  internal  auditing  in  the  departments  and  agencies  (sec. 
5)  ;  re  recommendations  20  and  25  of  the  Hoover  Commission. 

We  offer  no  special  comments  with  respect  to  the  provisions  which 
would  establish  a  staff  office  and  Assistant  Director  for  Accounting 
in  the  Bureau  of  the  Budget,  and  require  studies  of  the  Treasury 
Department  and  the  other  departments  and  agencies.  We  shall  be 


BUDGET  AND  ACCOUNTING  133 

glad  to  cooperate  in  implementation  of  these  objectives,  whether  or 
not  they  are  enacted  as  law. 

In  other  words,  we  feel  it  is  kind  of  inappropriate  for  us  to 
comment  on  that  phase  of  the  bill. 

Establishment  of  a  single  account  under  each  present  annual  ap¬ 
propriation,  eliminating  a  separate  account  for  obligations  of  each 
fiscal  year  (sec.  4) ;  re  recommendation  17  of  the  Hoover  Commission. 

Establishment  of  a  single  account  for  each  annual  appropriation 
would  simplify  integration  of  accounting  for  costs  and  obligations, 
which  is  one  of  the  most  important  features  of  this  bill,  as  well  as 
permit  the  agencies  to  settle  claims  against  appropriations  which 
presently  lapse. 

H.  R.  11526  includes  the  most  important  provisions  of  H.  R.  9402 
with  respect  to  budget  and  accounting  methods.  These  provisions 
include  the  following  amendments  of  the  Budget  and  Accounting 
Act  of  1921  and  the  Budget  and  Accounting  Procedures  Act  of  1950 : 

( 1 )  A  requirement  for  the  institution  by  the  departments  and  estab¬ 
lishments  of  the  cost  basis  of  budgeting  in  submitting  requests  to 
the  Congress  for  appropriations,  in  such  manner  and  at  such  times 
as  may  be  determined  by  the  President  (sec.  lb  of  each  bill). 

(2)  A  requirement,  as  soon  as  practicable,  for  each  executive 
agency  to  maintain  accounts  on  the  accrual  basis  (including  integrated 
property  accounting)  to  facilitate  the  preparation  of  cost-based 
budgets  (sec.  2b  of  each  bill). 

(3)  A  requirement  for  achieving,  insofar  as  possible  (a)  con¬ 
sistency  in  accounting  and  budget  classifications;  (b)  synchroniza¬ 
tion  between  accounting  and  budget  classifications  and  organization 
structure;  and  (c)  support  of  budget  justifications  by  information  on 
performance  and  program  costs  by  organizational  units  (sec.  2a  of 

each  bill).  .  . 

(4)  Requirements  in  administrative  control  of  appropriations  or 
funds:  (a)  To  simplify  and  reduce  the  number  of  administrative 
subdivisions  (sec.  2c  of  II.  R.  11526  and  sec.  3  of  II.  R.  9402) ;  and 
(b)  to  make  administrative  subdivisions  upon  the  basis  of  cost-based 
budgets  when  instituted  under  section  1  (b)  (sec.  lb  of  each  bill). 

As  previously  stated  to  your  committee,  the  Department  of  Defense 
supports  these  4  provisions  of  this  bill  with  respect  to  the  use  of  (1) 
cost-based  budgets;  (2)  the  accrual  basis  of  accounting;  (3)  the  basis 
of  synchronizing  budget  and  account  classifications ;  and  (4)  the  basis 
of  administrative  subdivision  of  funds — provided  that  (a)  the  mean¬ 
ing  of  “cost-based  budgets”  and  the  “accrual  basis  of  accounting  ’  is 
understood;  (b)  the  obligation  basis  of  budgeting,  accounting  and 
administrative  control  of  appropriations  and  funds  is  also  continued 
to  be  utilized;  and  (c)  adequate  time  is  allowed  for  orderly  develop¬ 
ment  and  installation  of  practicable  new  methods  in  a  manner  that 
will  not  disrupt  operations  nor  unduly  increase  the  expense  of  con¬ 
version.  .  T  ,  . 

I  think  your  bill  takes  care  of  the  latter  point.  However,  I  want  to 
emphasize  the  point  I  made  a  moment  ago,  provided  the  accounting 
and  administrative  control  of  funds  are  also  continued  to  be  utilized. 

I  think  we  must  do  that.  , 

Chairman  Dawson.  At  the  top  of  the  page,  you  have  provided  that 
the  meaning  of  ‘cost-based  budgets’  and  the  ‘accrual  basis  of  account- 
mg’  is  understood  *  * 
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Mr.  McNeil.  I  will  try  to  make  those  points  clearer  a  little  later 
on  if  I  may. 

Mr.  Henderson.  I  take  it,  Mr.  McNeil,  from  (a)  and  (b)  that  you 
feel  these  things  can  both  be  handled  at  the  same  time  ? 

Mr.  McNeil.  Yes,  sir. 

Mr.  Henderson.  Accrual  and  cost-based  budgets  can  be  instituted 
along  with  the  present  obligational  budget  ? 

Mr.  McNeil.  Yes. 

Mr.  Jonas.  On  page  8,  Mr.  McNeil,  in  your  second  proviso,  if  we 
leave  that  obligational  basis  in  the  law,  doesn’t  that  go  right  to  the 
heart  of  what  Congressman  Lipscomb  and  Congressman  Rogers  are 
aiming  ? 

Mr.  McNeil.  No;  may  I  attempt  to  develop  that  in  the  next  few 
minutes,  and  if  I  don’t  completely  answer  that  question  I  will  be  glad 
to  do  so  then. 

Mr.  Jonas.  I  am  thinking  that  is  the  biggest  fault  with  the  present 
system;  the  obligational  authority. 

'  Mr.  McNeil.  I  think  that  in  the  past  the  Government  has,  over¬ 
emphasized  the  phase  and  I  will  try  to  bring  that  out.  I  think  the 
Government  has  emphasized  the  obligational  side,  and  almost  forgot¬ 
ten  the  other.  I  think  there  is  the  same  danger,  however,  of  empha¬ 
sizing  the  other  and  forgetting  the  obligational  side. 

To  bring  the  two  things  into  balance,  that  is  really  the  important 
step  ahead  we  must  make. 

H.  R.  11520  contains  a  proposed  requirement  to  make  appropria¬ 
tions  upon  the  basis  of  estimated  annual  accrued  expenditures,  rather 
than  estimated  obligations  to  be  incurred,  when  and  to  the  maximum 
extent  deemed  desirable  and  practicable  by  the  President  (sec.  1  (a)). 
This  is  a  new  provision  which  was  not  included  in  H.  R.  9402. 

The  question  of  conversion  of  the  basis  of  appropriations  to  accrued 
expenditures  may  be  separated  from  all  the  other  provision  of  the  bill, 
including  cost  budgeting.  It  will  be  the  subject' of  separate  comment. 
All  of  the  other  provisions  of  the  bill  may  be  implemented  without 
changing  the  present  obligation  basis  of  appropriations. 

So  far  as  the  Department  of  Defense  is  concerned,  title  IV  of  the 
National  Security  Act,  as  amended  in  1949,  based  upon  recommenda¬ 
tions  of  the  first  Hoover  Commission,  already  contains,  among  other 
things,  most  of  the  features  of  the  foregoing  proposals,  other  than 
the  accrued-expenditure  basis  of  appropriations.  This  bill  would 
make  such  requirements  governmentwide  and,  while  not  so  broad  in 
scope  as  title  IV,  does  add  certain  specific  detailed  requirements  which 
are  not  in  title  IV. 

With  the  aid  and  encouragement  of  Congress  (especially  the  Ap¬ 
propriations  and  Armed  Services  Committees)  the  Department  of 
Defense  has  made  much  progress  under  title  IY  in : 

(a)  Improving  appropriations  and  budget  account  structure; 
synchronizing  budget  and  account  classifications  and  organization 
units,  and  providing  an  account  structure  to  take  the  cost-basis  of 
budgeting,  as  well  as  the  obligation  basis. 

I  would  like  to  touch  on  that  a  moment.  About  7,  8,  or  10  years 
ago  we  had  a  combination  in  budgeting  that  was  almost  impossible 
to  work  with.  In  some  instances  an  agency  appropriation  would  be 
on  the  basis  of  objects  of  expenditure,  and  part  of  the  agency’s 
appropriation  would  be  on  the  basis  of  organization.  Part  of  the 
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appropriations  were  on  the  basis  of  broad  function,  and  the  appro¬ 
priation  didn’t  always  match  the  organizational  structure,  nor  did  the 
object  of  expenditure  match  the  organizations  or  the  functions.  And 
that  was  what  we  started  with  between  1945  and  1950. 

All  those  things  have  to  be,  as  your  bill  very  properly  calls  for, 
brought  into  line,  and  synchronized,  or  you  can’t  get  the  benefit  from 
these  things  we  are  all  aiming  for. 

We  haven’t  completed  our  task  yet,  but  we  are  well  along,  and  I 
will  touch  on  that  in  a  minute. 

(b)  Installing  financial  accounting  for  property,  worldwide,  on  a 
practical  basis,  with  special  consideration  of  needs  of  combat  forces. 

As  to  this  program — in  many  instances  we  have  in  effect  what  is  a 
rough  casting  which  is  just  what  we  want,  but  we  still  have  to  rub 
off  the  rough  edges  before  it  is  really  a  polished  and  complete  article. 

( c )  Instituting  the  use  of  working  capital  funds,  authorized  by 
title  IV,  to  finance  inventories  of  consumable  materiel  and  operations 
of  industrial — and  commercial -type  activities — which  furnish  goods 
and  services  to  other  activities.  These  funds  provide  great  manage¬ 
ment  advantages  which  could  not  be  obtained  if  appropriation  methods 
were  used.  Also  these  funds  employ  the  accrual  basis  of  accounting 
for  their  operation  (similar  to  private  industrial  and  merchandising 
businesses).  And  they  also  facilitate  the  use  of  the  accrual  basis  of 
accounting  and  cost  budgeting  and  accounting  by  the  customer,  or 
consuming  activities  which  are  financed  by  the  appropriated  funds. 

I  think  Mr.  Lipscomb  made  a  very  good  statement  when  Mr. 
Rogers  was  here  a  few  moments  ago.  I  believe  you  said,  Mr.  Lipscomb, 
that  there  were  differences  between  Government  and  industry  ac¬ 
counting,  and  in  the  Department  of  Defense  we  have  many  types  of 
activities  which  are  almost  identical  with  their  counterpart  in  private 
business — shipyards,  manufacturing  arsenals,  and  things  like  that  are 
almost  identical.  And  we  can  in  those  instances  apply  those  prin¬ 
ciples  and  procedures  which  have  been  found  best  by  successful  private 
business,  and  that  is  what  we  are  doing. 

I  mentioned  a  while  ago  the  net  results  we  had  gotten,  in  the  case 
of  the  Army  alone,  from  putting  consumption-type  inventories  under 
that  type  of  control  and  permitting  the  institution  of  good  merchan¬ 
dising  principles,  which  was  the  return  in  3  years  of  $2.5  billion. 

(d)  Improving  and  simplifying  the  basis  of  administrative  subdivi¬ 
sions  of  appropriations  and  funds. 

( e )  Beginning  the  use  of  cost-based  budgets  and  accounting  and  the 
use  of  the  accrual  basis  of  accounting  for  appropriations  financed  activ¬ 
ities. 

This  committee  might  be  interested  in  what  the  Army,  Navy,  and 
Air  Force  is  doing.  Perhaps  the  most  significant  thing  in  the  last  2 
years  has  been  the  installation  in  the  Army  of  command  management 
system  which  is  in  effect  putting  these  principles  in  major  posts, 
camps,  and  stations.  They  will  be  pretty  well  along  toward  comple¬ 
tion  in  the  continental  United  States  by  fall. 

(/)  Establishing  a  sound  basis  of  programing  and  budgeting  for 
procurement  requirements,  in  terms  of  cost,  of  all  major  end  items, 
through  Analysis  of  planned  peacetime  and  mobilization  requirements 
and  consideration  of  quantities  on  hand  and  on  order. 

I  don’t  say  we  are  perfect  on  that,  but  on  major  items  the  analysis 
work  is  well  done.  Mr.  Brown  brought  up  this  question  and  very 
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properly,  because  we  have  done  some  foolish  things  in  procurement 
and  we  still  may  do  them,  but  I  hope  the  chances  are  less  than  before. 
These  (indicating  from  sample  forms)  are  the  type  of  things  required 
for  each  major  item  which  brings  in  both  the  inventories,  items  that 
can  be  substituted,  as  well  as  an  outline  of  how  the  requirements  are 
computed,  as  well  as  the  dollars.  This  is  a  complicated  process,  but 
this  is  a  complicated  business. 

That  is  done  on  each  major  item  before  any  money  is  provided. 

(<j)  Improving  obligation  accounting  under  section  1311  of  the 
Supplemental  Appropriation  Act  of  1055. 

( h )  Beginning  the  use  of  commitment  accounting  under  long  lead- 
time  programs.  (Commitments  are  procurement  actions  prior  to  obli¬ 
gation — such  as  orders  to  place  contracts — for  which  funds  should  be 
reserved  in  determination  of  the  day-to-day  status  of  these  programs, 
as  well  as  accounting  for  progress  in  performance.) 

(?')  Improving  administrative  budgets  and  reports. 

Now,  that  is  the  state  you  are  in  between  the  time  you  tell  somebody 
in  the  field  to  buy  something  and  the  time  that  it  becomes  a  firm  con¬ 
tract  with  a  supplier.  I  think  you  will  find  that  on  examination  we 
have  done  a  great  deal  toward  improving  administrative  budgets  and 
reports. 

Mr.  Chairman,  I  dwelt  on  these  points  because  frequently,  through  a 
series  of  hearings,  when  changes  are  being  advocated,  it  is  very  easy 
to  emphasize  what  has  not  been  done  and  ignore  what  is  actually 
being  done  within  the  present  framework.  And  my  remarks  on  pres¬ 
ent  progress  is  an  effort  to  put  the  problem  in  perspective. 

I  dwelt  on  that  a  bit  because  when  I  was  here  about  2  or  3  weeks  ago 
Mr.  Conick  was  testifying  for  the  chamber  of  commerce.  I  think  he 
said  he  had  been  in  government  some  years  ago.  I  wish  he  might  come 
back  today.  . 

I  don’t  think  he  would  find  it  similar.  He  would  find  things  differ¬ 
ent,  and  that  progress  has  been  made.  He  said  things  were  worse 
now.  There  are  people  staying  up  day  and  night  trying  to  make  this 
a  better  machine.  And  I  do  resent,  for  the  people  wTho  are  trying  to 
make  it  better,  just  a  loose  statement  that  things  are  getting  worse 
instead  of  better.  Anybody  could  take  an  hour  and  examine  the 
situation  and  find  some' of  the  progress  that  is  being  achieved. 

Mr.  Brown.  Could  I  ask  you  a  question  there,  which  I  hope  you 
won’t  misunderstand.  In  the  past,  especially  during  the  balmy  days 
of  June,  we  have  had  a  great  many  reports  reach  the  Capitol  Hill 
as  to  how  the  lights  were  burning  late  in  different  agencies  including 
the  Department  of  Defense  while  they  tried  to  get  rid  of  money  that 
had  been  appropriated  before  it  elapsed,  and  went  back  to  the 
Treasury  before  June  30. 

What  has  been  done  to  correct  that  situation  ? 

Mr.  McNeil.  Three  or  four  things,  sir,  and  I  believe  upon  exam¬ 
ination  you  would  lie  gratified  over  what  has  taken  place  over  the 
last  4  or  5  years.  Part  of  this  is  because  of  improvements  in  admin¬ 
istrative  processes.  Congress  played  probably  the  biggest  part  in 
providing  for  our  long  lead  time  procurement,  a  continuing  type  of 
fund.  June  30  now  means  nothing.  The  funds  for  aircraft,  ships, 
tanks,  ammunition,  and  so  forth,  does  not  lapse  on  June  30  in  the 
Department  of  Defense. 
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Mr.  Brown.  I  understand  that  is  the  case  on  some  of  the  large 
items,  but  what  about  your  ordinary  items,  common-use  items? 

Mr.  McNeil,.  The  same  thing,  sir;  because  in  the  revolving  fund 
carrying  our  consumption  type  of  inventories  we  again  have  no  incen¬ 
tive  to  do  anything  by  June  30,  because  it  is  a  revolving  fund,  and 
does  not  die  on  June  30. 

So,  there  is  no  incentive  today  to  buy  anything  on  June  30  that 
you  can  buy  on  August  1,  absolutely  not. 

Of  course,  Congress  did  take  disciplinary  steps  some  years  ago  by 
providing  that  no  more  than  20  percent  could  be  obligated  in  the  last 
2  months  of  the  year.  That  is  perfectly  all  right,  but  actually  the 
principal  thing  is  there  is  no  incentive  any  more  under  the  pattern 
Congress  has  set  up  for  us  to  do  that  by  J une  30.  .  . 

Mr.  Brown.  Do  you  feel  that  this  situation  lias  been  eliminated? 

Mr.  McNeil.  I  would  hate  to  say  100  percent,  but  99  percent;  yes. 

Mr.  Brown.  You  are  speaking  of  the  Department  of  Defense  only? 

Mr.  McNeil.  The  Department  of  Defense. 

Mr.  Brown.  Of  course  you  don’t  know  whether  that  exists  in  other 
departments  and  agencies? 

Mr.  McNeil.  No,  sir;  but  as  long  as  the  funds  die  on  June  30  there 
will  always  be  the  incentive  for  people  to  think  they  have  to  do  that, 
I  think  we  have  gotten  to  the  core  of  the  problem.  Next,  I  want  to 
mention  one  other  thing  which  is  related  to  the  continuing  type  of 
funds  which  I  think  has  been  one  that  has  saved  Uncle  Sam  hundreds 
of  millions  of  dollars  in  the  last  5  years.  Today  under  this  principle 
we  now  can  get  people  to  work  on  canceling  out  things  that  were 
previously  ordered  and  now  no  longer  needed,  whereas  if  they  are 
bought  on  an  annual  appropriation  it  is  difficult  to  get  them  canceled. 

May  I  give  you  a  specific  example?  The  Marine  Corps  is  a  pretty 
good  outfit.  It  is  small  enough  so  that  it  is  a  pretty  tightly  run  show 
on  procurement.  At  the  beginning  of  the  Korean  war  they  very 
properly,  I  think,  placed  a  considerable  volume  of  orders  for  new 
type  radios,  and  all  that  type  of  equipment,  to  reequip  the  Marine 
Corps.  However,  it  began  to  be  obvious  about  1952  that  some  of  the 
equipment — either  because  later  advances  had  been  made  or  some  of  it 
couldn’t  be  produced — wasn’t  as  good  as  they  would  like  to  have  it. 

From  my  standpoint,  I  could  see  why  the  people  involved  didn’t 
want  to  cancel.  If  they  canceled  under  the  annual  appropriation 
system  it  was  out,  but  the  House  and  Senate  Appropriation  Commit¬ 
tees  that  year  changed  their  procurement  funds  to  the  continuing  type. 
In  the  next  3  or  4  months  there  was  a  good,  hard  look  taken  at  every 
item  outstanding.  The  result  was  that  there  was  about  $300  million 
worth  of  materiel  that  was  canceled  to  be  replaced  with  orders  for 
materiel  that  was  up  to  date. 

As  a  result  it  killed  some  of  the  requirement  for  future  appropria¬ 
tions  and  the  amount  taken  as  a  credit  or  a  reduction  in  the  next  year’s 
request.  The  kind  of  thing  that  is  being  done  is  to  recognize  both 
accounting  facets  of  the  problem  and  human  nature.  If  we  can  get 
accounting  and  human  nature  to  work  together,  we  have  got  some¬ 
thing,  but  if  they  are  opposing  we  haven’t  solved  the  problem. 

Mr.  Fascell.  Realizing  the  advantages  in  a  great  many  cases  of 
continuing  appropriation  wouldn’t  it  almost  require  that  you  would 
have  to  start  out  with  a  budget  and  wind  up  with  the  same  budget  if 
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you  are  going  to  exercise  an}?  control  over  the  continuing  appropri¬ 
ation  ? 

You  can’t  submit  one  budget  to  Congress  and  operate  with  another 
one  after  Congress  adjourns. 

Mr.  McNeil.  No;  I  was  going  to  illustrate  that  point  a  little  later, 
because  from  a  statement  made  earlier  in  the  hearings,  I  rather  got  the 
impression  that  some  believed  that  Congress  has  not  been  provided 
with  information  as  to  where  we  stand,  and  what  we  have,  and  what 
we  are  going  to  do. 

I  wonder  if  1  might  ask  that  the  committee  look  at  these  tables 
(financial  plan  for  fiscal  year  1957).  These  look  rather  involved, 
but  to  answer  your  question  would  you  mind  glancing  down  under 
column  2  about  on  the  10th  space  until  you  see  the  figure  2113  under 
the  Army  procurement  and  production.  It  is  down  about  3  inches 
from  the  top. 

Now,  this  figure  is  a  clear-cut  statement  of  the  unobligated  balances 
that  will  be  on  hand,  in  case  of  the  Army,  this  coming  July  1. 

Mr.  Brown.  That  is  $2,113,000,000, 1  presume? 

Mr.  McNeil.  Y  es. 

Now,  at  the  same  time  the  next  column  shows  the  assets  of  the  Army 
that  they  will  not  have  on  July  1,  but  will  get  during  fiscal  year  1957 
based  on  reimbursements  received  for  materiel  shipped  to  the  military 
assistance  program  or  delivered  by  them  to  the  Marine  Corps  or  the 
Air  Foi  •ce. 

The  value  of  reimbursement  to  be  earned  next  year  is  $355  million. 
The  next  column  indicates  the  amount  of  reimbursements  to  be  earned 
in  succeeding  years  based  on  orders  received  from  the  Air  Force,  the 
Navy  and  Marines,  and  military  assistance  at  the  end  of  the  fiscal  year. 

The  next  column  shows  a  dash— that  means  that  we  are  not  asking 
Congress  for  any  appropriation  for  Army  procurement  this  year. 
That  has  just  been  reported  out  by  the  House  at  zero. 

Now,  if  you  look  to  column  8  you  will  find  the  figure  $200  million, 
and  that  will  be  anticipated  reimbursements  based  on  transactions 
with  Army  commissaries,  and  things  of  that  nature.  That  gives  the 
total  assets  in  the  account  for  the  Army — the  gross  obligation  author¬ 
ity  available. 

The  next  three  columns  show  planned  obligations  for  next  year, 
which  is  a  measure  of  the  volume  of  procurement  for  the  Army  next 
year.  For  their  own  account  the  amount  is  $1,386  million  for  mili¬ 
tary  assistance;  the  Marine  Corps  and  Air  Force,  $500  million  with 
the  total  planned  obligation  being  $1,886  million. 

Some  people  have  said  these  carryovers  are  large,  but  they  are  easily 
accounted  for. 

Now,  I  would  like  to  go  to  one  other  account  of  a  little  different  type. 

Mr.  Lipscomb.  Before  he  leaves  that  one,  may  I  ask  a  question? 

Chairman  Dawson.  Surely. 

Mr.  Lipscomb.  Now,  in  column  2,  that  comes  under  the  item  of  cer¬ 
tification  under  section  1311  of  the  Supplemental  Appropriation  Act 
of  1955? 

Mr.  McNeil.  Yes,  sir. 

Mr.  Lipscomb.  Mr.  Chairman,  as  long  as  we  have  gone  into  the 
Department  of  the  Army  and  production  and  procurement,  I  think 
it  would  be  well  to  insert  in  the  record  this  report  of  the  examination 
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l>y  the  United  States  General  Accounting  Office  of  the  Department  of 
Defense  certification  under  section  1311  for  June  30,  1955,  because  it 
has  some  bearing  on  the  activities  contemplated  by  the  types  of  bills 
that  are  before  us. 

Chairman  Dawson.  Y our  request  will  be  granted. 

(The  report  is  as  follows :) 


Report  on  Examination  of  Department  of  Defense  Certification  Under  Sec¬ 
tion  1311  for  June  30,  1955,  by  tiie  Comptroller  General  of  the  United. 
States 

Comptroller  General  of  the  United  States, 

Washington,  April  18, 195(1. 

Hon.  Clarence  Cannon, 

Chairman,  Committee  on  Appropriations, 

House  of  Representatives. 

Dear  Mr.  Chairman  :  Herewith  is  a  copy  of  a  report  of  our  examination  of 
the  reports  submitted  by  the  Secretary  of  the  Department  of  Defense  under 
section  1311  of  the  Supplemental  Appropriation  Act,  1955,  with  respect  to  the 
balances  of  appropriations  and  funds  under  the  jurisdiction  of  the  Department 
of  Defense  as  of  June  30, 1955. 

A  copy  of  this  report  is  being  sent  today  to  the  chairman  of  the  Senate  Com¬ 
mittee  on  Appropriations. 

Sincerely  yours, 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 


Report  on  Examination  of  Department  of  Defense  Certification  Under 

Section  1311  for  June  30,  1955 

Section  1311  of  the  Supplemental  Appropriation  Act,  1955,  requires  that  re¬ 
port  certifying  to  the  balances  of  appropriations  and  funds  at  June  30  be  sub¬ 
mitted  not ‘later  than  September  30  of  each  year.  Reports  from  the  Department 
of  Defense  were  forwarded  under  transmittal  dates  as  follows : 

October  8, 1955 
October  18, 1955 
December  1, 1955 
December  14, 1955 
December  23, 1955 
January  11, 1956 

January  31, 1956  -in 

The  balances  as  certified  for  certain  military  appropriations  were  considerably 
understated  The  understatement  was  occasioned  by  incorrectly  handling  the 
additional  obligational  authority  representing  anticipated  reimbursements  cov¬ 
ered  by  orders  issued  by  the  Secretary  of  Defense,  against  military  assistance 

aiTn°aceordance  with  the  Acting  Comptroller  General’s  letter  of  August  19,  1955, 
the  additional  obligational  authority  was  to  be  shown  immediately  below  the 
applicable  military  appropriations  as  an  unobligated  and  unexpended  amount 

and  appropriately  identified.  ...  ,  .  ,  , , 

The  amount  of  the  additional  obligational  authority  was  reported  by  the  Bu¬ 
reau  of  the  Budget  to  be  $4,178,048,810  and  was  allocated  and  identified  under 
applicable  military  appropriations  in  the  President’s  budget  for  fiscal  year  195  <. 
This  figure  is  not  susceptible  to  audit  but  is  approximately  correct. 

The  Army  anticipated  reimbursements  reported  by  the  Bureau  of  the  Budget 
to  be  $902  million,  applicable  to  three  appropriations,  were  not  included  in 
the  Army  certification ;  therefore  the  unobligated  and  unexpended  balances  are 
understated  by  the  same  amount. 

The  Navy  certification  contained  the  following  footnote : 

“a  This  report  does  not  reflect  the  provisions  of  Comptroller  General  letter 
( B-121541,  B-122279)  of  August  19,  1955,  and  is  prepared  in  accordance  with 
Accounting  Systems  Memorandum  No.  35  of  September  3,  1954,  in  order  that 
the  certification  of  unpaid  obligations  as  required  by  section  1311.  Public  Baw 
663,  will  not  be  delayed  beyond  September  30,  1955.  The  revisions  required  by 
Comptroller  General  letter,  relating  to  data  other  than  the  certification  of 
unpaid  obligations,  will  be  submitted  as  soon  as  possible." 
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The  Navy  anticipated  reimbursements  were  reported  by  the  Bureau  of  the 
Budget  to  be  .$245  million  applicable  to  10  appropriation  accounts.  Examination 
disclosed  that  the  Navy  without  identifying  the  amounts  applicable  to  common 
item  order  reservation  had  applied  $131  million  as  receivables  to  4  of  the  appro¬ 
priation  accounts.  Therefore  in  four  of  the  appropriations  net  obligated  and 
unexpended  balances  are  understated  by  the  same  amount.  In  the  remaining 
6  appropriations  the  unobligated  and  unexpended  balances  are  understated  by 
.$114  milion. 

The  Air  Force  certification  identified  as  anticipated  reimbursements  an  amount 
of  $2,587  million  applicable  to  3  appropriations  compared  with  the  Bureau  of 
the  Budget  reported  figure  of  $3,031  million. 

The  amount  of  $2,587  million  was  included  as  receivables,  thus  understating 
the  net  obligated  and  unexpended  balances  by  the  same  amount.  Using  the 
Bureau  of  the  Budget  figure,  the  Air  Force  also  understated  the  unobligated 
and  unexpended  balances  in  the  same  3  appropriations  by  $444  million  or  the 
difference  between  $3,031  million  and  $2,587  million. 

Unliquidated  obligation  balances  certified  adjusted  for  comparative  purposes 
by  the  $131  million  and  the  $2,587  million  were  as  follows  : 

[In  millions] 


Army - - - $6,081 

Navy -  7,  383 

Air  Force - - 13,  234 

Defense - -  306 


Total - _ -  27,004 


An  examination  of  the  documentation  in  support  of  the  unliquidated  obliga¬ 
tion  balances  disclosed  that : 

1.  At  least  $400  million  of  military  defense  aid  appropriations,  overstated  at 

June  30,  1954,  and  retained  in  violation  of  the  Mutual  Security  Act  of  1954  were 
still  being  retained  at  June  30. 1955.  ( See  report  on  .Tune  30, 1954,  certifications.) 

Under  date  of  December  23,  1955.  Mr.  W.  J.  McNeil,  Assistant  Secretary  of  De¬ 
fense  (Comptroller),  wrote  the  chairman  of  the  Committee  on  Appropriations, 
House  of  Kepresentatives,  that  the  Defense  Department  relying  on  the  MDAP 
certifications  (which  were  overstated  in  excess  of  $400  million)  initiated  in 
June  1955,  through  the  President  a  request  to  reduce  the  1956  budget  request 
for  MDAP  by  $225  million.  The  letter  further  states  that  the  overstatement 
would  be  offset  in  part  by  actual  disbursements  during  fiscal  year  1955  against 
liabilities  not  qualifying  under  the  new  criteria  as  of  the  end  of  the  previous 
fiscal  year  and  in  part  by  subsequent  execution  of  valid  obligating  documents. 
Actually,  as  explained  in  the  report  on  the  1954  certification,  the  overcertification 
of  MDAP  resulted  for  the  most  part  from  an  understatement  by  the  Army  of 
the  expenditures  applied  against  otherwise  valid  recorded  gross  obligations. 
Under  the  circumstances  the  Assistant  Secretary’s  explanation  in  no  way  alters 
the  fact  that  a  violation  of  law  occurred  and  the  amount  overstated  should 
revert  to  the  Treasury  as  prescribed  by  law. 

2.  The  records  and  documents  supporting  unliquidated  obligation  balances 
are  not  in  such  form  as  to  facilitate  audit  and  reconciliation. 

3.  Generally,  trial  balances  were  not  run  by  the  departments  of  balances  on 
individual  documents  and  reconciled  to  the  control  accounts.  In  those  in¬ 
stances,  during  the  examination,  where  it  was  possible  to  try  and  reconcile  the 
documents  to  the  control  accounts,  the  control  accounts  were  found  to  be  over¬ 
stated. 

4.  Expenditure  data  on  the  installation  records  do  not  agree  by  hundreds  of 
millions  of  dollars  with  the  official  expenditures  reported  by  the  Army  and  Air 
Force  in  reporting  official  year-end  balances  and  issuing  certifications.  The 
installations  therefore  are  restricted  to  reporting,  for  certification,  gross  obli¬ 
gations.  The  official  expenditure  figures  are  then  inserted  at  the  departmental 
level  to  arrive  at  the  certification  balances.  The  Army  avoided  the  error  com¬ 
mitted  in  the  June  30,  1954,  certification  by  inserting  the  official  figure.  This 
extremely  unsatisfactory  condition  of  the  expenditure  records  precludes  the  stat¬ 
ing  of  any  accurate  reconcilable  amounts  for  certification. 

5.  Substantial  amounts  were  deobligated  in  1954  fiscal  year  and  prior  1-year 
accounts  during  the  period  April  30,  1955,  to  June  30,  1955.  The  net  decrease 
per  examination  was  $541  million.  Actual  deobligation  was  in  excess  of  this 
amount  as  adjustments  increasing  the  obligations  are  netted  in  these  figures 
and  cannot  be  separated.  The  amounts  by  Department  were : 
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[In  millions]  $092 

Army - 58 

Navy -  "  191 

Air  Force - - -  - 

541 

Total -  " 

6  Substantial  amounts  were  also  deobligated  prior  to  .Tune  30,  19o5,  in  the 

1955  1-year  accounts  and  all  the  no-year  accounts.  The  exiict  amount  of  deobli 
nations  could  not  be  determined  in  the  Army  and  some  bureaus  of  the  Navy  owing 
to  the  intense  obligating  activity  in  these  accounts.  One  case  in  point  wneie 
verification  was  possible  occurred  in  the  Navy  Bureau  of  Aeronautics  where  the 
Bnre-i  i  nrior  to  June  30  1955,  deobligated  $997  million  representing  reservations 
for^pa re^pa r  ts,  engineering  changes,  and  miscellaneous  items  that  were  not 
definitized  by  a  valid  amendment  to  the  contracts.  ,  . 

In,  the  Air  Force  major  procurement  accounts  deobligations  were  made . 

[In  millions]  ^ 

May  and  June  1955  - - - -  110 

July  1  to  November  30,  195o -  - 

_  _  3, 143 

Total _ 

7  The  departmental  internal  audit  groups  conducted  audits  of  the  unliquidated 

mental  internal  audits  are : 

[In  millions] 

<A)  Arm Recorded  unliquidated  obligations - I4  190 

Amount  examined -  -  “  (07  3) 

Percent  examined -  -  S1‘72 

Invalid  obligations -  |144 

Adjusted - '*00 

Unadjusted  (principally  spare  parts) -  * 

Unrecorded  obligations - 

(B)  Navy:  <£7  qqq 

Recorded  unliquidated  obligations - «2  158 

Amount  examined -  (28  4) 

Percent  examined -  '  kg 

Invalid  obligations -  ^ 

Adjusted- -  /1? 

Unadjusted - - 

Unrecorded  obligations -  v  ’ 

>  Not  reported. 

Tlie  Navv  audit  was  confined  to  1955  transactions  only  and  did  not  determine 
to  what  extent  obligations  recorded  on  the  books  for  prior  years  were  invalid. 


(C) 


[In  millions] 

Air  Force : 

Recorded  and  unliquidated  obligations 

Amount  examined - - 

Percent  examined - 

Invalid  obligations - 

Adjusted - 

Unadjusted - - 

Unrecorded  obligations - 


$13,  474 
$9,  737 
(72.3) 
$1,  710 
$1,  710 

""$29.  5 


8.  Projecting  the  departmental  audit  findings  on  an  arithmetical  basis  to  the 
unexamined  portions  would  indicate  additional  invalid  obligations  approximating 


as  follows : 

Army - 

Navy__-  — 
Air  Force  . 


[In  millions] 


$83.  7 
12.0 
656.  3 


Total 


752.  6 
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To  what  extent  invalid  items  are  included  in  the  unexamined  portions  is  im¬ 
possible  to  determine ;  however,  it  is  reasonable  to  assume  that  they  are  present 
in  the  same  related  proportions  as  the  examined  portion. 

9.  A  comparison  of  the  reported  unliquidated  obligation  balances  at  June  30, 
1955,  with  the  amounts  certified  is  as  follows : 


[In  millions] 


Reported 

Certified 

Decrease 

Army . . .  .  .  .  ... 

$6,  529 
7,  004 
14,  845 
323 

$6, 081 

7,  383 
13,234 
306 

$448 

221 

1,611 

17 

Navy _  _  _  ..  ..  . 

Air  Force.  . .  ....  .  .  ...  . . . 

Defense . .  .  ..  ...  _.  ..  ..  .  . . 

Total _ _ _  _ _ 

29,301 

27,  004 

2,  297 

The  $2,297  million  is  offset  to  some  extent  by  lapsed  appropriations  included 
in  the  reported  balances  but  which  were  not  certified  under  section  1311.  These 
amounts  by  Department  were : 


In  millions 

Decrease 

Lapsed 

balances 

Net  decrease 
under  sec.  1311 

Army _ _  _ 

$448 

221 

1,611 

17 

$30 

282 

33 

17 

$418 

Navy _  _  .  . 

Air  Force. . .  ...  .... 

1,578 

Defense  _  ..  .  . . 

Total...  _ _ _  _ 

2,297 

362 

1,996 

‘ . *  ----- 

The  amount  of  $1,996  million  is  after  the  departments  added  for  certification 
purposes  unrecorded  obligations  at  June  30,  1955. 

10.  In  addition  to  reviewing  and  testing  the  audits  of  the  departmental 
internal  audit  groups,  selected  tests  were  made  in  certain  areas  with  the 
following  results : 

(A)  ARMT 

In  the  Army  tests  were  made  at  18  major  installations  responsible  for  certify¬ 
ing  the  major  portion  of  the  unliquidated  obligations  of  major  procurement 
accounts.  By  technical  service  they  were : 


Service :  Installation 

Ordnance _  10 

Engineers _ ~ _  2 

Quartermaster _ ~  4 

Signal _ _ _ _ _ ”  i 

Transportation 1 _ _ _ ~ _  1 


Total _ ; _  lg 


Questionable  items,  in  addition  to  those  disclosed  by  the  Army  Audit  Agency, 
in  the  Ordnance  Corps,  were  as  follows : 


[In  millions] 

Unsupported  by  documents _  $3 

Citation  to  wrong  appropriation _ . _ _ _ I _ I _ I _ ~  3 

Duplicate  obligations  caused  by  certifying  overexpended  amounts  as  obli¬ 
gations  although  obligations  had  been  certified  at  other  installations _  35 

Items  obligated  twice _  1 

Unliquidated  obligations  on  terminated  contracts  not  deobligated _ I  3 


Total _ _  45 

Tbe  $28  million  commented  on  by  the  Army  Audit  Agency  but  not  adjusted 
by  the  installations  was  comprised  mainly  of  reservations  for  spare  parts.  In 
addition  to  the  amount  disclosed  by  the  Army  Audit  Agency,  several  other 
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instances  were  noted  where  similar  items  were  not  disclosed  by  the  Army  test. 
Time  did  not  permit  checking  all  of  the  contracts  at  all  locations,  but  the  best 
approximate  estimate  available  is  $100  million  instead  of  the  $28  million  dis¬ 
closed  by  the  Army  test.  This  $100  million  is  in  addition  to  the  $45  million 
discussed  above. 

(B)  NAVY 


The  Bureau  of  Ships  prepared  a  trial  balance  of  its  unliquidated  obligations 
at  June  30,  1955.  The  trial  balance  supported  by  documents  on  hand  was  $219 
million  less  than  the  control  account.  Certification  was  made  on  the  basis  of 
the  control  account  and  the  trial  balance  was  made  to  agree  with  the  control 
account  by  inserting  a  suspense  item  of  $219  million.  At  the  time  of  our  exami¬ 
nation  documents  were  not  available  to  substantiate  the  $219  million  suspense 
item. 

The  Bureau  of  Aeronautics  prior  to  .Tune  30,  1955,  wrote  off  $997  million  repre¬ 
senting  reservations  for  items  not  yet  dettnitized.  Most  of  these  items  were 
eliminated  from  obligations  originally  made  on  the  basis  of  letters  of  intent  that 
still  remain  on  the  records  as  letters  of  intent.  The  letters  of  intent  under  a 
ruling  of  the  Bureau  attorneys  carried  the  maximum  liability  to  be  incurred  under 
the  anticipated  contract  rather  than  the  amount  necessary  to  finance  operations 
for  a  specified  period  of  time  under  the  letter  of  intent.  After  writing  off  the 
reservations  for  undefinitized  spare  parts,  engineering  changes,  etc.,  there  re¬ 
mained  an  excess  of  $794  million  over  and  above  that  necessary  to  finance  the 
letters  of  intent  for  the  period  of  time  they  have  been  in  effect,  43  of  which  have 
been  in  effect  over  6  months. 

Obligations  as  recorded  were  in  accordance  with  the  amounts  specified  in  the 
letters  of  intent ;  however,  the  entire  amount  is  highly  questionable  because  of 
the  practices  involved  regarding  maximum  amount  specified  and  length  of  time 
the  letters  of  intent  are  allowed  to  remain  in  effect.  An  aging  of  the  48  letters 
of  intent  involved  is  as  follows  : 


Calendar  year  1951  and  1952 

Calendar  year  1953 - 

Calendar  year  1954 - 

Calendar  year  1955 _ 


11 

9 

23 

5 


Total - - -  4b 

The  Military  Sea  Transport  Service  made  a  clerical  error  in  certifying  to  con¬ 
tingent  liabilities  of  $171  million.  The  correct  amount  was  only  $71  million. 

The  Marine  Corps  incorrectly  netted  prepaid  expenses  against  accounts  payable 
in  its  stock  fund  certification,  thus  understating  unliquidated  obligations  by  $2 
million. 

(C)  AIR  FORCE 

Additional  tests  were  not  made  in  the  Air  Force  because  of  the  condition  of 
the  records  at  the  Air  Material  Command,  which  controls  about  80  percent  of 
the  procurement  appropriations.  The  condition  of  the  records  was  discussed  in 
the  report  on  the  June  30,  1954,  certifications.  As  a  result  of  the  19,>4  report, 
action  was  initiated  in  September  1955  to  correct  the  records.  Had  an  examina¬ 
tion  been  made  by  GAO  before  December,  when  the  certification  was  received, 
the  Air  Force  action  would  have  been  delayed  and  the  findings  would  not  have 
been  conclusive  pending  adjustment  of  the  records.  Examination  by  the  Air 
Force  of  approximately  70  percent  of  the  dollar  amount  recorded  resulted  in  a 
downward  adjustment  on  the  record  of  about  $1.5  billion  of  recorded  invalid 
items. 

A  study  was  made  of  the  Air  Force  revised  procedures  for  recording  obliga¬ 
tions  involving  spare  parts.  Formerly  spare  parts  were  obligated  on  a  percentage 
basis  upon  execution  of  the  contract.  The  spare  parts  provisioning  clauses  of  the 
contract  then  required  the  contractor  to  submit  lists  of  parts  to  be  negotiated 
as  to  item,  price,  and  quanity  before  execution  of  a  contract  amendment. 

After  the  close  of  the  fiscal  year  but  prior  to  issuance  of  the  GAO  report  for 
June  30,  1954,  the  Air  Force  changed  its  procedure  to  provide  for  recording  an 
obligation  upon  receipt  of  the  contractor’s  list  of  spare  parts.  As  of  June  30, 
1954,  the  Air  Force  had  recorded  as  obligations  spare  parts  totaling  at  least 
$1,105.7  million  that  were  not  supported  by  contract  amendments.  The  Air 
Force,  many  months  later,  abandoned  the  original  procedure  of  obligating  spare 
parts  upon  execution  of  the  contract  and  considered  as  obligations  the  spare 
parts  lists  when  originally  submitted  by  the  contractor  which  was  prior  to 
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negotiation  of  prices.  The  Air  Force  maintained  that  according  to  a  June  30, 
1054  report  it  had  on  hand  unnegotiated  spare  parts  lists  totaling  $700  million. 
At  the  time  this  change  was  made  many  of  the  lists  had  progressed  through 
successive  stages  of  the  price,  quantity,  and  item  negotiation  stage,  and  verifica¬ 
tion  as  to  the  exact  status  of  the  lists  totaling  $700  million  on  June  30, 1054,  was 

impossible.  .  . 

Under  both  procedures,  once  the  funds  have  been  obligated,  there  is  no  incen¬ 
tive  forcing  the  contractor  to  agree  quickly  on  a  negotiated  price.  Examina¬ 
tion  as  to  the  exact  status  of  the  lists  totaling  $700  million  on  June  30,  1954,  was 

1.  The  Air  Force  is  now  requiring  contractors  to  show  on  the  spare  parts 
lists  an  estimated  unit  price  wherever  possible.  Formerly  many  of  them  canicd 
only  an  estimated  aggregate  price. 

2.  When  received,  the  spare  parts  lists  are  closely  checked  by  supply  points 

as  to  item  price  and  quantity,  and,  where  possible,  unit  prices  are  inserted  where 
the  contractor  neglects  to  do  so.  „ 

3.  The  lists  are  approved  and  sent  to  the  administrative  contracting  officer, 
who  in  turn  approves  the  list  and  sends  it  to  the  contractor. 

4.  Every  effort  is  now  being  made  to  have  the  contractor  agree  to  a  negotiated 
unit  price  before  shipment,  with  some  thought  being  given  to  not  permitting 
shipment  before  agreement  on  a  negotiated  price.  This  is  important  and  neces¬ 
sary  to  effective  financial  management  of  the  Air  Force. 

5.  Spare  parts  lists  are  not  recorded  as  obligations  until  after  the  lists  are 
approved  by  the  supply  point  and  the  administrative  contracting  officer. 

6.  Everyone  at  all  levels  in  the  Air  Materiel  Command  of  the  Air  Force  is 
now  extremely  interested  in  the  spare  parts  provisioning  program  and  concentrat¬ 
ing  on  reducing  the  time  lag  between  submission  of  the  original  list  and  issu¬ 
ance  of  the  contract  amendment  with  definite  quantities  of  priced  items. 

The  original  spare  parts  lists,  as  now  being  submitted  by  the  contractor  and 
processed  bv  the  Air  Force,  satisfactorily  meet  the  requirements  of  the  provi¬ 
sioning  clauses  of  the  contract  and,  therefore,  can  be  considered  as  meeting  the 
requirements  of  section  1311  for  recording  an  obligation.  If  the  Air  Force  is 
unsuccessful  in  getting  the  contractor  to  cut  down  the  time  lag  in  submitting 
firm  unit  prices,  consideration  should  be  given  by  the  Air  Force  to  modifying 
the  provisioning  clauses  of  the  contractor. 

summary 

1.  The  Impact  of  section  1311  in  the  Defense  Department  can  best  be  described 
by  a  summary  of  the  amounts  involved  in  the  points  covered  in  the  examination. 
They  are: 

[In  millions] 


Deobligations  during  May  and  June  1955  in  1954  and  prior  1-year 

accounts - - • - —  $541 

Deobligations  during  May  and  June  1955  in  no-year  accounts  of  Air 

Force _ : -  027 

Same  as  above  in  the  Navy  Bureau  of  Aeronautics - - —  997 

Deobligations  subsequent  to  June  30.  1955,  but  deducted  from  certification 

(Army,  Navy.  Air  Force) -  1,996: 

Deobligations  July  1  to  Nov.  30.  1955.  by  the  Air  Force  and  apparently  not 
considered  in  the  certification : 

Recorded  deobligations  July  1  to  Nov.  30 - $2, 116 

Net  reduction  evidenced  by  certification -  1,578 

-  538 


Total _  5,  099 

Additional  questioned  items  disclosed  by  examination: 

Sundry  Army  Ordnance  items -  45 

Anny  spare  parts  reservations _  100 

Bureau  of  Ships  suspense  item -  219 

Bureau  of  Aeronautics  letters  of  intent -  794 

MSTS  overstatement _  100 

Marine  Corps  understatement _  — 2 


Total _  6,355 


Notes.— (a)  Possible  invalid  obligations  in  unexampled  portions  are  not  included  above. 
(6)  Complete  reconciliation  of  documents  to  the  control  accounts  will  undoubtedly  dis¬ 
close  other  items  similar  to  the  Bureau  of  Ships  suspense  item  of  $219,000,000. 
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2.  The  figures  summarized  above  indicate  that  aggressive  action,  although  be¬ 
lated,  was  taken  to  bring  the  unliquidated  obligation  balances  within  the  criteria 
set  forth  in  section  1311.  Further  effort  is  needed  at  all  levels  in  the  Defense 
Department  to  eliminate  the  problem  areas  that  still  remain. 

3.  Problem  areas  in  the  enforcement  of  section  1311  have  been,  for  the  most 
part,  confined  to  appropriations  for  major  procurement,  including  procurement 
of  spare  parts.  Minor  problems,  mostly  concerning  transportation,  have  arisen 
in  the  maintenance  and  operation  appropriations,  although  the  amounts  involved 
have  been  relatively  insignificant.  The  problem  areas  are  a  matter  of  record 
and  continuing  enforcement  will  eliminate  the  problems  that  still  remain.  The 
departmental  internal  audit  groups  of  the  Army  and  Air  Force  have  been  doing 
excellent  work  in  reporting  on  invalid  obligations.  More  ready  acceptance  in 
the  past  of  their  findings,  particularly  in  the  Army,  would  have  found  the  records 
in  better  shape  at  June  30, 1955. 

4.  The  recording  of  expenditures  at  installations  in  the  Army  and  the  Air 
Force  will  continue  to  be  a  serious  problem  until  such  time  as  only  one  official 
expenditure  figure  is  used  throughout  the  departments.  Until  this  is  accom¬ 
plished  the  audit  of  individual  document  balances  and  reconciliation  of  them  to 
the  control  accounts  at  the  installations  is  virtually  impossible. 

5.  The  examination  indicated  very  few  instances  where  the  criteria  for  record¬ 
ing  obligations  were  actually  misunderstood  as  the  wholesale  deobligating  by  the 
departments  might  seem  to  indicate.  Application  of  the  criteria  in  the  proper 
spirit  when  recording  an  obligation  can  eliminate  the  necessity  for  heavy  de¬ 
obligations  at  the  end  of  the  fiscal  year. 

6.  With  very  few  exceptions  everyone  contacted  at  all  levels  in  all  departments, 
during  this  and  previous  examinations,  agreed  that  strict  enforcement  of  section 
1311  was  highly  desirable  in  order  to  insure  reliable  fiscal  reporting. 

This  report  has  been  reviewed  and  discussed  with  the  following  persons : 

Lt.  Gen.  Laurin  L.  Williams,  the  Comptroller  of  the  Army 

Hon.  William  B.  Franke,  Assistant  Secretary  of  the  Navy  (financial  management! 
Hon.  Lyle  S.  Garlock,  Assistant  Secretary  of  the  Air  Force  (financial  manage¬ 
ment) 

Mr.  McNeil.  I  believe  that  report  was  made  as  of  June  30,  1954;  is 
that  correct? 

Mr.  Lipscomb.  No;  June  3'0,  1955. 

Mr.  McNeil.  June  30  of  1955. 

All  right;  well,  the  conditions  were  essentially  the  same.  In  Sep¬ 
tember  1954  Congress  passed  what  I  considered  to  be  a  very  good  piece 
of  legislation.  In  fact,  I  think  it  was  long  overdue.  That  was  defin¬ 
ing  an  obligation,  a  statutory  definition  of  an  obligation. 

There  was  no  question  that  for  years,  decades,  in  fact,  it  had  been 
the  practice  of  many  agencies,  and  I  think  we  did  it  occasionally,  or 
frequently,  recorded  as  an  obligation  an  item  that  was  thought  to  be  a 
“firm”  deal. 

Perhaps  it  did  turn  out  to  be  a  firm  deal  a  month  or  6  months  later, 
when  negotiations  were  finished.  I  don’t  know  that  you  found  many 
phony  things.  However,  at  time,  prior  to  the  completion  of  nego¬ 
tiations  it  was  posted  as  an  obligation.  Actually,  it  may  have  been  a 
directive  to  somebody  to  buy,  say,  100  aircraft  at  an  estimated  price  of 
$1  million  each.  Under  the  new  legislation  passed  in  September,  and 
remember,  this  was  after  the  fact,  the  obligation  was  defined.  We 
are  in  perfect  agreement  that  an  obligation  of  the  United  States  should 
be  specific  in  listing  the  items  and  signed  as  a  firm  deal  between  both 
parties  and  then  become  a  recordable  obliation. 

However,  that  legislation  required  regulations  to  be  issued  in  order 
to  clarify,  because  this  legislation  just  gives  a  broad  statement  of 
requirements. 

We  have  all  kinds  of  transactions  which  have  to  be  further  defined. 
We  submitted  our  draft  of  regulations  to  the  Comptroller  General 
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in  November  of  that  year.  We  got  his  comments,  I  believe,  the  fol¬ 
lowing  March.  I  am  not  critical  of  the  delay  because  there  was  a  lot 
involved  in  the  problem.  They  had  4  or  5  differences.  Those  differ¬ 
ences  took  some  time  to  work  out,  and  they  were  published  in  May  of 
1955.  I  believe  it  was  the  19th  of  May.  In  a  place  the  size  of  this, 
bv  the  time  you  promulgate  the  orders  and  instruct  personnel  as  to 
what  they  mean  you  are  at  the  end  of  the  year.  So  we  have  a  case  where 
the  criteria  for  audit  was  applied,  in  effect,  retroactively.  That  is  the 
story  behind  that  report. 

Mr.  Lipscomb.  This  particular  report  is  based  on  your  last  report 
to  the  Comptroller  General  made  January  31,  1956? 

Mr.  McNeil.  That  is  correct. 

Mr.  Lipscomb.  The  only  reason  I  wanted  to  bring  this  up  was  that 
you  were  making  a  point  that  the  Appropriations  Committee  had  been 
given  sufficient  facts  to  adequately  justify  the  budget  which  was  passed, 
and  as  this  report  points  out,  there  were  errors  or  omissions  that 
amounted  to  many  hundreds  of  millions  of  dollars.  Therefore,  when 
you  show  this  committee  $2,113  million,  that  figure  on  its  face,  accord¬ 
ing  to  the  GAO  report,  is  not  actually  correct. 

Mr.  McNeil.  I  don’t  believe  that  is  correct,  sir.  For  example,  if 
you  will  look  at  this  sheet  you  will  note  it  is  the  plan  for  fiscal  year 
1957.  The  report  you  mentioned  was  for  fiscal  year  1955.  If  you  will 
look  to  column  14 - 

Mr.  Lipscomb.  Yes. 

Mr.  McNeil.  It  shows  in  that  column  $200  million  in  the  case  of  the 
Army  and  $3,791  million  for  the  Department  of  Defense. 

Since  the  passage  of  1311,  that  part  of  our  business  which  is  in  the 
negotiation  stage,  is  now  recorded  as  commitments,  not  as  obligations. 

Now,  that  amount  will  show  as  unobligated  where  a  couple  of  years 
ago  a  part  of  that  might  be  shown  as  obligations,  that  is  correct.  I 
think  wliat  we  have  done  here  this  last  year,  and  for  the  next  year — and 
the  principle  is  very  good — is  to  show  the  obligations  which  met  the 
test  of  the  statutory  definition,  and  show  separately  in  a  column  labeled 
“commitments”  business  which  is  directed,  and  is  in  a  motion.  I  think 
the  good  figure  for  the  coming  June  30  is  3.7  billion. 

Mr.  Lipscomb.  Well,  the  legislation  now  pending  before  this  com¬ 
mittee  will  help  get  the  correct  figure  to  the  Congress  in  the  future? 

Mr.  McNeil.  It  won’t  affect  this  problem  at  all,  sir.  I  think  sec¬ 
tion  1311  does  affect  it,  but  going  to  the  accrual  basis  would  not  change 
this. 

Mr.  Lipscomb.  Well,  you  are  going  ahead  with  the  improvements  in 
this  field ;  are  you  not  ? 

Mr.  McNeil.  Y  es,  sir. 

Mr.  Lipscomb.  Because  this  report  to  me  is  quite  critical  of  the 
operation  of  the  Department  of  Defense  up  to  the  issuance  of  this 
report. 

Mr.  McNeil.  In  the  Senate,  the  other  day,  a  representative  of  the 
GAO  stated,  when  asked  by  a  Senator,  whether  the  Department  of  De¬ 
fense  was  making  progress,  replied  that  in  view  of  the  complexity  of  the 
situation  he  thought  the  progress  was  pretty  good.  He  is  sitting  right 
behind  you. 

Now,  I  think  I  would  be  the  last  to  say  that  we  haven’t  had  dust 
under  the  rug  or  over  in  the  corner  under  the  chairs  in  years  past.  I 
would  be  last  to  say  it  is  absolutely  dustless  today,  but  1  would  like  to 
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think  that  the  house  is  getting  pretty  clean.  We  are  ready  for  com¬ 
pany,  so  to  speak.  . 

Mr.  Lipscomb.  My  intent  in  proposing  legislation  of  this  type  is  not 
to  criticize  the  work  that  has  been  done,  because  1  realize  that  the  job 
has  been  enormous.  The  purpose  of  the  legislation  of  this  type  is  to 
give  you  an  added  tool  to  do  a  more  efficient  job,  and  I  believe  you  have 
stated  that  you  feel  that  we  can  do  a  more  efficient  job.  That  is  the 
purpose  of  the  legislation.  And  it  isn't  to  say  that  you  haven’t  made 
improvements,  or  that  you  are  not  trying  to  give  the  ( 'ongress  adequate 
facts;  but  to  date,  the  Congress  needs  more  facts  in  order  to  do  the  job 
that  they  have  to  do. 

Mr.  McNeil.  I  don't  disagree  with  that,  sir.  I  agree  with  the  ac¬ 
crual  principle,  and  I  agree  with  the  cost  basis,  but  I  think  the  require¬ 
ments  for  synchronization  for  budgeting,  accounting,  and  administra¬ 
tion  of  funds  is  an  absolute  must. 

We  come  to  the  next  question,  though,  and  that  is  the  budgeting 
of  accrued  expenditures,  and  how  do  you  handle  the  authority  to  do 
work  to  be  performed  in  the  future  ?  When  you  do  that,  you  get  into 
the  problem  of  providing  some  form  of  authority,  and  when  you  pro¬ 
vide  some  form  of  authority  it  will  have  to  be  shown  in  some  manner 
such  as  pictured  in  this  table. 

The  Chairman.  The  value  of  the  future  authority. 

Mr.  Lipscomb.  With  adequate  background  material. 

Mr.  McNeil.  Absolutely. 

In  the  area  of  operations  and  maintenance,  the  Department  of  De¬ 
fense  is  moving  toward  the  goal  of  budgeting,  controlling,  and  ac¬ 
counting  for  all  controllable  costs  of  each  major  identifiable  activity 
under  one  allotment.  This  requires  improvements  in  appropriation 
and  budget  account  structures — synchronizing  budget,  accounting, 
and  organization  structures — managing  programs  in  simple,  direct 
organizational  channels,  as  well  as  use  of  the  accrual  basis  of  account¬ 
ing,  including  financial  accounting  for  inventories. 

If  I  may,  I  would  like  to  emphasize  the  importance  of  synchron¬ 
izing  budget  and  account  structures— precise  synchronization  within 
one  system— without  the  necessity  for  reconciliations.  The  use  of  the 
accrual  basis  of  budgeting  and  accounting  is  fine,  but  to  be  useful  in 
financial  management,  or  in  budgetary  reviews  by  the  Congress,  it  must 
be  within  the  framework  of  appropriation  and  budget  account  struc¬ 
tures.  Otherwise  there  will  be  two  systems  requiring  complex  and 
difficult  reconciliations. 

The  three  military  departments  are  in  different  stages  of  progress 
in  making  these  improvements.  The  Department  of  the  Army  has 
recently  reached  an  important  milestone  in  this  program,  as  indicated 
in  the  following  excerpt  from  the  report  of  the  House  Appropriations 
Committee  on  the  defense  appropriations  bill  for  the  fiscal  year  1957 
with  respect  to  its  $3  billion  operations  and  maintenance  appropria¬ 
tion: 

The  Department  has  presented  to  the  committee  a  proposed  revision  in  the 
budget,  structure  for  the  “Maintenance  and  operations”  appropriation  to  make 
it  correspond  more  closely  to  the  command-management  system  currently  being 
installed  throughout  the  Army.  This  system  which  will  provide  the  basis  for  a 
cost-of-performanee-type  budget  is  progressing  rapidly  and  it  appears  to  the 
committee  will  make  possible  the  gathering  of  more  accurate  information  on  the 
cost  of  operations  and  closer  financial  control  in  addition  to  giving  the  individ¬ 
ual  commanders  and  their  staffs  greater  authority  and  flexibility  in  conducting 
their  day-to-day  activities  within  the  limitations  imposed  by  actual  cost  factors. 
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If  there  were  time,  other  examples  applying  to  the  Navy  and  Air 
Force  could  be  given. 

In  naming  these  improvements  in  the  financial  system  special  con¬ 
sideration  is  being  given  to  the  combat  and  combat-support  forces 
of  each  service.  The  system  can  and  must  be  simple  for  these  activi¬ 
ties,  as  well  as  fit  into  the  entire  system  in  each  military  department. 

I  might  mention  that  double-entry  bookkeeping  is  appropriate  for 
certain  types  of  installations,  but  it  is  questionable  whether  the 
double-entry  system  is  right  for  an  Army  or  Marine  division  at  the 
38th  parallel  in  Korea,  especially  under  combat  conditions.  Yet  the 
different  methods  applicable  to  different  types  of  activities  must  be 
integrated  into  one  overall  system. 

Nevertheless,  much  remains  to  be  done,  because  of  the  time  it  takes 
in  such  an  immense,  complex,  and  far-flung  establishment  as  the 
Department  of  Defense. 

Because  the  problems  cannot  be  dealt  with  except  in  consideration 
of  every  facet — management  requirements,  programing,  budgeting, 
funding,  property  accounting,  cost  accounting,  and  so  forth,  we  have 
developed  a  complete  plan  for  our  financial  system.  We  would  wel¬ 
come  the  opportunity  to  present  it  to  your  committee,  if  it  can  be 
arranged. 

I  just  mention  that  because  now  or  some  time  later  this  committee 
might  be  interested  in  having  us  present  the  whole  plan  to  them.  It 
takes  an  hour  or  an  hour  and  a  half  to  get  an  idea  of  the  different 
elements  involved,  and  we  would  be  happy  to  do  it  if  you  would  care 
to  arrange  it. 

The  Chairman  of  the  Hoover  Commission  task  force  on  budget  and 
accounting  has  told  you  that  the  Department  of  Defense  has  made 
improvements  in  financial  management,  and  some  of  them  have  been 
mentioned  in  task-force  reports  of  the  Hoover  Commission,  including 
that  on  business  organization,  but  it  apparently  did  not  appreciate  the 
full  magnitude  and  scope  of  the  improvements  and  the  nature  of  the 
complete  system  required. 

The  Department  of  Defense  agrees  with  the  proposal  for  submitting 
cost-based  budgets  to  the  Congress  with  appropriate  requests  just  as 
rapidly  as  it  is  feasible  to  do  so,  considering  not  only  the  rate  of  con¬ 
tinuing  progress  in  installation  of  improved  financial  systems,  but 
also  technical  progress  in  the  development  of  generally  acceptable 
forms  of  budgets  and  reports  for  the  Congress.  This  may  be  done 
without  changing  the  basis  of  appropriations. 

As  stated  by  many  observers,  it  has  been  true  in  the  past  that  inade¬ 
quate  attention  has  been  paid  to  costs  in  the  Federal  Government. 
It,  is  possible  to  budget  for  both  obligations  and  costs  within  the 
present  basis  of  appropriations  in  terms  of  obligational  authority. 

The  cost  basis  of  budgeting  and  accounting  may  be  implemented 
in  different  ways,  as  illustrated  by  practices  approved  by  the  Congress 
for  different  agencies. 

First,  is  the  problem  of  relating  cost-based  budgets  for  operating 
activities  and  the  budgets  for  procurement  of  consumable  inventories. 
Cost-based  budgets  for  operating  activities  must  reflect  the  cost  of 
material  consumed.  But  cost-based  budgets  are  also  required  for  pro¬ 
curement  and  inventories  of  this  materiel  in  advance  of  consumption. 
And  both  types  of  budgets  must  be  related  to  appropriations  and 
funds  made  available  bv  the  Congress. 
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In  the  Department  of  Defense,  consumable  inventories,  or  stocks  on 
hand,  amount  to  more  than  $15  billion,  including  food,  clothing,  spare 
parts,  fuel,  lumber,  medical  supplies,  and  so  on.  Most  of  it  is  centrally 
procured  and  distributed  by  inventory  managers.  Much  of  it  is  even 
chargeable  upon  use  to  different  appropriations,  as  well  as  decen¬ 
tralized  activities,  locally  managed.  There  are  also  large  amounts  of 
sales  to  individuals  and  to  other  services. 

The  Department  of  Defense  has  found  a  valuable  tool  in  the  use 
of  working  capital  funds  to  finance  procurement  of  these  inventories 
and  holding  them  until  sale  or  issue  for  use — conforming  to  the  or¬ 
ganization  needs  in  separate  management  of  inventories  and  con¬ 
sumption.  It  also  means  that  obligations  of  consuming  appropriations 
for  material  costs  are  actually  budgeted  directly  on  the  basis  of  cost. 
These  obligations  equal  costs — no  reconciliations  between  costs,  ac¬ 
crued  expenditures,  and  obligations  are  required  for  inventories,  as  is 
true  in  the  case  of  some  other  agencies  who  do  not  use  these  funds. 
And  yet  the  Congress  actually  exercises  effective  control  over  these 
working  capital  funds  through  the  power  to  appropriate  or  reduce  cap¬ 
ital  requirements  based  upon  the  amounts  justified  for  future  plans— 
separate  actions  which  would  not  be  available  to  the  Congress  if 
budgeting  and  financing  of  inventories  were  combined  with  the  cost 
of  operations  under  the  operating  appropriations.  And  such  com¬ 
bined  budgeting  and  accounting  would  be  quite  complex — especially 
for  laymen. 

By  laymen,  I  mean  generally  the  kind  of  people  we  must  depend 
upon  to  manage  our  business.  Excellent  field  commanders,  ship  com¬ 
manders,  and  aviators — they  are  the  people  we  must  depend  on  to 
run  it.  We  must  have  a  system  they  can  easily  understand  in  order 
to  help  them  manage  the  business. 

Similarly,  the  budgeting,  programing,  and  accounting  for  the  cost 
of  production  of  goods  and  services,  in  other  words,  ship  construction 
and  ship  repair  work,  is  simplified  and  better  management  facilitated, 
by  the  use  of  working  capital  funds  for  financing  defense  industrial- 
type  activities,  which  do  work  for  the  program  managers  in  the  same 
manner  as  though  the  work  were  contracted  for  with  private  industry. 

It  might  be  worthwhile  for  the  committee  to  consider,  through  the 
bill,  the  encouragement  of  the  similar  use  of  working  capital  funds  in 
•other  agencies,  where  appropriate. 

Second,  the  bill  makes  no  specific  mention  of  the  treatment  of  ap¬ 
propriation  reimbursements  or  revenues  under  the  accrued-expenditure 
basis  of  budgeting  and  accounting.  Such  appropriation  reimburse¬ 
ment  or  revenues  may  be  considered  as  deductions  from  costs  or  cost 
offsets  in  determining  net  costs.  Doubtless  it  is  intended  this  to  be 
understood  although  it  would  be  helpful  if  this  were  clarified.  I  only 
bring  up  this  point  because  the  bill  does  not  mention  it  specifically. 

In  the  Department  of  Defense  there  are  large  revenues  of  such  char¬ 
acter  resulting  from  goods  and  services  furnished  by  one  military 
department  to  another,  to  the  mutual  defense  assistance  program,  or 
by  one  activity  to  another,  within  the  Department.  "W  hile  a  great 
deal  of  these  reimbursements  are  to  activities  financed  under  working 
capital  funds,  there  are  many  other  activities  financed  by  allotments 
•of  appropriated  funds  which  also  have  them.  These  transactions 
range  from  overhead  expense  allocations  to  other  benefiting  activities 
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such  as  motor  pool  services  and  utility  charges  to  reimbursement  for 
capital  items  of  material  delivered  from  stock  or  procured  by  one 
agency  for  another.  This  is  related  to  economy  in  single-service 
procurement  assignments,  effective  use  of  stocks  in  long-supply,  and 
cross-serving  to  make  effective  use  of  existing  service  facilities  and 
prevent  establishment  of  duplicate  service  facilities. 

When  applied  to  the  administrative  control  of  appropriated  funds, 
it  is  necessary  to  provide  for  funding  each  activity  for  these  reim¬ 
bursements,  in  order  to  permit  financing  of  operations.  And  when 
appropriations  and  funding  are  upon  an  obligational  basis,  as  at  pres¬ 
ent,  it  is  necessary  to  provide  for  funding  for  such  reimbursements 
upon  the  same  basis  in  order  to  finance  long  lead-time  procurement  and 
research  and  development  work  performed  upon  a  cross-service  basis. 
This  means  anticipation  of  reimbursements  by  procuring  or  perform¬ 
ing  activities,  upon  their  customers  orders,  for  the  procurement  or  per¬ 
formance  lead  time,  which  may  be  beyond  one  fiscal  year  in  many  cases. 

Third,  we  would  like  to  comment,  upon  the  use  of  cost-based  budgets 
and  accrual  accounting,  in  relation  to  budgets  and  reports  based  upon 
obligations  in  the  financial  control  of  programs,  with  particular  refer¬ 
ence  to  the  needs  of  the  Congress,  as  well  as  management  within  the 
executive  branch. 

While  it  is  true  that  the  obligation  basis  of  budgeting  and  report¬ 
ing  is  different  than  the  basis  of  costs  and  accrued  expenditures,  the 
nature  and  extent  of  the  differences  in  various  circumstances  are  not 
fully  understood.  In  general,  the  difference  is  significant  only  in  the 
case  of  long  lead-time  programs.  When  working  capital  funds  are 
used,  as  in  Defense,  for  financing  consumable  inventories,  long  lead- 
time  programs  are  confined  to  capital  expenditures,  like  ships,  air¬ 
craft  and  public  works,  and  to  research  and  development  work. 

In  the  case  of  capital  expenditures,  it  should  be  understood  that 
cost-based  budgets  means  acquisition  costs— not  cost  of  consumption. 
And  in  the  Government,  no  depreciation  costs  on  such  property  ac¬ 
quired  under  appropriated  funds  should  be  budgeted  and  appropri¬ 
ated  also  for  the  activities  which  use  the  property.  The  bill  might  be 
clarified  if  costs  were  so  defined  to  exclude  depreciation  on  facilities 
financed  by  appropriated  funds. 

There  seems  to  have  developed  an  impression  that  the  two  bases  of 
budgeting  and  accounting  for  obligations  and  costs  are  somehow  in 
conflict- — that  you  cannot  have  the  two  at  the  same  time — that  of  the 
two,  the  cost-basis  is  overwhelmingly  the  more  important— that  the 
Congress  and  the  executive  branch  can  do  without  the  obligation  basis. 
To  my  mind,  nothing  could  be  further  from  the  truth.  The  use  of  the 
obligation  basis  is  indispensable,  as  demonstrated  over  the  years,  in 
congressional  control  of  the  purse.  However,  the  same  is  true  with 
respect  to  the  Secretary  of  Defense  or  a  Secretary  of  one  of  the  mili¬ 
tary  departments. 

This  unfavorable  impression  of  the  obligation  basis  seems  to  be 
derived  from  statements  made  by  some  members  of  the  accounting 
profession  who  have  found  the  pattern  of  accounting  in  Government 
different  from  that  area  of  industrial  accounting  to  which  they  are 
accustomed. 

Traditionally,  external  financial  reports  of  private  enterprise  em¬ 
phasize  the  determination  of  periodic  accrued  revenues,  related  ac¬ 
crued  costs,  and  resultant  profits.  Secondarily,  statements  of  finan- 
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cial  condition  show  assets,  liabilities,  and  capital  on  a  related  basis. 
Legal  commitments  for  the  future  delivery  of  goods  and  services  are 
not  generally  reported  because  they  do  not  involve  current  costs  or 
assets  on  hand. 

Yet  for  management  purposes  every  well-managed  industry  has 
supplemental  financial  controls  and  accounts  with  respect  to  its  com¬ 
mitments,  based  upon  its  financial  plans — -for  construction  and  facili¬ 
ties  expansion,  purchases  of  materials  and  supplies  for  production 
and  merchandise  for  resale,  research,  and  development,  advertising 
programs,  and  so  forth.  Not  all  businesses  are  equally  well  managed 
in  this  respect.  And  occasionally,  an  industry  is  found  in  financial 
difficulty  because  of  laxity  in  such  controls. 

Mr.  Fascell.  Can  I  ask  you  a  question?  Is  apportionment  for 
commitments  to  be  obligated  in  this  sheet  you  showed  previously,  is 
that  a  legal  equipment  item  according  to  the  term  you  used? 

Mr.  McNeil.  No;  it  is  an  administrative  procedure  to  control  the 
use  of  the  funds,  because  we  want  to  know  what  they  are  for. 

Mr.  Fascell.  This  is  programing,  then  ? 

Mr.  McNeil.  It  is  more  than  the  planning  stage  of  programs.  It 
is  that  part  of  a  plan  under  which  specific  action  will  be  taken  during 
that  time  period. 

Mr.  Fascell.  Administratively? 

Mr.  McNeil.  Yes.  In  other  words,  the  Air  Force  will  have  specifi¬ 
cally  directed  Wright  Field  to  procure  100  aircraft. 

Mr.  Fascell.  And  it  goes  up  on  the  Board,  but  that  is  not  a  legal 
commitment? 

Mr.  McNeil.  No;  but  in  speaking  of  business  practices  we  find 
in  some  instances  some  business  firms  have  a  pretty  good  idea  of  fu¬ 
ture  obligations  and  commitments.  In  some  instances  they  are  very 
poor.  This  afternoon  I  will  have  to  spend  some  time  on  a  matter 
relating  to  a  company  which  is  in  very  very  bad  shape,  and  it  is  a  big 
one,  but  they  haven't  a  good  idea  how  they  stand  for  the  future,  and 
they  are  in  trouble.  And  that  is  a  case  where  lack  of  attention  to 
future  obligations  and  commitments  creates  a  situation  which  is  just 
as  weak  as  overemphasis  on  that  side  and  lack  of  emphasis  on  the 
cost.  Both,  I  think,  have  to  be  taken  into  consideration. 

Mr.  Henderson.  Mr.  McNeil,  early  in  your  testimony  you  said  you 
were  going  to  define  for  us  what  is  meant  by  “cost  basis.”  Do  you 
still  plan  to  do  that  here? 

Mr.  McNeil.  Well,  I  thought  I  had  a  moment  ago. 

Mr.  Henderson.  That  is  one  of  the  big  problems  that  we  have. 

Mr.  McNeil.  I  can  sum  it  up  in  this  next  paragraph,  and  if  I  don't 
completely  answer  your  question  I  will  attempt  to  then. 

In  the  Federal  Government,  the  Congress  could  not  maintain  finan¬ 
cial  control  over  costs  and  expenditures,  without  controlling  through 
limitation  of  amounts  and  specification  of  purposes,  the  legal  com¬ 
mitments  or  obligations  to  be  incurred  by  the  departments  and  agencies 
for  each  budget  year.  Such  legal  commitments  require  future  expen¬ 
ditures  and  result  in  future  costs.  And  budgeting  upon  the  true  cost 
basis  involves  consideration  of  future,  as  well  as  current,  costs  of  long¬ 
term  projects  to  be  undertaken,  materiel  to  be  contracted  for,  and 
so  forth.  Therefore,  the  accrued-expenditure  basis  of  budgeting  alone 
is  incomplete  cost  budgeting,  because  it  ignores  such  future  costs. 
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Earlier,  I  made  the  point  that  the  accrued-expenditure  basis  of 
budgeting  is  feasible  within  the  obligation  basis. 

The  obligation  basis  is  related  to  the  accrued-expenditure  basis 
through  a  simple  formula,  as  follows: 

Obligations  incurred  equal  accrued  expenditures  plus  the  increase 
in  contracts  and  orders  or  legal  commitments  outstanding  during 
the  period  or  less  a  decrease. 

The  departments  and  agencies  cannot  do  without  budgeting,  con¬ 
trol  and  accounting  for  total  obligations  and  total  costs  of  end  items, 
even  if  it  goes  to  the  basis  of  accrued  expenditures  and  costs  incurred. 

In  the  Department  of  Defense,  billions  of  dollars  are  involved  in 
contracts  and  orders  outstanding  at  any  time  in  procurement  of  air¬ 
craft,  ships,  guided  missiles,  production  equipment,  and  related  items 
and  components;  construction  of  public  works;  research  and  develop¬ 
ment  work,  procurement  of  services  in  overhauling  and  maintenance  of 
aircraft,  ships,  and  similar  items;  and  so  on.  Budgeting,  control,  and 
accounting  for  these  programs  in  terms  of  end-item  and  project  costs 
is  essential.  And  budgeting  for  new  procurement  requirements  each 
year  must  take  into  consideration  materiel  on  order  as  well  as  on 
hand. 

Neither  the  Department  of  Defense  nor  its  contractors  can  operate 
without  congressional  authority  to  undertake  contracts  involving 
future  accrued  expenditures.  In  fact,  section  3679,  Revised  Statutes, 
forbids  contracts  and  orders  to  be  placed  by  any  officer  or  employee 
of  any  agency  except  within  the  amounts  authorized  by  appropriation 
or  other  similar  authority. 

Contract  authority  or  other  forms  of  obligational  authority  by  the 
Congress  are  available  in  lieu  of  appropriation  authority,  but  their 
past  use  has  not  been  considered  by  many,  including,  we  believe,  some 
members  of  the  Appropriations  Committee,  particularly  in  the  House, 
to  have  been  completely  satisfactory. 

At  that  point  I  want  to  state  that  the  application  of  the  accrued 
principle  and  the  provision  of  some  form  of  contract  authority,  will 
not  eliminate  carryover  authorizations.  Nor  will  it  of  itself,  reduce 
them,  in  my  opinion.  If  I  may  refer  to  the  financial  plan  table  under 
Navy  and  look  at  the  shipbuilding  and  conversion  account,  you  can 
identify  it  by  the  figure  903  in  column  2.  That  represents  a  carryover 
of  unobligated  funds.  Congress  is  being  asked  for  $1,480  million 
for  shipbuilding  and  conversion  this  year.  That  $1.48  billion  covers 
a  specific  list  of  ships,  a  specific  list.  That  results  in  the  total  to  be  on 
hand  available  for  obligation  at  the  beginning  of  the  year  in  column  10 
of  $2,405  million, 

Now,  the  value  of  obligations  to  be  placed  next  year  under  that 
shipbuilding  program  is  estimated,  looking  ahead  1  year,  at  about  $1.3 
billion,  and  again  that  is  bv  specific  ships.  It  will  leave  at  the  end 
of  the  year  about  $1,083  million  (column  19)  that  will  appear  un¬ 
obligated  at  the  end  of  the  fiscal  year  1957.  That  figure  represents 
the  cost  of  completion  of  all  of  the  ships  that  Congress  has  authorized 
and  approved  specifically  because  ships  are  not  purchased  like  an 
automobile,  from  a  showroom  floor. 

The  first  year  the  keel  may  be  laid  and  certain  of  the  long-time 
equipment  procured.  The  third  year  you  may  still  be  doing  some¬ 
thing  to  a  big  ship.  In  this  case,  when  the  Congress  approves  a  list 
of  ships  for  shipbuilding  or  conversion,  those  amounts  are  set  up- 
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individually — obligated  as  necessary  during  the  construction  period — 
and  if  there  is  a  change  during  the  course  of  the  period  in  construction 
that  was  mentioned  a  moment  ago,  there  are  changes,  but  they  are  pre¬ 
sented  to  the  committee  for  approval  either  as  to  use  of  the  savings, 
or  as  to  increased  costs. 

In  the  recent  supplemental  request  submitted  about  a  month  ago 
there  was  an  item  of  $27  million,  hast  year  there  had  been  approved 
as  one  of  the  line  items,  three  destroyers.’  They  were  planned  to  carry 
conventional  armament.  They  were  actually  out  under  contract  as 
of  about  early  this  spring.  But  during  the  winter  the  Navy  had 
very  successful  results  from  their  first  operational  use  of  certain  types 
of  guided  missiles.  The  Navy  had  two  choices,  either  to  finish  the 
ships,  then  after  they  were  finiished,  come  back  and  say  they  are  not 
up  to  date,  and  that  they  would  want  to  spend  about  $50  million  or 
$00  million  in  modernizing  these  ships  or  to  come  up  and  propose  to 
change  them  now.  The  decision  was  made  that  the  cheapest  thing  to 
do  was  to  change  them  now.  The  committee  has  approved  the  change 
really  before  they  got  under  construction. 

We  are  going  to  do  an  economical  job.  High  priced,  yes,  but  an 
economical  job.  That  is  how  that  problem  was  handled.  All  I  meant 
was  that  this  carryover  of  appropriations  would  be  identically  the 
same  figure  if  this  authority  had  been  provided  for  under  contract 
authority  and  we  would  have  shown  it  in  about  the  same  way,  although 
we  might  call  it  unobligated  contract  authority.  I  don't  see  where 
a  change  in  the  method  of  providing  advance  authority  would  change 
the  amounts  of  carryover  of  unobligated  authorizations  in  any  way. 

In  the  past  the  use  of  separate  contract  authority  and  appropria¬ 
tions  to  liquidate  that  authority  has  tended  to  result  in  inadequate 
consideration  of  the  impact  of  the  authority  granted  upon  future  years 
appropriations.  Appropriation  authority,  which  includes  the  au¬ 
thority  to  make  payment  as  well  as  obligate,  is  considered  more 
seriously. 

This  tendency  is  illustrated  by  an  action  just  taken  in  one  of  the 
Appropriations  Committees  on  the  civil  public  works  appropriations 
for  the  fiscal  year  1957,  according  to  a  statement  by  the  chairman  on 
the  floor  of  the  House.  Five  million  dollars  was  added  to  this  bill 
in  committee,  without  solicitation  by  the  executive  branch,  to  finance 
accrued  expenditures  for  that  year,  for  a  list  of  projects  for  which 
the  ultimate  cost  may  be  $300  million.  I  merely  mention  this,  because 
it  shows  the  proposed  procedure  has  weaknesses.  It  is  not  a  panacea 
for  all  our  ills.  I  believe  that  illustration  shows  the  weakness  of 
ignoring  or  deemphasizing  obligational  authority  for  the  full  cost 
of  projects  authorized  for  the  future. 

The  Hoover  Commission  Report  on  Budget  and  Accounting  recom¬ 
mended  use  of  contract  authority  for  long  lead-time  programs,  if  its 
recommendation  were  adopted  to  use  the  accrued-expenditure  basis 
of  appropriations.  This  recommendation  appears  in  the  discussion 
preceding  recommendation  No.  7.  Unless  the  report  is  read  very 

carefully,  it  might  be  missed. 

This  kind  of  authority  would  be  required  for  the  Department  ot 
Defense  in  some  form  for  almost  all  appropriation  areas — not  only 
those  which  cover  exclusively  long  lead-time  programs.  Normal 
operating  appropriations  involve  a  mixture  of  long-lead-time  activi- 
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ties  in  some  cases,  and.  in  most  cases  there  are  requirements  for  some 
degree  of  advance  contracting. 

I  am  thinking  in  such  cases  of  where  you  have  the  basic  overhaul 
of  100  aircraft  or  1,000  engines  to  be  carried  on  by  outside  contract. 
If  this  committee  would  be  interested  we  would  be  glad  to  submit  for 
the  record  or  examination  an  outline  plan  for  this  method.  The 
reason  I  bring  this  up,  sir,  is  in  the  companion  bill  on  the  Senate. 
The  bill  leaves  this  somewhat  up  in  the  air  as  to  just  how  this  contract 
authority  would  be  provided,  and  it  would  have  to  be  done  in  some 
fashion.  It  would  help  us  very  much  in  commenting  on  this  section 
of  the  bill  if  that  could  be  outlined,  and  there  was  a  clear  understand¬ 
ing  of  how  it  would  be  provided  and  carried  out,  and  how  it  would 
be  accounted  for. 

That  is  why  I  have  been  stressing  some  of  these  problems  in  the 
last  few  minutes. 

Mr.  Henderson.  Referring  to  Mr.  Rogers’  bill,  do  you  feel  the 
present  method  can  work  without  any  additional  language? 

Mr.  McNeil.  We  would  feel  better  if  either  as  part  of  the  record 
or  part  of  the  committee  report  outlined  the  general  plan  of  how  this 
authority  would  be  provided,  because  it  must  be  provided  in  some 
fashion.  We  are  not  objecting  or  taking  issue  with  the  accrued 
expenditure  principle,  but  I  think  you  have  to  have  the  obligational 
authority  system  and  as  I  mentioned  on  several  occasions,  I  don’t 
think  there  is  any  conflict  between  the  two. 

In  the  past  the  Government  has  emphasized  obligational  control 
and  has  paid  inadequate  attention  to  the  other.  I  think  overemphasis 
on  either  one  would  be  weak. 

Chairman  Dawson.  We  have  just  received  a  quorum  call  so  if  you 
gentlemen  wish  to  answer  the  call  you  may  do  so,  and  return,  because 
I  think  we  should  finish  with  this  witness. 

Mr.  McNeil.  I  would  like  to  touch  on  that  plan  for  just  a  moment. 
In  the  plan  we  submitted  to  Senator  Byrd  in  1953  on  this  subject  of 
appropriating  on  an  expenditure  basis  and  providing  contract  author¬ 
ity  for  lead-time  items,  we  tried  to  make  a  clear-cut  distinction  be¬ 
tween  the  two,  but  also  indicated  how  they  could  be  worked  together. 
We  would  hope  that  there  would  never  be  a  situation  where  you  would 
provide  10  percent  cash  and  balance  in  authority.  That  leads  into 
some  real  weaknesses  and  pitfalls. 

I  think  if  you  ever  go  to  such  a  system  you  should  provide  100 
percent  for  contract  authority,  the  full  cost  of  everything  and  then 
deal  with  the  cash  appropriations  as  a  separate  but  related  transaction. 

Problems  such  as  I  have  been  discussing  were  apparently  foreseen 
by  one  of  the  members  of  this  committee,  the  Honorable  Clarance  J. 
Brown,  who  was  one  of  the  members  of  the  Hoover  Commission. 
In  the  Commission’s  report  he  made  a  separate  statement  with  respect 
to  the  proposal  for  converting  the  appropriation  structure  to  an 
accrued  expenditure  basis.  He  stated : 

This  is  a  radical  departure  from  a  long  standing  fiscal  policy  which  would 
require  widespread  change  in  our  entire  appropriation  process.  I  am,  there¬ 
fore,  unwilling  to  give  it  blanket  endorsement  without  the  benefit  of  further 
study  by  appropriate  committees  of  the  Congress. 

We  do  not  ivish  to  be  understood  as  opposing  the  ultimate  adoption 
of  the  accrued  expenditure  basis  of  appropriations,  if  the  Congress 
desires  it.  We  have  already  indicated  we  believe  the  idea  has  some 
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merit,  although  it  should  be  recognized  that  the  proposal  has  some 
real  weaknesses. 

I  might  mention  that  on  our  own  initiative,  we  began  in  1948  to 
study  the  subject  and  develop  the  problems  involved.  Subsequently, 
in  January  1953  we  developed  an  outline  plan  for  application  of  this 
method  of  appropriation,  as  set  forth  in  a  memorandum  for  Senator 
Byrd.  We  would  be  glad  to  file  a  copy  of  this  outline  plan  with  this 
committeee. 

If  the  Congress  should  decide  to  adopt  the  accrued-expenditure 
basis  of  appropriations,  as  provided  in  H.  R.  11526,  it  is  the  view  of 
the  Department  of  Defense  that  there  should  be  no  question  as  to  the 
authority  of  the  President  to  transmit  budget  estimates  for  authoriza¬ 
tions  to  create  obligations  in  advance  of  appropriations,  and  that  sec¬ 
tion  1  (a)  should  be  amended  to  completely  clarify  this  point  as 
follows : 

At  page  2,  line  9,  change  the  period  to  a  semicolon  and  insert  the 
following : 

Provided,  That  nothing  in  this  subsection  shall  be  construed  to  affect  the 
authority  of  the  President  to  submit  requests  for  authorizations  to  create  obli¬ 
gations  in  advance  of  appropriations. 

In  this  connection,  however,  the  committee  may  wish  to  consider 
the  opinion  of  the  Comptroller  General  of  the  United  States  to  the 
Senate  Committee  on  Government  Operations  where  he  ruled  that 
the  passage  of  this  legislation  in  its  present  form  would  not  affect 
the  existing  authority  of  the  President  to  submit  requests  for  author¬ 
izations  to  create  obligations  in  advance  of  appropriations. 

A  moment  ago  I  stated  the  proposal  for  appropriating  on  the 
accrued-expenditure  basis  had  some  merit  and  some  weaknesses. 

First,  it  should  be  repeated  that  the  use  of  this  basis  of  appropria¬ 
tions  is  not  essential  to  enable  the  use  of  this  basis  of  budgeting  and 
accounting.  The  advantages  of  the  cost  and  accrued-expenditure 
basis  of  budgeting  may  be  and  are  being  obtained  in  any  event.  There¬ 
fore,  let  us  look  at  only  those  additional  advantages  which  are  peculiar 
to  this  basis  of  appropriating  funds. 

Second,  it  should  be  understood  that,  in  the  main,  any  advantages 
would  be  limited  to  those  appropriations  which  finance  long  lead-time 
programs — otherwise  there  is  little  difference  between  obligations  and 
accrued  expenditures,  and  where  operating  budgets  are  submitted 
on  the  basis  of  cost  of  consumption  of  materiel  financed  initially  under 
working-capital  funds,  as  in  the  Department  of  Defense,  this  is  par¬ 
ticularly  true. 

Upon  this  basis,  we  can  see  these  possible  advantage  and  disadvan¬ 
tages  of  the  accrued-expenditure  basis  of  appropriations. 

We  can  see  only  one  positive  advantage.  It  would  permit  better 
understanding  by  many  of  the  Government’s  financial  operations.  Ap¬ 
propriations  would  be  more  in  line  with  estimated  withdrawals  from 
the  Treasury.  While  not  eliminating  the  large  carryovers  of  contract 
or  obligati onal  authority,  covering  contracts  and  orders  for  future 
delivery,  these  credits  would  be  separated  from  cash  appropriation 
balances  and  differently  described  in  terms  of  contract  authority. 

Difficulty  of  estimating  accrued  expenditure  for  long  lead-time  pro¬ 
grams  by  each  fiscal  year  is  a  disadvantage.  It  is  impossible  to  esti- 
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mate  with  a  reasonable  degree  of  accuracy  the  accrued  expenditures 
for  a  given  fiscal  year  contract  by  contract  or  item  by  item.  Overall 
statistical  estimates  must  be  used  for  each  program,  as  a  whole,  and 
this  would  not  provide  a  good  method  of  budget  justification.  The 
operating  problem  resulting  would  require  broadening  the  basis  of 
appropriations  and  using  no-year  appropriations  for  long  lead-time 
programs  in  the  same  manner  as  at  present. 

I  would  also  like  to  say  that  if  you  do  a  decent  job  of  it  you  will 
always  have  an  estimate  far  higher  than  the  amount  needed.  If  you 
examine  any  program  you  will  have  to  examine  it  in  such  a  wav  as  to 
take  care  of  any  possible  requirements  under  the  contract.  But  if 
there  is  a  shortage  of  material,  if  the  design  doesn’t  work  out,'  and  the 
progress  of  the  work  doesn’t  go  on  as  originally  scheduled,  if  these  is  a 
strike  or  bad  weather  or  something  of  that  nature,  you  won’t  spend  it. 

You  can’t  estimate  accurately  in  our  type  of  materiel  item  by  item. 
Overall  statistical  estimates  must  be  used.  One  of  your  problems  is 
this  would  not  provide  a  very  good  method  of  budget  justification, 
although  I  might  say  if  we  take  the  department  as  a  whole,  the  whole 
shipbuilding  program,  or  the  aircraft  program  running  6  or  8  billions 
of  dollars,  we  can  estimate  quite  well  what  it  is  going  to  be  spent  for 
the  program  as  a  whole,  but  not  contract  by  contract,  or  item  by 

item.  . 

Our  estimates  are  much  better  than  would  result  from  a  scientific 
detailed  examination.  As  a  matter  of  fact,  for  several  years  our  esti¬ 
mates  looking  ahead  for  the  Department  as  a  whole  have  been  quite 
accurate,  but  item  by  item,  no.  .  . 

It  could  require  additional  unnecessary  work  in  separate  administra¬ 
tive  funding  for  accrued  expenditures,  as  well  as  obligational  author¬ 
ity,  for  every  long  lead-time  program — with  no  compensating  advan¬ 


tage. 


I  think  that  is  one  of  the  disadvantages  to  us,  that  you  have  to  con¬ 
trol  it  two  ways,  expenditures  and  obligations,  and  we  don’t  see  where 

there  is  compensating  advantage  to  the  Government. 

Separate  contract  authority  might  be  treated  more  lightly  by  the 
Congress  in  the  granting  than  appropriations  which  also  provide  funds 
to  finance  it,  as  previously  explained.  Other  advantages  have  been 
alleged,  which  are  controversial. 

For  instance,  the  statement  has  been  made  that  departments  ancl 
agencies  would  not  rush  to  obligate  unused  funds  near  the  end  of  the 
fiscal  year.  You  can  rush  out  to  obligate  contract  authority  as  easily 
as  you  can  a  cash  appropriation.  This  would  not  be  changed  if  con¬ 
tract  authority  were  used.  This  must  be  controlled  by  other  means 
whether  the  authority  be  in  the  form  of  appropriations  or  contract 
authority,  as  for  example  by  internal  management,  as  well  as  the 
congressional  limitation  presently  exercised,  on  the  proportion  of 
obligations  to  be  placed  in  the  last  2  months  of  the  fiscal  yen  • 

It  would  not  require  Treasury  funding  of  appropriations  way  m 
advance  of  expenditure.  I  want  to  add  that  lias  been  stated,  but  that 
doesn’t  happen  because  Treasury  funding  is  based  on  our  expected 
cash  outflow,  and  not  the  amount  appropriated  by  the  Congress,  so  it 
wouldn’t  affect  debt  management  or  the  Treasury  cash  position,  either 
adversely,  nor  would  it  help  as  far  as  I  can  see.  ^ 

Another  statement:  It  would  result  in  reduction  of  Federal  expend¬ 
itures  because  the  Congress  would  review  long  lead-time  expenditures 
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twice — once  for  obligation,  once  for  expenditure.  Actually  the  results 
might  be  the  reverse  if  too  little  emphasis  were  given  to  granting 
obligational  authority  for  total  costs — as  previously  explained.  The 
Congress  may  review  the  performance  and  status  of  past  programs 
without  changing  the  basis  of  appropriations,  and  if  it  considers  pro¬ 
grams  no  longer  justified,  it  may  rescind  appropriations  even  to  the 
point  of  requiring  contract  terminations  or  cutbacks. 

And  that  has  been  done  by  Congress  on  occasions,  particularly  in 
the  l!)4t>-47  period  in  the  cleanup  after  the  war. 

It  has  been  said  that  it  would  expedite  installation  of  the  accrued- 
expenditure  basis  of  budgeting  for  the  purposes  of  the  Congress  and 
the  President,  as  well  as  the  agencies.  We  believe  this  desirable  change 
would  be  expedited  effectively  by  this  bill,  which  would  be  the 
first  definite  expression  of  congressional  intent,  without  necessarily 
changing  the  basis  of  appropriations. 

Perhaps  in  fairness  to  the  committee  I  should  point  out  that  during 
the  last  week  I  have  received  inquiries  from  industry  expressing  con¬ 
cern  as  to  how  this  proposed  change  in  the  method  of  appropriations 
would  be  made  to  work  in  their  long-term  contracting.  So  far  as  I 
have  been  able  to  ascertain,  no  clear-cut  plan  has  been  outlined  during 
hearings  on  these  bills,  nor  their  companion  bills  in  the  Senate  as  to 
how  this  long  lead-time  authority  would  be  granted  and  administered. 
It  would  cause  some  concern,  although  if  handled  properly  it  could 
probably  be  accomplished. 

For  the  foregoing  reasons,  as  well  as  because  time  will  be  required 
to  complete  the  installation  of  the  cost  and  accrued-expenditure  basis 
of  budgeting  and  accounting,  which  is  a  necessary  preliminary,  and 
to  determine  the  nature  of  all  the  problems  of  this  basis  of  budgeting, 
we  commend  the  provision  in  the  bill  that  if  the  basis  of  appropriation 
is  to  be  changed,  the  President  will  establish  the  particular  appropria¬ 
tions  to  be  changed  and  when. 

I  might  say  it  is  our  conviction  that  the  savings  that  might  result 
from  changes  in  this  bill  would  come  about  largely  from  the  better 
management  of  executive  branch  and  secondly  from  any  accounting 
change.  These  claims  of  $4  billion  just  don’t  make  sense.  Better 
information  does  help  better  management  and  in  that  way  we  can 
get  better  results,  but  it  isn’t  the  mere  changing  of  accounting,  in  my 
opinion. 

The  Chairman.  I  think  at  this  point  we  should  have  a  breathing 
spell  for  about  a  half  an  hour,  because  I  know  the  Congressmen  would 
like  to  ask  you  questions,  and  we  would  like  to  complete  this  hearing 
today. 

(Whereupon,  the  committee  temporarily  recessed  to  answer  the 
quorum  call.) 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  McNeil  had  completed  his  testimony  when  we  took  a  little  recess, 
and  now  if  those  present  have  any  questions  to  ask,  they  may  do  so. 

Mr.  Jonas.  I  think  we  covered  the  point  I  wanted  to  make  about 
1  (c).  I  asked  you  if  we  stop  with  the  word  “responsibility”  on  line 
18,  on  page  3  of  the  Lipscomb  bill,  if  that  would  take  care  of  your 
objections  to  that  section. 

I  think  you  indicated  that  it  was  to  the  last  part  ot  that  section  that 
most  of  your  criticisms  were  directed. 
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Mr.  McNeil.  That  is  correct,  but  as  far  as  the  executive  depart¬ 
ment's  position,  it  could  best  be  expressed  by  the  Bureau  of  Budget  of 
the  Executive  Office  of  the  President,  and  it  might  be  going  a  bit,  be¬ 
yond  the  scope  of  my  responsibility  to  comment  on  that,  but  if  it 
stopped  there  I  think  it  would  be  a  much  better 

Mr  Jonas.  You  were  also  anxious  to  be  assured  that  whatever 
change  is  made  in  section  2  (c)  that  it  not  have  the  indirect  effect  or 
should  not  indirectly  affect  title  I\  of  the  National  Security  Act : 

Mr  McNeil.  That  is  correct,  because  title  I\  of  the  Security  Act 
is  a  much  broader  act  and  in  the  case  of  the  duties  of  the  Comptroller 
provides  for  a  broader  assignment  of  responsibilities. 

Mr.  Jonas.  Do  you  have  any  particular  language  to  suggest  as  to 

how  that  could  be  done  ?  .  ,  .  ,  .  ,  xl 

Mr.  McNeil.  Oh,  I  think  that  the  legislative  history  and  the  state¬ 
ment  of  the  committee  report  is  probably  the  best  way  to  take  care  of  it 
Mr.  Jonas.  And  then  on  page  7  you  stated  that  you  support  the  full 
provisions  of  the  bill  subject  to  2  or  3  qualifications. 

Mr.  McNeil.  That  is  correct.  . 

Mr.  Jonas.  And  they  are  listed  on  page  8.  It  is  sort  of  a  technical 
discussion  of  accounting  procedures,  and  they  are  over  my  head.  I 
don't,  profess  to  know  too  much  about,  it.  I  think  I  got  the  impies- 
sion  from  what  Mr.  McNeil  has  said  that  the  objective  sought  to  be 
obtained  in  these  two  bills  are  certainly  not  objectionable  but  is  not  so_ 
sure  that  comnlete  beneficial  results  that  we  hope  for  will  be  attained. 

Mr.  McNeil.  I  think  the  latter;  I  do  not  believe  the  change  in  the 
method  of  the  budget  would  give  the  benefits  to  Congress  that  may 
have  felt  it  would.  I  am  speaking  of  changes  in  method  of  appro¬ 
priation.  . 

Mr.  Jonas.  I  would  like  to  ask  you  to  comment  briefly,  or  were  you 
planning  to  ask  him  about  that  point  that  you  and  I  discussed,  Mi. 
Pincus? 

Mr.  Pincus.  I  think  you  could  ask  him. 

Mr.  Jonas.  You  commented  in  response,  I  think,  to  a  question  asked 

by  Congressman  Brown  that  you  pretty  well  eliminated  this - 

'  Mr.  McNeil.  June  buying  ? 

Mr.  Jonas.  Yes,  June  buying.  But  how  would  that  be  affected 
if  you  go  to  an  accrual  basis  of  accounting  ? 

Mr.  McNeil.  It  wouldn’t  change  a  bit.  Wouldn’t  improve  it  nor 

hurt  it. 

Mr.  Jonas.  You  don’t  think  so  ? 

Mr.  McNeil.  As  I  have  said  several  times,  there  will  have  to  be 
some  provision  for  contract  authority,  for  aircraft,  ships,  and  every¬ 
thing  we  buy.  That  is  running  at  the,  present  time  about  $13  billion. 
In  addition,' there  is  outside  contracting  for  overhaul  work  and  things 
of  that,  nature,  and  the  purchase  of  the  overhaul  and  other  types  of 
material  would  bring  that  total  close  to  $18  billion,  for  which  contract 
authority  would  have  to  be  provided.  You  can  rush  out  to  buy  in 
June  under  contract  authority  just  as  easily  as  you  can  under  the  pres¬ 
ent  method  of  providing  obligation  authority  through  appro¬ 
priations. 

Mr.  Jonas.  Wouldn’t  you  be  inclined  to  do  that  if  you  were  on  an 

accrual  basis  ?  . 

Mr.  McNeil.  At  the  present  time — I  see  your  point,  and  I  think  it 
is  a  good  one.  I  think  it  would  be  possible — first,  the  June  buying 
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today  is  a  placing  of  contracts  and  not  necessarily  the  paying  out  of 
money,  although  that  eventually  naturally  could  follow.  In  other 
words,  you  can  buy  in  June  for  delivery  1  year  later.  If  money  was 
going  to  die,  people  would  naturally  want  to  write  the  checks  for 
June  30,  which  is  not  the  case  at  the  moment.  I  think  we  have  prac¬ 
tically  cured  that,  to  the  extent  it  existed.  It  did  not,  however,  involve 
rushing  out  to  write  checks  in  that  year,  which  could  be  a  tendency 
under  the  new  proposal. 

Mr.  Lipscomb.  But  under  this  system  of  cost-based  budgets  and 
accrual  accounting,  wouldn’t  you  have  to  show  what  the  program  is  to 
be  in  the  future  and  show  what  those  contracts  are  for?  In  other 
words,  more  performance  data  ? 

Mr.  McNeil.  I  don’t  see  where  it  would  change  the  requirements, 
sir. 

Mr.  Lipscomb.  In  other  words,  if  you  went  out  and  contracted  for 
something  that  you  didn’t  need,  it  would  show  up  on  your  justifications, 
on  your  records  to  the  Appropriations  Committee. 

Mr.  McNeil.  To  the  same  extent  it  does  today  under  our  current 
plans.  To  the  same  extent,  but  no  greater  or  less. 

Mr.  Lipscomb.  Under  your  current  plan  ? 

Mr.  McNeil.  Yes. 

Mr.  Lipscomb.  How  far  has  that  current  plan  progressed  ? 

Mr.  McNeil.  Quite  far.  For  example,  you  might  say  our  business 
is  broken  down  to  two  major  divisions,  each  one  covering  scores  of 
programs.  One,  of  course,  is  the  procurement  of  capital  goods  and 
that  covers  all  the  equipment  as  well  as  construction  and  things  of 
that  sort.  And  the  other,  the  day-to-day  operational  type  of  thing, 
but  that  also  includes  items  that  require  lead  time,  particularly  when 
you  are  going  outside  the  Department  to  have  overhaul  work  and 
things  of  that  nature  done. 

Now,  in  making  up  those  programs  under  obligation  authority  basis, 
what  is  on  hand,  what  is  on  order,  what  funds  are  on  hand  to  buy 
more  of  that  same  type  of  item  are  all  incorporated  before  the  decision 
to  request  funds  on  the  residual  portion  that  you  wish  to  buy.  All 
those  things  were  applied. 

Now,  that  would  be  the  same  under  either  principle.  I  don’t  see 
how  you  can  change  it  much.  Now,  when  you  get  to  the  hundreds 
of  thousands  of  items  which  are  getting  into  the  spare  parts,  and  con¬ 
sumption-type  item,  the  final  decisions  on  budgeting  have  to  be  made 
on  the  basis  of  commodity  classes  and  levels  of  inventory  desired  to 
be  maintained.  The  actual  buying,  of  course,  has  to  deal  with  the 
individual  connecting  rod  of  the  individual  piece  of  gear.  The  actual 
buying  is  controlled  within  a  given  stock  level  of  3  months  or  6  months 
or  whatever  may  be  established  for  that  class  of  material. 

Now,  one  of  the  points  that  we  feel  our  present  system  has  that  is 
far  better  for  Congress,  far  better  for  the  Secretary  of  Defense,  than 
some  other  approaches  to  the  accrual  system  is  this :  That  when  we 
put  our  material  into  what  we  call  a  stock  fund,  when  it  is  revolving 
fund  type  of  merchandise,  nothing  can  be  taken  off  the  shelf  unless 
Congress  has  provided  in  a  current  budget  money  for  that  consump¬ 
tion.  We  escape  one  of  the  problems  we  have  had  in  the  military, 
and  that  is  sending  requisitions  over  to  the  depot,  using  the  material 
and  even  though  they  record  it,  find  that  you  have  to  buy  more  the 


160 


BUDGET  AX D  ACCOUNTING 


next  year.  And  under  the  stock  fund  principle,  nothing  can  be  taken 
off  the  shelf  unless  it  is  charged  to  a  current  appropriation  and  that 
would  be  true  whether  under  accrued  expenditures  or  under  the  pres¬ 
ent  basis  as  we  would  operate. 

Mr.  Lipscomb.  Mr.  Chairman,  I  would  like  to  read  something  into 
the  record  and  ask  Mr.  McNeil  to  comment  on  it.  It  is  from  page 
5  of  a  report  to  the  House  Committee  on  Appropriations  of  significant 
findings  developed  by  the  General  Accounting  Office  as  of  December 
of  1955. 

It  says : 

*  *  *  While  there  is  a  noticeably  growing  appreciation  of  the  need  for  correl¬ 
ating  the  programing,  budgeting,  accounting  and  reporting  functions  to  replace 
the  present  unrelated  systems,  most  of  the  unsatisfactory  basic  weaknesses  in 
department  wide  financial  management,  discussed  in  the  prior  report  of  signifi¬ 
cant  findings,  still  exist.  Integration  of  top-level  planning  of  programs  with  the 
preparation  of  budget  presentation  data  is  still  inadequate ;  disclosure  of  the  long- 
range  as  well  as  the  budget  year  costs  of  programs  in  budget  data  is  still  neces¬ 
sary  ;  some  improvements  have  been  made  in  eliminating  excessive  fund  control 
through  the  overuse  of  the  allotment  device,  but  only  to  a  limited  extent;  and 
the  development  of  a,  single  integrated  accounting  system  incorporating  appro¬ 
priation,  funds,  cost  and  property  accounting  is  still  far  from  a  reality  in  most 
areas  of  activities.  Until  financial  management  in  the  Department  of  Defense 
is  related  to  the  control  of  program  objectives  in  terms  of  their  costs  rather  than 
to  the  principle  of  control  of  individual  transactions  through  the  funding  proc¬ 
esses,  the  development  of  adequate  and  interrelated  budgeting,  accounting  and 
reporting  systems  will  be  incomplete  *  *  *. 

Mr.  McNeil.  Yes ;  I  would  like  to  comment  on  that,  sir.  And  it 
touches  on  one  feature  that  you  have.  I  think,  very  properly  included 
in  your  proposed  bill.  The  development  of  an  accounting  system  for  a 
post,  camp,  or  station  or  segment  of  our  operation  which  disregards 
the  source  of  the  funds  is  not  a  system  which  will  ever  give  a  Secretary 
of  a  military  department  or  Secretary  of  Defense  or  the  Congress 
meaningful  information.  Because  the  reconciliation  would  be  so  in¬ 
volved,  we  never  would  get  through  it. 

Before  I  came  up  here  this  morning,  sir,  from  8  :  30  until  about  9  :  45 
I  met  with  the  Senate  leaders.  We  had  a  problem  that  required  re¬ 
conciliation,  which  could  not  be  explained  without  a  technical  dis¬ 
cussion.  I  asked  that  the  administrative  assistance  of  one  of  the 
Senators  come  down  because  it  would  take  perhaps  4  hours  on  one 
single  problem  to  trace  through  the  reconciliation.  That  is  what  is 
involved  if  we  disregard  the  budget  classification  or  source  of  funds 
when  accounting  at  a  post,  camp,  or  station.  In  your  bill  you  have 
made  a  very  excellent  point  under  section  2  (a),  a  requirement  for 
achieving  insofar  as  possible  consistency  in  accounting  and  budget 
classification  and  synchronization  between  budget  and  classification 
and  organization  structure.  That  is  one  of  the  finest  sentences  I  have 
seen  anywhere,  because  what  that  means  to  me  is  that  the  way  Congress 
appropriates  the  money,  that  is  the  budget  structure  that  is  presented, 
the  administration  of  the  funds  within  the  Department  following  that, 
and  the  reporting  back  are  all  in  the  same  wavelength.  I  assume 
that  is  the  intent  of  that  provision  and  it  is  excellent  and  it  is  the  key 
to  this  whole  problem. 

Many  of  the  systems  proposed  in  the  past  by  advisers  to  Army, 
Navy,  and  Air  Force  have  proposed  accrued  accounting — with  which 
we  agree — with,  however,  a  system  which  is  independent  of  the  source 
of  the  funds. 
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Now,  if  we  can  get  to  a  point— referring  to  the  report  of  the  House 
committee  where  the  House  committee  approved  a  new  Army  con¬ 
struction  for  maintenance — the  first  time  in  their  history  that  the 
Army  has  had  its  appropriation  in  such  a  fashion  that  one  allot¬ 
ment  can  be  issued  to  a  field  installation  to  carry  out  an  identifiable 
function,  which  means,  then,  if  accrued  accounting  is  used  under  an 
allocation  of  funds  from  that  particular  budget  account  the  report 
back  can  be  meaningful,  without  reconciliation.  That  is  the  goal 
we  are  striving  for.  Are  we  taking  time  to  do  it?  Yes.  Because  as 
I  said  earlier  in  many  instances  this  is  an  organizational  problem 
as  well  as  an  accounting  problem,  as  well  as  a  budget  problem. 

On  page  11  of  my  statement  I  quoted  from  the  House  report  where 
the  House  had  approved  for  the  1958  budget  a  new  Army  budget 
structure,  and  what  I  think  is  almost  an  ideal  structure,  which 
definitely  meets  the  requirement  under  3  (b),  synchronization  be¬ 
tween  accounting  budget  and  organization  structure.  That  is  what 
we  are  striving  for.  Anything  less  than  that  is  not  going  to  give  us 
the  answer  in  my  opinion. 

But  remember,  just  installing  an  accounting  system  which  doesn’t 
match  with  the  source  of  funds  is  not  a  good  answer.  In  the  past, 
as  I  mentioned  earlier  in  the  hearing,  our  appropriation  structure 
was  a  mixture  until  recently  of  organization  of  function  and  objects 
of  expenditures,  money  appropriated  for  postage  and  for  travel  and 
elements  of  expenditure  worldwide.  Translate  that  through  any  type 
of  administration  of  funds  from  Congress  to  the  field  and  there  will 
have  to  be  some  mechanism  to  report  back  by  those  same  accounts  as 
appropriated  and  that  is  proper.  But  that  isn’t  the  way  the  business 
is  run. 

So,  by  having  the  single  source  of  funds  to  get  a  job  done  in  the 
field,  using  the  accrual  method  of  accounting,  tying  into  the  organi¬ 
zational  structure,  the  money  goes  down  and  reports  come  back,  and 
makes  for  a  complete  system. 

Now,  I  want  to  mention  one  other  thing  at  this  time  in  that  con¬ 
nection.  One  reason  we  believe  that  the  revolving  fund  principle  car¬ 
rying  the  inventory  of  consumption  material  is  vital  to  us  is  that 
instantly  something  is  issued  for  use  it  becomes  a  charge  at  that 
moment.  If  something  becomes  a  charge  instantly  it  is  used,  and 
obviously  it  accomplishes  the  accrual  purpose. 

Mr.  Lipscomb.  Aren’t  you  using  the  accrual  system  in  your  re¬ 
volving  funds  ? 

Mr.  McNeil.  Yes,  definitely. 

Mr.  Lipscomb.  What  objection  is  there  to  it  then,  and  I  am  talking 
about  H.  R,  11526,  in  putting  it  into  legislative  accounting  affecting  the 
whole  Government  ? 

Mr.  McNeil.  I  believe  I  stated  we  supported  that.  We  said  that  in 
the  opening  statement. 

Mr.  Lipscomb.  By  putting  it  in  this  bill  it  causes  you  no  problems  ? 

Mr.  McNeil.  No,  indeed. 

Mr.  Lipscomb.  I  got  the  impression  that  you  were  throwing  up  an 
objection  to  it. 

Mr.  McNeil.  Oh,  no.  Before  you  left,  just  before  the  recess,  I  rather 
get  the  impression  or  thought  you  might  have  that  impression.  That 
is  entirely  wrong.  If  you  will  look  at  the  opening  statement,  I  said  as 
to  1,  2,  3,  and  4,  we  agree  provided  certain  things  were  understood. 
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Mr.  Lipscomb.  Well,  on  page  7,  you  say  that,  the  Department  of 
Defense  supports  these  provisions,  four  provisions,  and  then  on  page  21 
you  have  offered  all  these  objections. 

Mr.  McNeil.  That  is  only  as  to  point  5,  sir. 

Mr.  Lipscomb.  You  say  you  do  not  want  to  be  understood  as  op¬ 
posing  the  adoption  of  the  accrued-expenditure  basis  if  the  Congress 
wants  it  ? 

Mr.  McNeil.  I  think  there  are  two  separate  things  there.  First, 
there  are  5  points,  as  we  see  it,  in  this  bill ;  the  first.  4  I  said  we  sup¬ 
ported.  It  was  the  fifth  point  on  which  I  was  raising  questions  and 
trying  to  point  the  advantages  and  disadvantages.  That  was  the 
only  one  that  I  was  discussing  here  in  the  last  pages.  The  first  four 
are  O.  K.  if  certain  things  were  understood.  In  the  case  of  the  last 
one  I  was  trying  to  point  out  the  advantages  and  disadvantages ;  be¬ 
cause  I  don’t  believe  the  advantages  of  this  fifth  point  that  is  in 
the  bill — changing  the  method  of  appropriating — will  give  Congress, 
nor  the  Department,  what  some  people  have  thought  it  would. 

That  is  the  point  I  was  trying  to  make  in  the  latter  pages. 

Chairman  Dawson.  That  doesn’t  appear  in  your  bill  ? 

Mr.  Lipscomb.  No. 

Mr.  McNeil.  It  does  in  the  second  bill. 

Mr.  Lipscomb.  Do  I  get  the  impression  that  with  certain  deletions 
you  perhaps,  the  Department  of  Defense,  could  support  H.  R.  9402 
more  than  H.  R.  11526  ? 

Mr.  McNeil.  I  think  H.  R.  9402,  which  I  commented  on  first,  I 
think  that  the  general  pattern  that  you  were  setting  was  very  good. 
I  raised  the  question  of  whether  you  wanted  legislation  on  a  couple 
of  instances.  I  raised  the  question  of  establishing  comptrollers  with 
broader  functions.  I  said  we  have  done  it  ourselves,  is  in  law,  and 
we  believed  in  it  and  don’t  want  to  see  it  disturbed.  As  to  the  four  pro¬ 
visions  which  are  in  9402,  and  also  in  the  second  bill,  we  support  them. 

As  to  the  fifth  provision  in  the  second  bill - 

Mr.  Lipscomb.  Would  you  specifically  point  to  that  fifth  provision  in 
the  second  bill  ? 

Mr.  McNeil.  The  fifth  provision  is  the  one  I  was  discussing  its  ad¬ 
vantages  and  disadvantages.  That  is  on  page  2,  I  believe,  lines  6  and 
7.  It  is  the  change  in  the  method  of  appropriating. 

Now,  as  I  mentioned  during  the  discussion  on  2  or  3  occasions,  we 
believe  in  the  accrual  method  of  budgeting  and  accounting.  We  do 
believe  in  it.  We  are  putting  it  in  whether  you  require  or  not,  and  if 
you  want  to  include  it  in  your  bill  it  is  fine  with  us  because  it  might 
help  us  get  along  faster,  so  we  certainly  don’t  object  to  that.  We 
support  it.  The  real  question  is,  should  the  Congress,  and  we  are 
trying  to  comment  on  the  advantages  and  disadvantages,  should  the 
Congress  change  its  method  of  appropriating  to  one  of  appropriating 
money  each  year  for  expenditures  and  call  for  some  other  method 
which  hasn  t  yet  been  defined  to  provide  us  our  method  of  obligation 
authority  to  place  contracts.  That  is  the  one  which  we  are  trying  to 
point  out  the  advantages  and  disadvantages. 

Mr.  Lipscomb.  As  pointed  out  in  Mr.  Rogers’  bill,  it  is  stated  that 
it  should  be  utilized  to  the  maximum  extent  deemed  desirable  and 
practicable  by  the  President  ? 

Mr.  McNeil.  That  is  correct. 

Mr.  Lipscomb.  That  leaves  it  rather  flexible. 
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Mr.  McNeil.  It  does,  and  I  later  said  that  that  part  of  the  bill  is 
fine.  But  I  also  point  out  some  things  that,  the  views  of  the  House 
committee  on  this  subject,  where  they  hadn’t  found  this  workable, 
and  I  was  trying  to  present  to  this  committee,  as  I  mentioned  before, 
the  pros  and  cons,  the  advtantages  and  disadvantages  of  that  fifth  pro¬ 
vision  in  the  second  bill. 

Mr.  Lipscomb.  I  think  I  have  one  more  question. 

Mr.  McNeil.  You  see,  this  system,  if  you  carry  material  in  a 
suspense  account,  such  as  stock  fund,  at  a  post,  camp,  or  station,  the 
charge  is  made  at  the  time  of  issue — in  essence  a  phase  of  accx  ual  ac¬ 
counting.  The  accrual  basis  is  essentially  what  you  have  spent,  plus 
your  unpaid  bills,  unpaid  labor  to  the  end  of  the  period.  That  is 
the  net  result  of  it  if  you  don’t  go  into  the  depreciation  and  those 
things.  With  the  stock  fund  principle  which  we  have  today  over  $9 
billion  in  inventory,  every  bit  of  material  issued  is  a  direct  charge 
and  therefore  there  are  no  unpaid  bills  for  material.  It  amounts  there¬ 
fore  to  the  extent  of  unpaid  labor  bills  at  the  end  of  the  month  which 
have  to  be  distributed  by  expense  accounts  to  get  a  complete  picture 
of  what  has  been  consumed  by  that  operation. 

Mr.  Lipscomb.  If  you  get  all  these  accounts  in  operating  order,  it 
that  date  comes  up,  you  could  put  out  any  type  of  information  you 
wanted  to,  actually? 

Mr.  McNeil.  Yes.  1  ,  , 

Mr.  Lipscomb.  If  the  President  wanted  an  accrual-based  budget, 
you  could  pull  out  any  kind  of  a  figure  that  was  lequested  if  you  had 
the  right  records  to  go  by  ? 

Mr.  McNeil.  That  is  correct.  So,  as  I  say,  the  real  question  we 
raise  with  this  might  be  that  I  think  it  needs  considerable  study  and 
that  is  the  change  in  the  method  of  appropriation.  Accrued  account¬ 
ing  we  don’t  object  to,  we  are  striving  for  it  every  day  and  this  may 
even  help  us  get  there  faster,  so  we  won’t  object  to  that  feature  at  all. 

Mr.  Lipscomb.  In  answer  to  a  question  by  Mr.  Jonas,  you  men¬ 
tioned  about  taking  out  some  language  perhaps  in  section  1  (c),  start¬ 
ing  at  line  18.  Now,  on  page  4  of  the  bill  it  says : 

No  such  person  shall  be  assigned  to  any  department  or  establishment  for  more 
than  2  consecutive  years. 


Do  you  have  any  comment  on  whether  that  could  be  left  in  or  modi¬ 
fied  in  some  way  and  still  follow  the  intent? 

Mr  McNeil!  Well,  I  believe  the  Bureau  of  the  Budget  would  be 
better  able  to  evaluate  whether  they  think  their  people,  if  reasonably 
experienced,  could  give  them  a  better  job  than  one  who  was  rather 
new.  I  believe  in  the  case  of  the  Department  of  Defense  that  there 
are  people  who  have  been  on  the  job  a  considerable  period  of  time  and 
are  more  helpful  to  them  than  would  be  someone  relatively  new,  be¬ 
cause  this  gets  into  something  for  more  than  accounting.  It  gets  into 
knowledge  of  the  program.  An  example  is  the  aircraft  program, 
which  is  a  bit  involved,  because  in  the  Air  Force  and  Navy  there  will 
be  probably  35  to  40  models  under  procurement  at  one  time.  J  ou  will 
use  different  engines,  different  fire  control.  It  is  awfully  difficult,  tor 
someone  who  hasn’t  lived  with  the  aircraft  program  to  know  the  his¬ 
tory  of  the  J-64  or  J-57  engine,  capabilities  of  this  aircraft,  the  de¬ 
cree  of  the  modernization  and  understand  the  translation  from  fleet  or 
wing  requirements  into  the  number  of  aircraft.  It  is  not  something 
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you  pick  up  overnight,  and  it  is  that  type  of  background  that  is  help¬ 
ful.  I  have  to  have  people  in  my  own  shop  with  proper  background. 
For  the  first  6  months  we  don’t  expect  anything  constructive  from 
them. 

Mr.  Lipscomb.  You  have  a  problem  with  relation  to  military  person¬ 
nel  that  you  put  in  comptrollership  functions  ? 

Mr.  McNeil.  In  my  own  shop,  I  have  less  than  5  percent  military. 
Mr.  Lipscomb.  In  your  statement,  I  believe  you  said  that  two  of 
your - 

Mr.  McNeil.  Well,  I  meant  in  the  Department  of  Defense.  Now, 
in  the  Navy — Admiral  Smith,  what  was  the  percentage  in  the  comp¬ 
troller  shop  ? 

Admiral  Smith.  Except  for  myself  and  the  Assistant  Comptroller 
for  the  budget,  they  are  all  civilian  personnel. 

Mr.  McNeil.  In  the  Air  Force  I  would  guess  that  the - 

Admiral  Smith.  There  are  staff  officers,  but  the  records  of  the  staff 
are  pretty  largely  civilian. 

Mr.  McNeil,  in  the  Army,  I  believe  it  must  run — what  would  you 
say?  Fifty-fifty  or  forty-sixty?  Something  like  that.  So,  these 
aren't  completely  military-manned  shops  although  there  are  military 
people  in  them. 

Mr.  Lipscomb.  You  are  saying  in  two  cases  the  Comptroller,  lieuten¬ 
ant  general  in  each  case,  reports  concurrently  to  the  Assistant  Secre¬ 
tary  and  the  Chief  of  Staff.  Now,  they  are  on  rotation,  are  they  not? 

Mr.  McNeil.  Yes;  they  are.  However,  their  staffs  are  quite  stable. 
The  civilian  part  of  their  staff  is  quite  stable.  Military  has  some  ro¬ 
tation.  I  hey  have  to  rotate  about  every  3  years.  In  the  case  of  the 
Air  Force  Comptroller,  at  the  moment,  this  is  I  believe,  his  third  tour 
on  this  general  assignment.  He  has  had  two  field  tours  in  between, 
but  he  has  stayed  in  this  line  of  business  at  a  major  command,  so  he 
hasn  t  gotten  away  from  this  end  of  the  business. 

In  the  Navy,  the  Assistant  Secretary  for  Financial  Management  is 
also  designated  as  the  Comptroller.  Admiral  Smith  reports  to  him. 
Their  staff  is  largely  civilian  although  there  are  some  military  there. 
V\  e  try  to  prevent  bureaucracy  and  still  keep  some  stability  in  the  work- 
lng  foice.  In  the  Office  of  the  Secretary  of  Defense,  less  than  5  percent 
of  my  people  are  military.  Practically  all,  however,  had  military 
experience  in  the  Reserve. 

Mr.  Lipscomb.  Do  you  feel  that  it  may  have  been  possible,  for  in¬ 
stance,  m  the  procurement  of  those  military  aircraft  engines  that  if 
there  had  been  a  new  face  from  the  Bureau  of  the  Budget  in  the 
Department  of  Defense,  he  might  have  taken  a  longer  look  at  that 
procurement,  or  the  continuing  of  that  program  ?  Do  you  think  that 
would  have  been  of  help  ? 

Mi.  McNeil.  Oh,  it  could  have  been,  but  I  think  you  get  a  measure 
of  that,  sir,  m  the  fact  that  I  believe  the  Bureau  of  the  Budget’s  staff 
is  about  17  on  this  program.  And  there  are  changes  in  that  staff 
fiom  time  to  time  so  it  is  not  a  sterile  group  and  the  same  way  with 
my  staff.  J 

.  a  111  at  ter  of  fact,  I  have  lost  2  of  my  good  people  to  substantial 
size  companies,  and  1  became  the  assistant  to  the  president  recently 
so  I  have  turnover  mysel  f.  I  don’t  pay  them  enough,  I  guess. 

Mi.  Lipscomb.  The  Department  of  Defense  is  giving  'wholehearted 
support  to  these  bills  ? 
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Mr.  McNeil.  Yes;  except  the  one  provision  as  to  change  in  appro¬ 
priations  and  the  clarifying  provisions  mentioned.  May  I  go  off 
the  record  ? 

The  Chairman.  Off  the  record. 

( Off-the-record  discussion. ) 

The  Chairman.  On  the  record. 

Mr.  McNeil,  I  wish  to  thank  you  very  much.  You  have  been  a  great 
help  to  us.  We  promised  to  have  Mr.  Rappaport  out  of  here  by  2 
o’clock,  so  we  will  go  forward. 

Mr.  McNeil.  Thank  you  very  much. 

The  Chairman.  Thank  you.  I  want  to  say  that  we  are  deeply 
appreciative  of  the  service  you  have  rendered. 

FURTHER  STATEMENT  OF  PERCY  RAPPAPORT,  ASSISTANT 
DIRECTOR,  BUREAU  OF  THE  BUDGET 


Mr.  Rappaport.  Mr.  Chairman,  would  you  want  me  to  read  this  short 
paper  that  I  have  here?  It  covers  five  pages,  or  would  you  prefer 
that  I  summarize  it? 

(The  statement  of  Percy  Rappaport,  Assistant  Director  ot  the 
Bureau  of  the  Budget,  is  as  follows :) 


Statement  of  Percy  Rappaport,  Assistant  Director,  Bureau  of  the  Budget 


Mr.  Chairman  and  members  of  the  committee,  I  appreciate  the  opportunity  to 
appear  before  this  committee  today  to  discuss  H.  R.  11526,  a  bill  to  improve 
governmental  budgeting  and  accounting  methods  and  procedures,  and  for  other 
purposes.  This  bill  would  implement  the  major  Hoover  Commission  budget  and 
accounting  recommendations,  covering  those  proposals  on  which  legislation  eithei 
is  required  or  would  be  desirable  to  indicate  congressional  intent.  An  exchange 
of  correspondence  with  the  President,  released  on  April  29,  1956,  reflected  execu¬ 
tive  branch  agreement  with  the  objective  of  the  Hoover  Commsison  recommenda¬ 
tions  in  this  field  and  expressed  the  President’s  desire  to  cooperate  closely  with 
the  Congress  in  putting  into  effect  those  proposals  that  are  of  mutual  interest  to 

the  legislative  and  executive  branches.  _  ,  ,  , .  .  , 

Section  1  (a)  of  this  bill  amends  section  201  of  the  Budget  and  Accounting  Act, 
1921  and  adds  three  new  subsections:  201  (b),  201  (c),  and  201  (d). 

The  new  subsection  201  (b)  would  give  effect  to  Hoover  Commisison  recom¬ 
mendation  No.  7.  It  provides  that  appropriations  be  determined  on  an  annual 
accrued  expenditure  basis  to  the  maximum  extent  deemed  desirable  and  prac¬ 
ticable  by  the  President.  Appropriations  on  this  basis  would  cover  goods  and 
services  to  be  received  in  a  fiscal  year  and  would  also  include  amounts  necessary 
for  advance  payments,  progress  payments,  and  such  other  payments  as  are 


authorized  to  be  made  in  such  fiscal  year.  . 

We  can  see  many  advantages  in  this  proposed  change  to  both  the  legislative 
and  executive  branches.  We  believe  that  appropriations  on  the  accrued  expendi¬ 
ture  basis  would  be  a  means  for  promoting  more  cost  consciousness  and  tor 
focusing  attention  more  clearly  on  the  work  to  be  done  in  the  budget  yeai  and 
the  cost  of  that  work.  It  would  take  into  consideration  the  changes  in  inven¬ 
tory  levels  and  other  resources  between  the  beginning  and  end  of  the  year. 

This  is  not,  however,  necessarily  linked  with  the  other  proposals  in  the  Hoover 
Commission  report  for  improved  budgeting  on  an  accrued  cost  basis.  There  is 
more  difference  of  opinion  on  this  proposal  than  the  others.  Therefore,  while 
we  urge  that  the  Congress  adopt  the  accrued  expenditure  basis  for  appropria¬ 
tions  as  an  objective,  we  welcome  the  flexibility  allowed  in  the  lull  which  will 
enable  it  to  be  implemented  in  an  evolutionary  manner  over  a  considerable 

period  of  time.  , 

In  addition  to  appropriations  on  the  accrued  expenditure  basis,  it  will  oe 
necessarv  for  the  Congress  to  provide  authorizations  to  create  obligations  in 
advance  of  appropriations  where  lead  time  is  such  that  it  is  necessary  to  award 
contracts  and  issue  orders  in  the  budget  year  for  the  delivery  of  goods  and 
services  in  the  subsequent  year  or  years.  Such  authorizations  will  be  particu- 
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larl.y  needed  for  programs  dealing  with  construction,  procurement  and  produc¬ 
tion,  and  research  and  development.  Funds  would  be  requested  to  cover  pay¬ 
ment  of  obligations  insurred  against  such  authorizations  in  the  year  in  which 
the  goods  and  services  are  to  be  received,  as  part  of  the  accrued  expenditure 
appropriations  for  that  year.  This  would  not  be  put  into  effect,  however,  until 
after  the  agency  accounts  have  been  placed  on  an  accrued  expenditure  basis. 
It  will,  therefore,  not  be  operated  the  same  as  the  contract  authority  during  and 
immediately  after  World  War  II,  since  full  cost  estimates  will  be  available.  The 
authority  to  create  obligations  in  advance  of  appropriations  when  authorized 
by  Congress  is  now  contained  in  section  2  of  the  Budget  and  Accounting  Act, 
1921,  as  amended,  which  includes  the  following:  “The  term  ‘appropriations’ 
includes,  in  appropriate  context,  funds  and  authorizations  to  create  obligations 
by  contract  in  advance  of  appropriations,  or  any  other  authority  making  funds 
available  for  obligation  or  expenditure.”  However,  for  the  purpose  of  clarifica¬ 
tion,  the  committe  may  wish  to  deal  with  the  points  discussed  above  in  its  report 
on  the  bill. 

The  new  subsection  201  (b)  provides  that  certain  types  of  appropriations  are 
not  subject  to  the  accrued  expenditure  basis.  Such  appropriations  generally 
cover  payments  which,  by  reason  of  law,  are  required  to  be  made,  or  additions 
to  working  capital  or  revolving  funds. 

The  new  subsection  201  (c)  provides  desirable  flexibility  for  the  transition 
to  the  accrued  expenditure  basis  of  appropriations.  In  some  cases  a  consider¬ 
able  period  of  time  may  be  necessary  to  bring  about  the  needed  changes  in  the 
budget  and  accounting  practices  in  the  agencies. 

We  are  also  in  agreement  with  the  new  subsection  201  (d),  which  provides 
that  at  the  end  of  each  fiscal  year,  for  appropriations  made  on  an  accrued 
expenditure  basis,  the  difference  between  the  actual  accrued  expenditures  for 
the  year  and  the  amount  of  the  appropriation  would  lapse,  and  the  amount, 
if  any,  representing  accounts  payable  would  be  merged  with  the  appropriation 
or  funds  for  the  same  general  purpose  for  the  ensuing  fiscal  year  and  constitute 
a  single  account. 

Section  1  (b)  would  implement  recommendations  Nos.  3  and  6  of  the  Hoover 
Commission  report  on  budget  and  accounting.  It  provides  that  requests  of  the 
departments  and  establishments  for  appropriations  shall,  in  such  manner  and 
at  such  times  as  may  be  determined  by  the  President,  be  developed  from  cost- 
based  budgets.  It  also  requires  the  use  of  cost-based  budgets  within  the  agencies 
for  management  purposes.  We  are  in  full  accord  with  these  provisions.  At 
the  present  time  4  appropriations  are  included  in  the  President’s  budget  on  a 
cost  basis  and  in  37  other  cases  cost-based  budgets  are  presented  in  the  budget 
justification  material  and  used  in  our  examination  of  budget  requests.  In  such 
cases  costs  are  reconciled  to  total  obligations  under  the  present  method  of 
appropriating. 

Section  2  (a)  of  the  bill  would  give  effect  to  Hoover  Commission  recommenda¬ 
tion  No.  5.  This  requires  consistency  on  accounting  and  budget  classifications, 
and  synchronization  between  budget  and  accounting  classifications  and  organ¬ 
ization  structure  to  the  extent  practicable,  and  calls  for  supporting  informa¬ 
tion  on  costs  and  performance  of  organization  units.  We  have  been  working 
toward  these  objectives  under  the  joint  accounting  program.  Common  classi¬ 
fications  are  essential  for  an  effective  budget  and  accounting  system,  and  per¬ 
formance  information  for  organization  units  provides  a  well-rounded  budget 
presentation. 

Section  2  (b)  would  require  agency  use  of  accrual  accounting  systems  that 
incorporate  adequate  monetary  property  accounts.  This  would  give  effect  to 
Hoover  Commission  recommendations  Nos.  14  and  16.  This  has  been  a  major 
objective  of  the  joint  accounting  program,  but  considerable  work  remains  to 
be  done.  Such  systems  will  serve  management  more  effectively  and  are  neces¬ 
sary  to  the  use  of  cost  budgeting. 

Section  2  (c)  is  necessary  in  the  framework  of  existing  legislation  in  order  to 
make  the  new  section  113  (c)  on  accrual  accounting  applicable  to  the  Post  Office 
Department. 

Section  3,  the  last  section  of  the  bill,  covers  Hoover  Commission  recommenda¬ 
tion  No.  13.  This  provides  the  desirable  objective  of  simplifying  the  allotment 
structure.  Progress  along  this  line  has  already  been  made  by  some  agencies. 

In  summary,  we  believe  H.  R.  11526  is  a  desirable  piece  of  legislation.  It 
should  contribute  to  major  improvements  in  financial  administration  in  the 
Federal  Government.  It  has  our  full  support. 
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The  Chairman.  Are  there  any  questions? 

Mr.  Pincus.  I  have  only  one  question,  Mr.  Chairman.  In  view 
of  the  fact  that  the  requirement  for  accrued  basis  for  appropriation 
is  not  mandatory  and  that  there  is  no  fixed  time,  no  requirement  that 
it  apply  to  any  particular  agency,  what  would  be  the  effect  in  terms 
of  presenting  a  budget  based  from  time  to  time  in  some  part  on  this 
basis  and  in  some  part  on  the  present  basis? 

Mr.  Rappaport.  I  don’t  think  it  would  offer  any  practical 
difficulties. 

Mr.  Pincus.  And  it  wouldn't  interfere  with  the  clarity  of  the 
picture  presented  to  the  Congress? 

Mr.  Rappaport.  No,  sir ;  not  in  my  opinion. 

Mr.  Henderson.  Mr.  Rappaport,  you  may  have  noticed  that  on 
page  21  of  Mr.  McNeil’s  testimony  he  suggested  the  inclusion  of  a 
provision.  I  wondered  if  you  felt  that  was  necessary  or  desirable  ? 

Mr.  Rappaport.  Well,  I  referred  to  it  in  my  statement  here.  I 
can  reply  to  it  this  way :  That  our  legal  counsel  does  not  think  it  is 
necessary.  He  thinks  the  bill  as  now  worded  is  sufficiently  clear. 
However,  if  your  committee  wishes  to  clarify  it  either  in  the  legisla¬ 
tion  or  in  the  committee  report,  we  would  have  no  objection. 

Mr.  Henderson.  Now,  Mr.  Rappaport,  these  accounting  terms  such 
as  accrual  method,  cost-based  budget,  and  so  forth,  have  been  used 
very  widely  and  in  the  legislation  there  is  no  definition  .of  those  terms. 
Do  you  feel  that  there  is  sufficiently  general  consensus  as  to  their 
meaning  to  pass  this  legislation  without  any  precise  definitions  of 
those  terms? 

Mr.  Rappaport.  Yes ;  I  think  so.  I  think  you  will  find  that  account¬ 
ing  literature  is  sufficiently  clear  to  define  these  terms  so  there  could 
be  no  confusion. 

Mr.  Henderson.  In  Government  accounting? 

Mr.  Rappaport.  Yes,  sir. 

Mr.  Henderson.  And  in  line  with  Mr.  Pincus’  question,  I  notice 
that  the  Hoover  Commission  recommendation  No.  7  was  to  the  effect 
that  the  whole  budget  of  the  Government  be  put  on  an  accrued-expend¬ 
iture  basis,  whereas  under  this  bill  and  in  your  testimony  and  that  of 
Mr.  McNeil  and  others,  you  suggest  that  maybe  a  combination  of 
the  obligation  system  and  accrued  system  be  preferred.  Do  you  agree 
with  the  Hoover  Commission  on  that? 

Mr.  Rappaport.  No;  I  would  prefer  to  see  the  change  performed 
on  a  gradual  basis,  because  to  wait  until  this  is  completed  in  every 
agency  would  be  entirely  too  long  a  period.  And  there  would  always 
be  cases  where  there  could  be  a  difference  of  opinion  as  to  whether 
a  particular  agency  is  ready  to  switch  over  to  the  new  concept. 

The  Chairman.  Thank  you  very  much,  Mr.  Rappaport. 

Mr.  Rappaport.  Thank  you  very  much. 

FURTHER  STATEMENT  OF  KARNEY  A.  BRASFIELD.  ASSISTANT  TO 

THE  COMPTROLLER  GENERAL;  ACCOMPANIED  BY  JOHN  MOORE, 

ATTORNEY,  OFFICE  OF  THE  GENERAL  COUNSEL.  GENERAL  AC¬ 
COUNTING  OFFICE 

Mr.  Brasfield.  We  will  endeavor  to  make  our  presentation  quite 
brief. 

Chairman  Dawson.  Don’t  think  of  me,  just  make  it  easy  on  your¬ 
self.  We  will  be  glad  to  entertain  any  discussion  you  may  wish. 
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Mr.  Brasfield.  I  would  like  to  state  that  I  am  accompanied  by  Mr. 
John  Moore,  of  the  Office  of  General  Counsel.  We  have  a  prepared 
statement  available  for  the  record,  if  you  wish,  and  I  would  just  like 
to  comment  on  a  few  of  the  essential  points. 

Chairman  Dawson.  We  will  include  that  in  the  record. 

(The  statement  of  Ivarney  A.  Brasfield,  Assistant  to  the  Comp¬ 
troller  General,  is  as  follows:) 

Statement  of  Kauney  A.  Brasfield,  Assistant  to  the  Comptroller  General 

Mr.  Chairman  and  members  of  the  subcommittee,  we  appreciate  the  oppor¬ 
tunity  to  appear  before  you  to  endorse  the  provisions  of  H.  R.  11526.  This  bill 
contains  legislative  provisions  necessary  for  the  effective  implementation  of 
the  recommendations  contained  in  the  Budget  and  Accounting  Report  of  the 
Hoover  Commission.  Certain  recommendations  pertaining  to  the  settlement 
of  claims  and  the  relief  of  accountable  officers  have  been  covered  by  legislation 
already  enacted  or  being  separately  considered. 

In  summary,  the  provisions  contained  in  this  bill  are  designed  to  accomplish 
two  broad  objectives : 

1.  Improve  financial  administration  in  the  executive  branch,  and 

2.  Substantially  strengthen  congressional  control  over  the  financial  affairs 
of  the  Federal  Government. 

Fully  effective  financial  administration  requires  the  use  of  many  tools.  It 
cannot  be  accomplished  solely  by  legislation.  However,  legislation  can  be  most 
helpful  by  establishing  congressional  objectives  and  in  creating  a  framework 
within  which  continuing  improvements  will  be  greatly  stimulated.  We  regard 
such  legislation  -as  an  essential  step  to  pave  the  way  for  the  accomplishment 
of  the  much  needed  improvements  recommended  in  the  Budget  and  Accounting 
Report  of  the  Hoover  Commission. 

Some  would  say  take  only  a  partial  step  in  current  legislation  in  view  of 
the  need  to  develop  more  adequate  programing,  budgeting  and  accounting  in 
some  quarters  before  the  final  objectives  can  be  reached.  It  is  our  view  that 
action  will  come  much  faster  if  the  ultimate  objectives  are  adopted  as  a  matter 
of  congressional  policy  now,  with  the  full  recognition  that  implementation  must 
necessarily  he  undertaken  through  an  evolutionary  approach  over  a  considerable 
period  of  time.  By  the  same  token,  it  is  apparent  that  all  procedural  questions 
cannot  be  completely  answered  except  by  specific  application  of  the  underlying 
principles  case  by  case.  Here  again,  if  the  decision  to  move  forward  were  to  be 
delayed  pending  detailed  consideration  of  every  eventuality  the  chances  for 
current  progress  would  be  slim. 

If  present  practices  were  highly  effective,  a  reluctance  to  accept  changes 
would  be  understandable.  However,  the  lack  of  cost  data  to  adequately  support 
past  actions  and  proposed  plans  in  many  situations,  and  the  huge  unexpended 
balances  to  which  the  formal  processes  of  congressional  control  do  not  apply, 
furnish  ample  evidence  of  the  need  for  improvement. 

There  is  one  other  general  observation  which  seems  appropriate.  We  think 
that  it  should  be  clearly  understood  that,  in  order  to  obtain  full  benefit  of  the 
Hoover  Commission  recommendations,  the  newi  methods  of  control  recommended 
should  not  be  merely  layered  on  top  of  the  present  fund  controls  which  have 
often  been  employed  administratively  in  a  manner  which  handicaps  rather  than 
helps  in  the  effective  exercise  of  management  responsibility.  Nothing  could  be 
further  from  the  intent  of  the  recommendations  as  we  understand  them.  A 
fresh  and  constructive  viewpoint  based  on  a  willingness  to  accept  new  ideas, 
appropriately  adapted  to  the  particular  situation  involved,  is  essential  if  progress 
is  to  be  made. 

H.  R.  11526  sets  forth  congressional  policies  and  objectives  which  would  be 
put  into  practice  by  the  executive  agencies  under  rules  and  procedures  to  be 
developed  by  the  Bureau  of  the  Budget  and,  in  some  cases,  by  the  Comptroller 
General.  In  other  words,  the  bill  would  prescribe  no  hard  and  fast  procedures 
and  the  practical  aspects  would  need  to  be  worked  out  in  collaboration  with  the 
agencies  in  the  same  general  manner  as  other  similar  provisions  of  law  are  now 
applied.  Moreover,  there  must  necessarily  be  an  evolutionary  approach  to  the 
attainment  of  the  objectives  contemplated  by  the  bill. 

Section  1  fa)  of  the  bill  adds  a  new  subparagraph  to  section  201  of  the  Budget 
and  Accounting  Act  of  1921  to  provide  that  the  contents  of  the  annual  budget 
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shall  include  information  on  program  costs  and  accomplishments  in  such  form 
and  detail  as  the  President  may  determine  and  at  such  times  as  he  may  consider 
practicable.  Such  information  should  permit  the  Congress  to  give  consideration 
to  both  the  relative  size  of  programs  and  the  question  of  economy  and  efficiency, 
as  proposed  in  the  first  part  of  recommendation  No.  4  of  the  Hoover  Commission 
report.  It  is  in  terms  of  accomplishments  and  their  costs,  and  not  merely  in 
terms  of  appropriations  and  obligations  thereunder,  that  the  President  and  the 
Congress  can  most  readily  determine  what  the  real  costs  were  and  what  was 
obtained  for  those  costs. 

ANNUAL  ACCRUED  EXPENDITURE  BASIS  OF  APPROPRIATIONS 


Section  1  (a)  also  adds  a  new  subsection  201  (b)  to  the  Budget  and  Accounting 
Act  of  1921.  This  authorizes  the  submission  to  Congress  of  requests  for  pro¬ 
posed  appropriations  on  the  basis  of  the  amounts  of  annual  accrued  expenditures, 
to  the  maximum  extent  deemed  desirable  and  practicable  by  the  President.  New 
subsection  201  (c)  provides  that  the  timing  of  the  conversion  to  the  annual 
accrued  expenditure  basis  for  stating  proposed  appropriations  shall  be  accom¬ 
plished  at  the  discretion  of  the  President. 

This  change  in  the  basis  of  appropriations  can  provide  improved  control  over 
costs  and  expenditures  if  the  companion  tools  of  accrual  accounting  and  budget¬ 
ing  on  a  cost  basis  are  effectively  installed  by  the  executive  agencies.  The 
annual  budget  surplus  or  deficit  is  measured  by  the  difference  between  annual 
receipts  and  expenditures.  Establishing  a  direct  correlation  between  annual 
appropriations  and  expenditures  vests  in  the  Congress  and  the  President  a  much 
°reater  opportunity  to  control  the  level  of  operations  during  a  particular  budget 
year  on  the  basis  of  conditions  existing  in  that  year.  This  would  mean  the 
elimination  of  the  vast  carryover  balances  now  available  for  expenditure  at 
the  discretion  of  the  executive  agencies.  As  matters  now  stand,  Congress  has 
little  control  over  spending  once  the  funds  are  voted,  and  the  President  has 
limited  control  over  spending  after  apportionments  of  authority  to  incur  obliga¬ 
tions  are  made  by  the  Budget  Bureau  to  the  agencies.  The  present  situation 
stems  from  the  fact  that  congressional  control  through  appropriation  authoriza¬ 
tions  and  Budget  Bureau  control  through  apportionments  are  both  stated  in 
terms  of  authority  to  obligate  rather  than  budgeted  work  plans  for  the  cost  of 
goods  and  services  estimated  to  be  received  by  the  agencies. 

Aside  from  the  question  of  improved  control,  the  annual  accrued  expendi¬ 
ture  basis  of  appropriations  affords  a  better  means  of  obtaining  information 
needed  in  relating  past  accomplishments  to  present  performance  and  future 
plans.  Under  the  obligational  basis  of  appropriations  the  information  supplied 
to  the  President  and  the  Congress  through  the  budget  process  is  in  terms  of  obliga¬ 
tions  (contracts,  etc.)  issued,  unissued,  and  planned  for  issue.  This  does  not 
measure  currently  the  cost  of  progress  or  performance.  It  is  only  when  a  pro¬ 
gram  is  totally  completed  that  obligations  approximate  costs  and  then  only  it 
all  resources  have  been  consumed.  Under  the  annual  accrued  expenditure  basis 
of  appropriations,  Congress  would  require  and  be  supplied  with  data  as  to  costs 
in  relation  to  annual  periods,  the  accomplishments  obtained  and  to  be  obtained 
for  those  costs,  and  the  inventories  and  other  assets  on  hand,  as  well  as  the  new 


money  required  to  carry  on  the  program.  .  , 

It  is  sometimes  asserted  that  expenditures  are  the  inevitable  result  of  the 
granting  of  obligational  authority.  Although  some  form  of  authorization  pre¬ 
cedes  the  actual  expenditure  of  funds  it  is  not  inevitable  that  the  amount  of  ap¬ 
propriations  made  in  terms  of  obligating  authority  becomes  the  measure  of  ulti¬ 
mate  expenditures.  The  large  carryover  of  unexpended  appropriations  under 
the  present  method  is  an  obvious  example  m  point.  An  examination  of  the 
present  day  practices  in  the  long  lead-time  area  (procurement,  construction  and 
research  and  development)  involving  extensive  reprograming,  a  multitude 
of  changes  in  engineering  plans  and  specifications  during  the  period  of  Produc¬ 
tion  of  many  items,  and  similar  factors,  disclose  the  many  changes  made  aftei 
obligating  authority  has  been  granted.  Because  of  these  inherent  factors  m 
the  operations  involved,  cost  bulgets,  teamed  with  appropriations  on  an  ac¬ 
crued  expenditure  basis,  would  require  a  type  of  continuing  budget  presentation 
that  would  bring  out  the  adequacy  of  management  planning  or  the  lack  ot  it 
and  give  the  Congress  an  opportunity  to  have  a  voice  m  setting  the  level  of 

'^tisTnherent  inan  accrued  expenditure  basis  for  budgets  and  appropriations, 
as  provided  in  this  bill,  that  congressional  authority  be  granted  as  necessary 
for  the  advance  planning  which  precedes  the  phase  of  operations  covered  in  an 
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annual  accrued  expenditure  appropriation.  The  Hoover  Commission  noted  this 
necessity  in  its  discussion  preceding  its  Recommendation  No.  7.  However,  we 
believe  that  the  necessity  for  forward  planning  authorizations  should  be  de¬ 
termined  by  the  Congress  for  each  type  of  situation. 

This  authority  has  been  exercised  in  the  past  by  the  Congress  in  the  form 
of  “contract  authorizations”  but  it  is  significant  that  both  “contract  authoriza¬ 
tions”  and  subsequent  appropriations  “to  liquidate  contract  authorizations”' 
were  stated  in  terms  of  obligational  authority.  Under  the  annual  accrued  ex¬ 
penditure  basis  of  appropriation  the  initial  authorization  would  be  stated  in 
terms  of  broad  authority  to  make  commitments,  whereas  the  annual  appropria¬ 
tions  would  be  stated  much  more  definitely  in  terms  of  accrued  expenditures  as 
specific  plans  are  developed.  It  is  essential  that  the  initial  authority,  which  may 
cover  a  forward  period  sometimes  as  great  as  5  years  or  more,  be  in  the  most 
flexible  terms  and  requests  for  such  authority  obviously  cannot  be  supported 
with  detailed  plans.  On  the  other  hand,  as  these  plans  take  shape  in  succeed¬ 
ing  years  much  more  precise  planning  and  appropriations  are  practical  when 
stated  in  terms  of  accrued  expenditures.  Thus,  the  use  of  contract  authority, 
when  considered  by  the  Congress  to  be  necessary  in  connection  with  the  proposed 
annual  accrued  expenditure  basis  of  appropriation,  is  not,  nor  need  not  be,  viewed 
as  a  return  to  prior  practices  during  the  period  when  contract  authorizations 
were  prevalent  and  significant  weaknesses  were  apparent. 

The  need  for  contract  authority,  or  any  other  form  of  obligational  authority, 
in  conjunction  with  annual  appropriations  on  the  accrued  expenditure  basis  is 
limited  to  the  areas  of  operations  where  forward  contracting  is  required  to  pro¬ 
vide  an  orderly  flow  of  product.  It  is  not  required  in  operations  concerned 
primarily  with  salaries,  allowances,  travel  expense,  and  other  current  adminis¬ 
trative  expenses. 

In  view  of  the  substantial  changes  that  would  be  required  in  many  agencies 
to  place  into  effect  the  accrual  accounting  and  cost  budgeting  practices  needed  to 
support  appropriations  on  an  annual  accrued  expenditure  basis,  we  endorse 
proposed  subsection  201  (c)  which  permits  flexibility  in  the  timing  of  the  change 
in  the  method  of  stating  appropriation  requests.  It  is  believed  that  it  is  essential 
to  approach  such  a  change  on  the  basis  of  individual  programs  or  appropriations 
rather  than  any  sweeping  across-the-board  plan.  First  of  all,  the  successful  use 
of  these  practices  presumes  a  basic  foundation  of  adequate  accounting  and  the 
ability  to  program  effectively.  These  fundamentals  do  not  exist  in  a  number  of 
significant  areas.  To  endeavor  to  adopt  the  annual  accrued  expenditure  basis 
of  appropriation  before  the  groundwork  is  laid  for  it  could  only  lead  to  confusion 
and  unsatisfactory  results.  Moreover,  the  greatest  advantages  to  be  attained 
are  in  the  areas  of  operations  involving  long  lead-time  commitments,  such  as 
major  procurement,  construction,  and  research,  and  development.  These  appro¬ 
priations  are  relatively  few  in  number  and  it  is  logical  to  prove  the  value  to 
Congress  and  the  executive  branch  of  the  revised  practices  in  such  areas  before 
extending  the  practices  governmentwide  in  the  areas  where  the  advantages  to  be 
gained  are  significantly  less.  The  selection  of  areas  to  be  converted  and  the 
timing  of  the  changes  should  be  a  matter  of  mutual  determination  between  the 
Congress,  the  Budget  Bureau,  and  the  individual  agency.  In  a  change  of  this 
magnitude  there  is  little  to  be  gained  and  much  to  be  lost  by  making  uniformity 
across  the  board  the  criterion  for  adoption. 

Subsection  201  (d)  is  a  necessary  part  of  the  annual  accrued  expenditure  basis 
of  appropriation  to  provide  that  funds  not  required  to  finance  work  performed 
during  a  fiscal  year  shall  cease  to  be  available  after  the  end  of  that  fiscal  year. 
It  is  inherent,  however,  under  an  accrued  expenditure  method  of  financing  that 
liabilities  must  be  recognized  as  work  is  performed.  This  subsection  permits  the 
portion  of  the  appropriation  represented  by  liabilities  for  work  performed  but 
not  paid  for  by  June  30  of  any  year  to  be  carried  forward  and  merged,  for  pay¬ 
ment  purposes,  with  the  appropriation  for  the  ensuing  year. 

COST-BASED  BUDGETS 

Section  1  (b)  of  II.  R.  11520  amends  the  Budget  and  Accounting  Act,  1921,  by 
adding  new  subsections  216  (b)  and  (c)  to  provide  for  the  use  of  cost-based 
budgets  in  requests  for  and  establishment  of  appropriations,  and  in  the  adminis¬ 
tration  and  operation  of  the  departments  and  establishments  and  their  subor¬ 
dinate  units. 

As  previously  indicated,  the  basic  need  of  the  President  and  the  Congress  is 
adequate  factual  data  as  a  basis  for  decision  making.  The  facts  furnished  to  the 
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President  and  the  Congress  can  be  no  better  than  those  available  to  the  manage¬ 
ment  for  its  own  purposes,  that  is,  the  needs  of  the  two  for  financial  and  operating 
data  although  differing  as  to  extent  of  detail,  are  entirely  compatible.  They 

aata  which  relates  accomplishments  and  future  work 
plans  to  costs  in  terms  of  total  resources  consumed  and  to  be  consumed,  and  to 
the  resources  available  in  the  form  of  inventories  and  other  assets  as  well  as  to 
new  money  or  authority  needed.  This  type  of  budget  data  emphasizes  control 
of  total  resources  on  hand  and  their  use,  rather  than  the  present  emphasis  1 
Government  budgeting  on  spending  authority.  We,  therefore,  endorse  the  use 
of  cost-based  budgets,  to  the  fullest  extent  practicable,  as  a  principal  necessity  in 
developing  a  more  meaningful  reporting  structure  to  provide  full  disclosure  o 
agency  operations,  assets,  and  liabilities,  and  effective  management  control. 

In  using  the  term  “cost-based  budgets,”  we  understand  it  to  have  equal  applica¬ 
tion  to  capital  acquisitions  and  construction  as  it  does  to  day-to-day  operations. 
For  example,  a  cost-based  budget  for  a  procurement  activity  would  relate  to  the 
cost  of  the  items  being  procured  or  the  cost  of  producing  an  article  or  a  seivice. 
Cost  budgeting  need  not  be  restricted  to  consumption  operations.  However,  in 
considering  consumption  operations,  there  is  obviously  a  limit  to  which  the 
concept  can  be  carried  and  still  have  a  practical  value.  For  example,  careful 
consideration  would  need  to  be  given  to  the  extent  to  which  the  inclusion  of  depre¬ 
ciation  as  a  cost  would  serve  a  useful  purpose  in  the  presentation  of  budgets  to 
the  Congress.  This  is  particularly  true  with  respect  to  the  activities  of  the 
Denartment  of  Defense.  The  value  and  utility  of  cost-based  budgets  are  certainly 
not  dependent  upon  the  application  of  depreciation  concepts  to  military  hardware. 

ACCOUNTING  AND  BUDGET  CLASSIFICATION 

Section  2  (a)  of  the  bill  is  intended  to  achieve,  insofar  as  possible,  clarity  m 
patterns  of  financial  management  in  the  executive  agencies.  Our  previous  com¬ 
ments  on  the  annual  accrued  expenditure  basis  of  appropriation  and  cost-based 
budgets  are  equally  applicable  to  this  section.  Programing,  budgeting,  accounting 
and  reporting  must  be  on  consistent  terms  in  each  executive  agency  if  programs 
are  to  be  adfquately  evaluated  and  judged  at  all  times  from  the  mitral ■  Bt?se® 
of  projection,  through  planning  and  operation,  to  completion,  in  relation  to  ihen 
costs  and  accomplishments  and  the  organizational  units  involved. 

The  attainment  of  these  important  objectives  will  require  dose  coopeiati  e 
working  relations  between  the  General  Accounting  Office  the  Budget  Bureau, 
and  the  individual  agencies.  We  are  prepared  to  contribute  our  best  efforts  to 

this  end.  m 

ACCRUAL  BASIS  OF  ACCOUNTING 

Section  2  (b)  •  The  maintenance  of  accounts  on  an  accrual  basis,  provided  by 
this  section,  is  one  facet  which  is  essential  to  the  accomplishment  of  the  objectives 
set  forth  in  other  sections  of  the  bill.  It  is  by  the  use  of  the  accrual  basis,  to  the 
fullest  extent  appropriate,  that  accounting  can  make  its  greatest  contiibiition  to 
full  disclosure  of  and  control  over  all  assets,  liabilities,  income,  expenditures,  and 

results  of  operations  of  the  executive  agencies.  . 

Experience  under  the  joint  accounting  improvement  program  clearly  indicates 
the  advantages  of  the  accrual  basis  when  applied  to  significant  items.  Our  state¬ 
ment  of  accounting  principles  provides  for  the  appropriate  use  of  this  method  of 
accounting  We  believe  its  use  should  be  expanded  throughout  the  Government. 
We  also  believe  that  adequate  monetary  property  accounting  records  must  be 
keut  as  an  integral  part  of  accounting  systems  maintained  on  the  accrual  basis 
to  supply  the  financial  information  regarding  property  accumulations  and  uses 

required  by  executive  agency  management  and  the  Congress. 

The  provisions  of  this  bill  concerning  the  annual  accrued  expenditure  basis 
of  appropriations,  cost  budgeting,  consistency  and  synchronization  ot  budget, 
accounting,  and  organizational  patterns,  and  the  simplification  of  the  allotment 
system  will,  individually  and  collectively,  provide  great  stimulation  to  the  estab¬ 
lishment  of  appropriate  accrual  and  cost  accounting  in  the  executive  agencies. 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

Section  3  •  The  simplification  of  the  allotment  system  for  allocating  funds  is 
proposed  in  section  3  of  this  bill  is  sound  and  most  desirable.  The  existing 
unwarranted  subdivisions  of  funds  is  one  of  the  greatest  deterrents  to  improved 
financial  management.  We  believe  that  administrators  may  be  willing  to  forego 
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the  voluminous  and  detailed  type  of  control  associated  with  many  present  allot¬ 
ment  systems  when  accounting  systems  have  been  installed  to  provide  costs  as 
a  basis  of  operating  control.  Better  programing  tied  in  with  improved  accounting 
through  development  of  budgets  based  on  costs,  as  proposed  by  this  bill  should 
serve  to  answer  this  problem. 


Mr.  Brasfield.  In  summary,  the  provisions  of  H.  R.  11526  are  de¬ 
signed  in  oui  opinion  to  accomplish  the  two  broad  objectives  of  im¬ 
proving  financial  administration  in  the  executive  branch,  and  to  sub¬ 
stantially  strengthen  congressional  control  over  the  financial  affairs  of 
the  federal  Government.  And  it  is  the  latter  that  I  would  like  to 
develop  very  briefly. 

The  bill  contains  the  essential  financial  provisions  of  the  Hoover 
Commission  report  which  I  might  recite  very  briefly  are  cost  budge t- 
ing,  with  piogram  costs;  accrual  accounting,  including  adequate  mone¬ 
tary  for  property;  accrued  expenditure  appropriations;  the  simplifi¬ 
cation  of  allotments  or  subdivision  of  funds;  and  common  classifica¬ 
tions  for  accounting  and  budgeting,  including  the  synchronization  of 
those  classifications  with  organization. 

As  tp  the  congressional  control  aspect  of  this  legislation,  our 
comment  on  the  Hoover  Commission  report  is  perhaps  particularly 
appropriate,  m  that  the  Comptroller  General  is  an  arm  of  the  Con¬ 
gress.  He  has  addressed  himself  to  that  part  beginning  with  the  sub¬ 
mission  of  a  report  to  your  committee  in  October  on  the  Hoover  Com¬ 
mission  recommendations. 

It,  is  the  view  of  the  General  Accounting  Office  that  while  many  pro- 
cediires  have  been  built  into  the  budget  review  process  which  are 
designed  to  review  carryover  authority  and  long-lead  time  programs 
and  notwithstanding  the  efforts  that  have  been  made,  accrued  expen¬ 
diture  appropriations  will  provide  an  orderly  and  logical  basis  for 
such  a  review  and  will  place  the  operation  in  a  regular  channel  through 
consideration  of  accrued  expenditure  appropriations  as  part  of  the 
regular  budget  process,  both  in  the  executive  branch  and  in  the  Con¬ 
gress. 

Opinion  may  well  differ  as  to  the  effectiveness  of  the  review  of 
carryover  authority  in  past  periods.  And  I  think  it  is  quite  logical 
that  each  sitting  m  Ins  different  place  might  well  have  a  different 
view  about  it.  On  the  other  hand,  we  do  know  that  at  the  present 
time  the  determination  of  the  budget  deficit  is  determined  on  the  basis 

expenditures  and  not  the  obligational  authority  appropriated  by 
the  Congress  in  a  given  year.  It  seems  logical  to  us  that  tying  the 
two  together,  that  is  the  determination  of  the  basis  for  the  budo-et 
surplus  or  deficit  with  the  action  of  the  Congress  for  that  year  would 
greatly  strengthen  or  bring  to  the  forefront  in  the  minds  of  the  Con¬ 
gress  the  particular  media  or  method  by  which  they  could  review 
those  actions  which  would  contribute  definitely  or  specifically  to  the 
question  of  balancing  the  budget  in  a  given  year.  That  doesn’t  o-0 
to  the  question  of  determining  programs  or  whether  or  not  the  budget 
should  be  balanced.  That  of  course,  is  up  to  the  Congress  But’ it 
would  give  the  Congress  the  vehicle  to  associate  the  balancing  of  the 
budget  with  their  own  appropriation  actions  of  the  year. 

As  to  the  question  of  contracting  authority,  and  particularly  ad¬ 
dressing  myself  at  the  moment  to  the  language  problem,  at  the  request 
of  the  chairman  of  the  Senate  subcommittee  that  considered  similar 
legislation,  the  Comptroller  General  gave  them  a  letter  on  June  6  that 
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I  will  read  just  tlie  last  paragraph  of,  and  I  would  be  glad  to  request 
the  Comptroller  General  address  a  similar  letter  to  you  if  you  wish. 
The  conclusion  is  this,  and  it  deals  with  the  same  provisions  that  are  m 
H.  R.  11526 : 

It  thus  seems  clear  to  us  that  the  existing  authority  to  include  requests 
for  contract  authorization  in  the  budget  would  not  be  abrogated  by  this  bill 
and  that  the  clarifying  language  suggested  by  the  Department  of  Defense  is 
unnecessary. 

We  would  be  glad  to  forward  a  similar  letter. 

The  Chairman.  I  would  appreciate  that. 

Mr.  Brasfield.  There  is  another  point  I  would  like  to  discuss  for 
a  moment,  and  this  again  may  well  depend  from  what  viewpoint  you 
look  at  this  problem.  And  I  would  add  that  our  comments  are  directed 
primarily  at  the  congressional  control  aspect  of  it  although  we  think 
it  would  be  helpful  to  the  central  control  agencies  in  the  executive 

branch.  .  . 

It  has  been  said  that  the  same  amount  of  authority  would  be  car¬ 
ried  over  under  contract  authority  as  the  present  complete  appropria¬ 
tion  for  a  project.  That  may  be  a  question  of  words  as  to  how  you 
say  it,  but  there  is  in  our  mind  this  distinctive  difference.  When  an 
appropriation  is  now  granted  for  a  total  project  on  a  110-year  basis,  the 
extent  of  the  review  of  that  in  subsequent  periods  becomes  a  matter 
of  procedure,  perhaps  a  matter  of  time  available,  perhaps  othei  cii- 
cumstances  in  a  particular  year  whereas  the  provisions  of  H.  R.  11526 
would,  to  reiterate,  provide  a  logical,  orderly  process  where  the  Con¬ 
gress  must  necessarily  take  another  look  each  year  not  only  at  the 
amount  of  accrued  expenditures  to  be  authorized  in  that  year,  but 
it  provides  a  logical  basis  to  also  review  the  progress  under  the  pro- 
gram  and  tliB  extent  to  which  contracting  autliority  lias  been  used, 
or  is  a  vailable. 

Now,  as  to  the  specifications  as  to  how  it  should  be  used,  we  feel 
the  bill  is  flexible  and  puts  the  authority  and  the  responsibility  where 
it  belongs,  and  that  is  in  the  Appropriations  Committees. 

In  other  words,  the  extent  to  which  the  Appropriations  Committees 
are  willing  to  grant  contract  authority,  the  limitations  which  they 
wish  to  place  on  it,  may  well  be  gaged  by  the  effectiveness  with  which 
they  think  it  is  being  handled.  So,  this  bill  leaves  in  the  Appropria¬ 
tions  Committees  the  same  power  as  they  have  now,  the  authority  or 
the  basis  for  granting  contracting  authority,  and  it  also  leaves  with 
them  the  strings  that  they  want  to  tie  to  it.  So  that  it  may  not  be  a 
simple,  complete,  100  percent  operation  in  every  case,  that  would  be  a 
matter  for  judgment  of  the  Appropriation  Committee  as  each  situa¬ 
tion  comes  up. 

The  committees  could  exercise  their  own  initiative  on  the  extent 
of  control  that  they  desire  to  exercise. 

Now,  as  to  the  question  of  whether  that  would  raise  any  problems 
in  dealing  with  industry,  it  has  seemed  logical  to  us  that  the  best 
answer  to  that  is  to  look  ‘at  the  Task  Force  of  the  Hoover  Commission 
that  made  this  recommendation.  And  you  will  find  that  without  ex¬ 
ception  they  are  folks  who  would  have  an  excellent  grasp  of  that 
problem  from  the  standpoint  of  industry.  You  find  among  that  group 
the  folks  who  would  certainly  have  an  understanding  of  that  problem 
from  a  standpoint  of  the  contractor.  So,  it  seems  illogical  to  us  to 
assume  that  contractors  would  have  much  of  a  problem  when  this 
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recommendation  is  being  made  by  people  that  are  obviously  more  than 
adequately  familiar  with  that  problem.  And  you  need  merely  to  look 
at  the  roster  of  the  task  force  to  ascertain  that. 

Chairman  Dawson.  Will  you  read  that  into  the  record? 

Mr.  Brasfield.  I  will,  sir. 

The  chairman  of  the  task  force  was  J.  Harold  Stewart,  Boston, 
Mass.,  certified  public  accountant. 

The  members  were: 

Dudley  E.  Browne,  Burbank,  Calif.,  comptroller,  Lockheed  Air¬ 
craft  Co. ; 

H.  E.  Humphreys,  Jr.,  Scarsdale,  N.  Y.,  president  and  chairman 
of  the  board  of  United  States  Rubber  Co. ; 

Christian  E.  Jarchow,  Chicago,  111.,  executive  vice  president  of  the 
International  Harvester  Co. ; 

Gwilym  Alexander  Price,  Pittsburgh,  Pa.,  president  of  the  West- 
inghouse  Electric  Corp.; 

Kenneth  C.  Tiffany,  Royal  Oak,  Mich.,  vice  president  of  Burroughs 
Corp. ;  and 

John  David  Wright,  Cleveland,  Ohio,  president  of  Thompson  Prod¬ 
ucts,  Inc. 

Most  of  those  men  came  up  through  the  financial  end  of  their  busi¬ 
nesses,  as  the  descriptions  of  their  backgrounds  in  the  Budget  and 
Accounting  Report  of  the  Hoover  Commission,  June  1955,  shows.  We 
think  that  answers  pretty  logically  the  question  of  whether  this  will 
work  as  far  as  industry  is  concerned. 

I  believe  that  covers  the  points  that  we  think  are  particularly  per¬ 
tinent  in  the  light  of  the  discussion  that  has  taken  place.  And  I  will 
be  glad  to  answer  any  questions  you  may  have. 

Mr.  Lipscomb.  I  have  no  questions. 

Mr.  Henderson.  Mr.  Brasfield,  do  you  feel  that  these  terms  which 
are  used  in  this  bill,  such  as  cost  basis,  budget-accrual  system  of  ac¬ 
counting,  are  sufficiently  clear  and  generally  understood  that  no  pre¬ 
cise  definition  of  them  needs  to  be  put  into  the  bill? 

Mr.  Brasfield.  I  do  think  that  they  are  sufficiently  clear.  The 
understanding  of  their  use,  both  through  their  description  in  the 
Hoover  Commission  report,  and  the  wealth  of  material  that  has  gone 
along  with  it  in  the  review  of  the  report  is  clear  enough,  as  well  as  some 
of  the  existing  instructions  of  the  Bureau  of  the  Budget  relative  to 
submission  of  cost-based  budgets. 

We  would  be  inclined  to  think  it  would  be  a  mistake  to  try  to  write 
a  precise  one-sentence  definition.  In  the  first  place,  it  would  have  to 
be  so  general  that  it  would  not  answer  many  of  the  procedural  ques¬ 
tions  that  may  arise,  but  more  important  we  think  that  the  regulations 
to  be  issued  by  the  Bureau  of  the  Budget  is  the  place  to  deal  with  the 
problems  of  the  agencies. 

As  a  matter  of  fact,  we  think  it  would  be  desirable  to  have  a  degree 
of  variation  in  budget  presentations  by  agencies  so  their  cost  budgets 
can  be  fitted  to  their  own  individual  problems  for  the  same  reason 
that  you  would  not  try  to  prescribe  a  uniform  accounting  system  for 
all  agencies. 

For  example,  in  the  Budget  and  Accounting  Procedures  Act  of  1950 
that  was  sponsored  by  this  committee,  it  gives  the  Comptroller  Gen¬ 
eral  the  opportunity  to  prescribe  accounting  principles  and  standards, 
but  not  detailed  bookkeeping  systems.  Much  the  same  thought  applies 
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here  that  the  Bureau  of  the  Budget  should  work  out  with  the  agencies 
the  degree  of  uniformity  that  may  be  necessary  to  appropriately  pre¬ 
sent  the  budget,  but,  on  the  other  hand,  have  a  degree  of  flexibility 
that  will  permit  an  agency  to  present  their  story  in  a  way  that  best 
tells  that  particular  story. 

In  other  words,  the  factors  and  elements  and  the  manner  ot  presen¬ 
tation  that  is  most  understandable  for  the  business  that  they  happen 
to  be  in.  And,  as  you  know,  across  the  length  and  breadth  of  this 
Government  we  are  in  just  about  every  business  in  one  way  or  another. 
Much  of  the  background  of  this  has  already  been  development  under 
the  budget  provisions  of  the  Government  Corporation  Control  Act 
where  the  business-type  enterprises  have  been  submitting  essentially 
cost  budgets  for  a  number  of  years,  approximately  10  years.  So  these 
are  not  completely  new  ideas,  nor  are  they  untried,  and  we  do  believe 
that  it  is  desirable  to  have  a  relatively  high  degree  of  flexibility  m 
the  presentation. 

Does  that  answer  your  question  ? 

Mr.  Henderson.  Yes ;  thank  you. 

Chairman  Dawson.  Thank  you  very  much,  Mr.  Brasfield,  for  a  very 
fine  presentation. 

Mr.  Brasfield.  Thank  you,  sir. 

STATEMENT  0E  LLOYD  MOREY,  CERTIFIED  PUBLIC  ACCOUNTANT, 

URBANA-CHAMPAIGN,  ILL. 

Chairman  Dawson.  A  statement  has  been  presented  by  a  witness 
who  is  a  very  distinguished  gentleman  of  our  community.  I  am  going 
to  ask  him  to  submit  his  statement  for  the  record  and  make  us  an  oral 
statement,  if  he  wishes. 

Gentlemen,  this  is  Mr.  Lloyd  Morey,  a  certified  public  accountant 
of  Urbana-Champaign,  Ill.,  president  emeritus  and  former  comp¬ 
troller  and  professor  of  accountancy  of  the  University  of  Illinois. 

Mr.  Morey.  Mr.  Chairman  and  members  of  the  committee. 

Chairman  Dawson.  Your  written  statement  will  be  placed  in  the 
record. 

(The  prepared  statement  of  Mr.  Morey  is  as  follows :) 

Statement  of  Lloyd  Morey,  Certified  Public  Accountant,  Urbana- 

Champaign,  III. 

GENERAL  COMMENTS 

In  earlier  years,  budgeting,  accounting,  and  financial  reporting  in  the  Govern¬ 
ment  were  largely  confined  to  estimating  and  reporting  of  (a)  obligations  in¬ 
curred,  and  (&)  cash  disbursements.  Both  of  these  are  important  and  cannot 
be  dispensed  with.  However,  there  is  need  for  additional  accounting  in  terms 
of  expenditures  accrued  (costs  incurred)  representing  services  received  and 
material  used  (whether  consumed  or  applied  to  capital  projects)  during  the 
period  under  review.  Such  accounting  covers  assets  acquired,  liabilities  in¬ 
curred,  available  balances,  and  property  on  hand,  both  consumable  and  fixed. 
This  accounting  does  not  replace  appropriation,  obligation,  and  disbursement 
accounting,  but  supplements  and  expands  it.  There  is  also  need  for  simplifica¬ 
tion  of  current  procedures  of  subdivision  of  appropriations,  particularly  in  ref¬ 
erence  to  the  number  of  allotments. 

These  problems  receive  the  active  consideration  of  the  (Hoover)  Commission 
on  Organization  of  the  Executive  Branch  of  the  Government,  which  recom¬ 
mended  (1955)  that  both  budgets  and  accounts  be  maintained  and  presented 
on  the  accrued  expenditure  or  cost  basis.  Unfortunately,  the  recommendations 
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failed  to  recognize  the  necessity  for  continuation  of  obligation  and  cash  account¬ 
ing,  leaving  the  implication  (perhaps  unintentionally)  that  these  are  unneces¬ 
sary.  This  conclusion  is  not  valid,  because : 

(1)  Before  any  obligations  can  be  incurred  or  expenditures  made,  funds 
must  be  appropriated  or  other  authority  given  by  the  Congress ; 

(2)  The  first  requisite  in  the  management  of  appropriated  funds  is  that 
obligations  be  kept  within  the  limits  set  thereby.  This  means  that  each 
agency  must  continue  to  account  for  obligations  incurred,  and  this  ac¬ 
counting  must  be  carried  on  prior  to  that  necessary  for  determination  of 
costs ; 

(3)  Such  accounting  and  reporting  is  required  under  Section  3679,  Re¬ 
vised  Statutes  (Antideficiency  Act),  and  Budget-Treasury  Regulation  No.  1. 

In  the  discussions  of  these  various  systems  of  accounting,  it  is  sometimes 
assumed  that  they  are  separate  and  distinct,  and  should  be  kept  independent  of 
each  other.  This  is  neither  necessary  nor  desirable.  Appropriations,  obligations, 
costs,  expenditures,  disbursements,  deal  with  the  same  transactions  at  different 
stages.  They  can  and  should  be  covered  in  a  single  integrated  system  which 
should  also  include  financial  accounting  for  property,  both  consumable  and  fixed. 

One  of  the  basic  deficiencies  of  budgeting  and  accounting  in  the  past,  being 
primarily  on  the  basis  of  obligations  incurred  and  cash  disbursements  only, 
has  been  to  treat  materials  acquired  as  an  expense  at  the  time  of  procurement 
rather  than  at  the  time  of  consumption  or  use.  This  can  be  corrected  by  an 
inventory  system  under  which  materials  acquired  are  charged  to  stock  accounts 
and  held  as  an  asset  until  withdraw,  at  which  they  are  charged  to  expense  or 
capital  appropriations,  and  stock  accounts  reimbursed.  When  this  plan  is 
introduced,  a  major  step  has  been  taken  toward  accrual,  or  cost,  accounting. 

Working  capital  (revolving)  funds  constitute  an  excellent  medium  for  han¬ 
dling  inventories  of  consumable  materials,  as  well  as  industrial-  and  commercial- 
type  activities  set  up  to  provide  service  for  operating  agencies.  While  the  use 
of  these  funds  in  the  Department  of  Defense  is  authorized  by  the  National 
Security  Act,  their  recognition  in  laws  relating  to  budgeting  and  accounting 
for  all  agencies  would  be  very  desirable. 

Much  progress  toward  more  satisfactory  accounting  already  has  been  made 
or  is  in  progress  in  many  agencies,  under  the  joint  program  resulting  from  the 
Budget  and  Accounting  Procedures  Act  of  1950.  While  the  Comptroller  General 
under  the  Budget  and  Accounting  Act  is  given  authority  to  prescribe  the  systems 
of  accounting  to  be  used,  he  has  in  recent  years  under  the  provisions  of  this  act 
very  wisely  enunciated  general  standards  only  and  left  the  initiative  to  the 
departments  to  develop  their  own  systems  subject  to  his  approval.  The  Bureau 
of  the  Budget  recently  has  established  an  Assistant  Director  for  Accounting, 
to  more  closely  integrate  budgeting  and  accounting. 

The  main  responsibility  for  adequate  accounting  rests  on  the  various  depart¬ 
ments  and  establishments.  In  the  Department  of  Defense,  which  carries  ap¬ 
proximately  61  percent  of  the  total  budget,  the  primary  responsibility  for  account¬ 
ing  policy  is  lodged  in  the  Assistant  Secretary  of  Defense  for  Financial  Manage¬ 
ment  (Comptroller)  working  through  similar  officers  in  the  several  military 
departments.  The  Department  has  a  plan  for  a  unified  and  integrated  system 
of  financial  administration  for  all  its  departments.  It  is  designed  to  meet  all 
needs  of  budgeting,  accounting,  reporting,  and  auditing,  in  a  manner  which 
will  most  fully  aid  the  management  of  its  various  activities.  Substantial 
progress  toward  its  introduction  already  has  been  made,  and  the  several  military 
departments  are  in  the  process  of  developing  detailed  systems  which  will  coordi¬ 
nate  with  the  unified  plan. 

Most  of  the  Commission’s  recommendations  doubtless  have  received  or  will 
receive  full  consideration  by  the  joint  program  and  by  the  various  agencies, 
and  be  applied  to  the  extent  found  practicable.  This  is  preferable  to  having 
detailed  accounting  procedures  covered  by  statute,  other  than  those  necessary 
to  secure  the  proper  information  needed  by  the  President  and  the  Congress. 

COMMENTS  ON  H.  R.  9402 


IT.  R.  9402  is  a  bill  which  would  implement  a  number  of  the  recommendations  of 
the  (Hoover)  Commission  (1955)  with  respect  to  Budget  and  Accounting. 

While  in  general  these  recommendations  are  meritorious,  H.  R.  9402  includes  a 
number  of  provisions  which  in  my  opinion  are  unnecessary  or  undesirable.  Since 
most  of  the  criticisms  of  the  bib  have  previously  been  voiced  by  the  Budget 
Bureau  and  the  Department  of  Defense,  I  will  not  detail  them  here. 
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The  proposals  relating  to  improved  budgeting  and  accounting,  while  having 
a  desirable  objective,  are  not  stated  with  sufficient  clarity  and  completeness  to 
make  them  satisfactory. 

H.  It.  9402  should  not  be  approved  in  its  present  form. 

S.  3897  contains  most  of  the  more  desirable  features  of  H.  R.  9402,  and  omits 
most  of  the  undesirable  provisions.  Therefore,  it  should  be  given  preference 
over  its  predecessor. ) 

COMMENTS  ON  H.  R.  11526 

This  bill  deals  with  two  subjects,  budgeting  and  accounting.  It  proposes  that 
both  of  these  be  changed  from  the  present  “obligations  incurred”  basis  to  an 
“annual  accrued  expenditure”  or  cost-based  plan.  While  the  time  and  extent 
of  making  such  changes  as  to  budgeting  is  left  in  the  hands  of  the  President,  the 
implication  is  that  they  be  done  as  soon  as  practicable. 

That  these  objectives  are  in  general  desirable  is  not  questioned.  However,  two 
serious  problems  present  themselves  as  to  the  immediate  application  of  the 
accrued  expenditure  (cost)  basis  to  budgeting: 

(1)  Expenditures  cannot  be  made  for  the  most  part  without  previously  incur¬ 
ring  obligations.  In  such  operations  as  those  of  the  Department  of  Defense,  and 
possibly  other  cases,  obligations  cannot  be  limited  to  or  brought  to  maturity  during 
a  fiscal  period ;  many  extend  a  number  of  years  into  the  future  and  do  not 
become  expenditures  until  some  future  period.  Nevertheless,  obligations  involv¬ 
ing  future  expenditures  must  be  incurred  and  authority  for  incurring  such  ob¬ 
ligations  must  be  granted  in  some  manner.  Consequently,  in  addition  to  budget¬ 
ing  for  expenditures  to  accrue  during  a  given  fiscal  year,  budgets  for  obligations 
to  be  incurred  during  that  year,  and  the  period  in  which  it  is  anticipated  they  will 
have  to  be  liquidated,  also  are  needed. 

(2)  In  order  for  an  agency  to  be  able  to  estimate  its  accrued  expenditures 
for  a  fiscal  period,  it  should  have  had  experience  in  accounting  on  such  a  basis 
for  a  reasonable  period  in  advance  of  undertaking  such  a  budget  plan.  This 
is  not  the  case  at  the  present  time.  Consequently,  it  would  be  desirable  to  defer 
the  application  of  the  requirement  for  budgeting  on  an  accrued  expenditure 
basis,  until  some  later  date,  after  accrual  accounting  has  become  generally 
established.  While  considerable  progress  toward  accrual  accounting  has  been 
made,  many  activities  still  maintain  their  accounting  primarily  on  a  cash  basis. 

For  these  reasons,  it  is  recommended  that  section  1  (a)  be  deleted,  and  action 
on  the  matters  covered  by  it  deferred. 

If  it  is  felt  that  this  should  not  be  done,  then  the  following  changes  in  section 
1  (a)  are  recommended : 

Subparagraph  (b)  page  2,  line  9,  add:  “in  addition  to  consideration  of  obliga¬ 
tions  to  be  incurred  which  will  be  payable  in  future  periods.” 

The  reasons  for  this  addition  are  set  forth  in  the  discussion  immediately 
preceding. 

Subparagraph  (b)  page  2,  line  10:  change  the  words  “relate  to”  to  “cover 
the  estimated  cost  of.” 

The  words  “relate  to”  are  vague  and  should  be  replaced  by  words  having  more 
definite  meaning  in  the  context.  Also,  the  use  of  the  word  “cost”  at  this  point 
will  strengthen  and  clarify  the  relation  between  this  paragraph  and  line  2,  same 
page,  and  the  phrase  “cost-based  budgets”  in  subsections  (b)  and  (c),  page  3, 
line  24,  and  page  4,  lines  1  and  4. 

Subparagraph  (b) ,  page  3,  line  3,  add  after  that  line :  “Nothing  contained  herein 
shall  prevent  the  presentation  of  requests  for  authority  to  enter  into  obligations 
which  shall  become  due  and  payable  in  future  fiscal  periods  in  excess  of  appro¬ 
priations  for  the  current  fiscal  period  determined  on  an  accrued  expenditure 
basis  as  herein  provided.” 

Changes  recommended  in  other  sections  of  the  bill  are  : 

Section  1  (b),  subsection  (b),  page  3,  line  24,  add:  “and  shall  indicate  the 
extent  to  which  authority  is  requested  to  incur  obligations  for  each  fiscal  period 
in  which  such  costs  are  expected  to  accrue.” 

The  reasons  for  this  addition  are  the  same  as  those  indicated  in  the  discus¬ 
sion  of  section  1  (a). 

Section  2(b),  subparagraph  (c) ,  page  5,  line  1 : 

(1)  Insert  after  the  word  “maintained”,  the  words:  “as  fully  as  practicable.” 

There  are  many  problems  involved  in  applying  the  accrual  basis  of  accounting 
to  Government  operations,  not  faced  in  industry  or  in  the  Government  corpora¬ 
tions,  where  this  method  is  rather  rigidly  followed  without  serious  difficulty. 
Some  leeway  should  be  allowed  from  the  procedures  usually  followed,  to  enable 
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the  agencies  to  deal  with  these  problems  in  a  practicable  manner,  and  without 
creating  a  burden  of  additional  work  not  offset  by  significant  gains. 

(2)  Insert  after  the  word  “show”  the  words:  “in  addition  to  appropriations, 
funds,  and  administrative  subdivisions  thereof,  obligations  incurred,  and  cash 
received  and  disbursed,”. 

Section  2  (c),  page  5,  line  8,  after  the  word  “system,”,  add  the  following: 
“the  objective  of  this  subsection  being  a  single,  integrated  accounting  system 
for  each  agency  meeting  all  accounting  requirements.” 

The  reasons  for  these  suggested  additions  are  set  forth  in  previous  general 
comments  presented  herein. 

Mr.  Morey.  Ladies  and  gentlemen,  I  am  here  today  because  of  in¬ 
terest  in  governmental  accounting,  and  have  been  for  a  long  time,  but 
currently  I  am  serving  as  consultant  to  accounting  policies  in  the 
Office  of  the  Assistant  Secretary,  Mr.  McNiel,  and  I  have  come  at 
his  request. 

I  did  receive  from  Senator  Kennedy  a  request  for  comments  on 
Senate  bills  3897  and  3899,  which  are  the  companion  bills  in  the  Senate 
to  these  two  in  the  House.  And  the  statement  that  I  am  giving  the 
committee,  if  it  is  in  their  hands,  is  a  statement  prepared  in  relation 
to  those  two  bills. 

However,  since  the  two  bills  are  identical,  I  will  simply  say  in  gen¬ 
eral  that  I  do  not  have  the  benefit  of  the  comments,  that  is,  not  all 
of  the  observations  of  the  General  Accounting  Office,  and  in  view  of 
the  Bureau  of  the  Budget  on  these  bills  before,  I  prepared  my  memo¬ 
randum  and  so  there  are  some  points  that  I  have  made  that  would  be 
somewhat  modified  by  the  statements  presented  by  them. 

For  example,  the  availability  of  the  contract  authority,  and  a  few 
points  of  that  kind.  We  are  all  extremely  interested  in  improving 
the  accounting  and  financial  management  in  the  Government.  I  have 
been  keenly  interested,  though  not  actively,  a  part  of  any  task  force 
of  the  work  of  the  Hoover  Commission,  but  I  was  the  chairman  of  a 
local  citizens  committee.  I  do  give  general  concurrence  to  its  studies 
and  recommend  in  the  field  of  general  budget  accounting  and  the  gen¬ 
eral  merit  they  have. 

However,  as  Mr.  McNeil  pointed  out,  they  were  strongly  worded  in 
the  direction  of  making  these  procedures  conform  to  private  business. 
This  is  acceptable  only  as  far  as  such  procedures  are  applicable  and 
there  are  needs  and  conditions  in  the  Government  not  found  in  non¬ 
public  enterprises. 

We  want  the  Government  to  be  conducted  on  a  business-like  basis, 
but  that  does  not  necessarily  mean  like  a  business  in  every  detail. 

Chairman  Dawson.  I  wish  you  could  make  that  distinction  in  other 
respects.  There  seems  to  be  a  movement  to  put  the  Government  out 
of  business.  I  am  of  the  opinion  that  the  Government  is  our  biggest 
business. 

Mr.  Morey.  We  have  features  that  require  financial  control  stem¬ 
ming  from  the  Congress  and  extending  all  the  way  down  through  our 
management  that  require  additional  and  different  systems  of  account¬ 
ing  over  and  above  many  of  those  that  would  be  matched  by  those 
found  in  private  business. 

Now,  my  statement  here  contains  some  general  comments  and  more 
or  less  similar  to  those  of  Mr.  McNeil  this  morning  on  some  of  the 
features  of  accounting  with  capital  funds,  obligation  accounting  and 
so  forth,  and  I  will  not  read  that  statement  in  detail. 

In  summary,  I  would  like  to  say  in  the  time  that  I  have  spent  here  I 
have  been  deeply  impressed  by  the  efforts  that  are  going  on,  the  con- 


BUDGET  AND  ACCOUNTING 


179 


structive  and  excellent  efforts  that  are  in  progress  to  improve  the  ac- 
counting  and  financial  management  in  the  Department  of  Defense.  I 
have  been  impressed  also  by  the  fine  cooperation  that  is  going  on  be¬ 
tween  that  Department  and  the  Bureau  of  the  Budget  and  General 
Accounting  Office  under  the  provisions  of  the  Budget  and  Accounting 
Procedure  Act  of  1950. 

We  must  recognize  that  the  Department  of  1  inance  is  probably  the 
most  complex  and  most  extensive,  the  most  intricate  business  operation 
in  the  world.  It  takes  time  to  work  these  things  out,  and  1  realize 
that  we  become  impatient  at  the  slowness  at  which  these  things  work, 
but  direction  is  more  important  than  speed  in  these  matters  and  we 
should  be  sure  that  the  direction  is  right  rather  than  merely  to  accom¬ 
plish  results  quickly. 

First  I  would  want  to  say,  as  I  have  said  here,  that  with  great  respect 
to  my  fellow  CPA,  Congressman  Lipscomb,  that  I  do  believe  House 
bill  il526  is  a  superior  bill  to  House  bill  9402.  It  seems  to  me  the 
latter  contains  quite  a  few  things  unnecessary,  subjects  of  legislation, 
and  as  I  believe,  the  other  departments  concerned  have  voiced,  some 
of  the  things  are  not  altogether  desirable. 

House  bill  11526  contains  desirable  objectives.  I  am  inclined  to 
believe  that  most  of  them  will  be  accomplished  under  existing  laws, 
can  be  accomplished  under  existing  laws  of  machinery  probably  as 
rapidly  and  practically  and  they  will  be  accomplished. 

On  the  other  hand,  I  recognize  that  the  stamp  of  approval  on  the 
part  of  the  Congress  to  some  of  these  principles  would  probably— — 

Chairman  Dawson.  Not  the  stamp  of  approval,  but  the  legislative 
authority  or  mandate  to  go  and  do  it. 

Mr.  Morey.  Authority  and  direction  that  needs  to  be  done,  as 
rapidly  as  practicable.  It  is  therefore  a  matter  of  time.  My  first 
feeling  was  that  the  provision  under  section  1  (a)  for  accrued  expendi¬ 
ture  basis  for  appropriation  should  be  deferred  until  the  departments 
are  more  fully  on  accrued  accounting  basis  as  far  as  their  records  are 
concerned  because  they  have  to  have  accounting  records  to  carry  these 
out. 

However,  the  provision  that  this  would  only  be  done  and  the  assur¬ 
ance  it  will  only  be  done  as  fast  as  it  is  practicable  to  cany  it  out, 
perhaps  mitigates  against  that  objection.  I  do  feel  that  there  are  some 
additional  changes  in  the  bill  that  are  needed  in  the  way  of  clarification 
of  the  relation  of  obligation  accounting  to  the  accrual  accounting  sys¬ 
tem,  minor  changes  in  phraseology,  and  a  few  things  like  that  which  I 
will  not  detail  because  they  are  set  out. 

Chairman  Dawson.  Did  you  detail  them  in  your  statement? 

Mr.  Morey.  They  are  detailed  in  the  memorandum. 

Chairman  Dawson.  All  right.  Thank  you. 

Mr.  Lipscomb.  Now,  you  mentioned,  sir,  that  things  do  not  neces¬ 
sarily  have  to  move  rapidly  but  in  order  to  get  things  done,  just  in  the 
right  direction.  Why  do  you  think  it  is  that  the  Bureau  of  the  Budget 
has  not  put  some  of  these  improvements  into  effect  until  the  Hooiei 
Commission  recommended  them  ?  I  mean,  they  seem  rather  obi  ious 
on  the  face  of  them. 

Mr.  Morey.  I  think  we  will  all  admit  that  the  traditional  accounting 
methods  in  the  Government  have  been  based  probably  on  the  cash- dis¬ 
bursement  basis;  have  not  been  such  to  provide  the  best  results. 
Why  we  haven't  moved  forward  in  earlier  years,  we  are  definitely  along 
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that  line,  I  am  sure.  I  was  chairman  of  a  committee  of  accountants 
m  the  late  thirties,  more  or  less  at  the  time  of  the  select  committee,  I 
think  it  was  called,  which  was  in  operation  at  that  time,  which  was 
raising  questions  about  budgeting  and  accounting  and  those  things 
did  have  a  great  deal  of  consideration. 

On  the  other  hand,  the  war  interrupted  many  of  these  changes 
that  many  people  would  understand.  How  they  work  in  the  Hoover 
Commission  and  other  task  forces  is  to  serve  to  emphasize  these,  but 
to  me  the  great  piece  of  legislation  was  the  Budget  and  Accounting 
Act  of  1950,  which  set  up  a  general  pattern  of  cooperation  and  I  am 
sure  the  reports  that  have  been  issued  in  those  years  indicate  that  the 
matter  has  not  stood  still  by  any  means. 

There  are  many  places  in  the  Government  where  most  of  the  provi¬ 
sions  of  this  proposed  legislation  are  now  being  accomplished. 

There  are  many  places  in  the  Department  of  Finance  where,  to  a 
considerable  extent,  these  things  are  being  accomplished.  So  far  as 
the  accounting  and  financial  management  are  concerned,  they  are 
being  accomplished. 

Mr.  Lipscomb.  Do  you  have  any  feeling  about  the  recommendations 
of  the  Hoover  Commission,  for  instance,  with  respect  to  the  Bureau 
of  the  Budget,  or  with  respect  to  the  exchange  of  correspondence 
between  the  President  and  the  Bureau  of  the  Budget,  setting  up  a 
director  of  accounting?  Do  you  have  any  feelings  about  enlarging 
the  stall  or  putting  the  staff  members  into  the  different  agencies,  that 
type  of  relationship? 

.  Mr.  Morey.  I  feel  that  that  general  movement  is  decidedly  in  the 
right  direction  with  respect  to  bringing  a  closer  coordination  and 
integration  between  budgeting  and  accounting.  And  accounting  on 
budgeting.  We  have  not  had  enough  of  that  kind  of  coordination 
integration  in  the  past.  The  provision  by  the  Bureau  of  the  Budget 
which  has  already  £one  into  effect  for  accounting  differences  in  the 
Bureau  should  bring  about  excellent  results  in  that  respect. 

Now,  perhaps  your  question  was  directed  as  to  how  closely  the 
Bureau  of  the  Budget  should  be  integrated  into  the  other  agencies  like 
the  Department  of  Defense.  I  would,  from  my  limited  observation, 
be  inclined  to  concur  with  Secretary  McNeil  that  the  present  plan  of 
integration  is  good,  and  I  would  doubt  whether  it  would  be  desirable 
to  modify  that  entirely  along  the  lines  of  the  Hoover  Commission 
recommendations. 

Mr.  Lipscomb.  With  your  knowledge  of  it,  do  you  feel  it  has  been 
sufficient  ? 

Mr.  Morey.  I  think,  considering  the  time,  I  mean  to  say  I  think 
much  has  been  accomplished.  I  don’t  mean  to  say  that  it  has  brought 
about  perfection  in  the  budgeting  methods,  but  it  seems  to  me  from 
observation  that  there  is  a  good  correlation  existing  between  the  two 
and  they  are  not  moving  hand  in  hand  to  constant  improvement  of 
the  budget. 

Mr.  Lipscomb.  Do  you  see  any  objection  to  the  Congress  writing  in 
some  legislation  stating  that  they  believe  these  things  should  be  done? 

Mi.  Morey.  "Well,  I  think  I  would  defer  to  the  judgment  of  the 
Bureau  of  the  Budget,  if  I  understand  correctly,  on  the  previous  com¬ 
ments  which  I  did  have  the  privilege  of  seeing  on  3119,  in  which  it 
apparently  held  to  the  view  that  closer  integration  of  the  Bureau 
of  the  Budget  into  the  affairs  of  the  different  departments  would  not 
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be  necessary  and  that  they  had  already  taken  steps  to  set  up  a  division 
of  accounting  that  in  their  judgment  would  accomplish  the  objectives 
here  in  an  adequate  amount  without  legislation. 

Mr.  Lipscomb.  Maybe  I  don’t  have  the  same  feeling  that  this  will 
be  carried  forward  expediently,  as  you  do,  without  some  direction. 

I  believe  that  you  indicated  that  you  concurred  with  the  bill  H.  II. 
11526,  except  that  you  feel  that  perhaps  it  shouldn’t  go  into  the  accrual 
base  of  budgeting. 

Mr.  Morey.  I  am  not  saying  that  I  object  to  accrual  basis  of  appro¬ 
priation.  I  concur  in  that  as  a  principle.  My  statement  that  I  made 
here  is  that  I  am  sure  that  couldn’t  be  accomplished  immediately,  that 
time  would  be  required,  and  I  raise  the  question  of  whether  perhaps 
the  legislation  requiring  it  should  not  be  deferred. 

There  is  a  saving  clause  here  that  protects  the  agencies  in  that 
respect,  and  Mr.  Brasfield  and  Rappaport  both  referred  to  that,  I 
believe.  And  assuming  that  will  be,  and  undoubtedly  will  be  ap¬ 
plied,  one  could  not  raise  any  serious  objection  to  that. 

Mr.  Lipscomb.  I  believe,  in  my  opinion,  the  way  I  look  at  it,  that 
is  why  that  type  of  legislation  was  left  out  of  the  H.  R.  9402,  be¬ 
cause  it  was  thought  that  they  had  to  do  the  groundwork  first  before 
they  could  get  into  that  function. 

Mr.  Morey.  That  is  the  point.  It  will  be  unnecessary  for  the  De¬ 
partment  to  build  up  an  accounting  system  generally  on  accrued  ex¬ 
penditure  and  cost  basis  before  they  really  have  adequate  information 
to  present  budgets  which  would  be  expected  to  form  the  basis  of 
appropriations. 

Of  course,  I  am  most  concerned,  as  my  comments  indicate,  that  there 
will  not  be  any  loss  of  the  recognition  of  the  necessity  for  obligation 
accounting,  and  appropriate  control  of  all  points,  and  ascending  to 
accrued  expenditure  and  cost  basis. 

These  things  can  be  fully  integrated  and  into  a  single  accounting 
system  and  should  be. 

"  Mr.  Henderson.  Mr.  Morey,  did  you  say  you  were  generally  in 
favor  of  the  accrued  system  ? 

Mr.  Morey.  Yes,  indeed. 

Mr.  Henderson.  But  you  are  also  in  favor  of  the  obligation  system? 

Mr.  Morey.  By  all  means.  I  mean  the  obligation  accounts — and 
those  were  what  we  call  generally  budgetary  accounts — cannot  be  dis¬ 
pensed  with  in  my  judgment.  And  they  should  be  part  and  parcel 
of  the  general  accounting  system.  An  accrued  expenditure  and  cost 
analysis  can  flow  readily  out  of  and  be  an  integral  part  of  the  fund  and 
the  appropriation  accounting  system.  And  that  is  the  system  to 
develop.  ... 

Mr.  Henderson.  You  don’t  agree  with  the  Hoover  Commission  m 
the  weaknesses  of  the  obligational  system? 

Mr.  Morey.  I  have  heard  that  it  would  appear  that  the  Hoover 
Commission  may  not  have  given  adequate  consideration  or  had  an 
adequate  recognition  of  the  importance  of  the  obligation  and  cash 
accounting,  in  the  Government  departments,  and  thus  perhaps  unin¬ 
tentionally  left  the  implication  that  these  are  unnecessary. 

Now,  I  know  that  there  has  been  denied  by  the  Chairman  of  the 
Task  Force  on  Accounting,  and  I  do  know  also  that  in  the  task  force 
report  the  statement  is  clearly  made,  because  I  have  the  report  here— I 
hope  I  can  turn  to  it  quickly — that  such  an  accounting  is  essential; 
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that  is,  it  cannot  be  dispensed,  with;  yet  all  of  the  emphasis — I  am 
sorry  I  can’t  turn  to  that  at  the  moment — all  of  the  emphasis,  however, 
is  on  the  accrual  basis  and  on  the  cost  basis  and  virtually  no  mention 
of  the  continuing  and  equal  necessity  for  obligation. 

That  is  why  one  finds  himself  a  bit  anxious  to  know  what  the 
Commission — I  am  sorry  I  can’t  find  that,  but  Mr.  McNeil  was  right 
in  his  statement  that  the  control  of  appropriations,  appointments, 
and  allocations  and  allotments  and  obligations  are  at  all  times  essen¬ 
tial,  and  that  should  be  an  integral  part  of  the  accounting  system. 

Of  course,  those  are  necessary  for  reporting  to  the  Government 
agencies  and  to  Congress  so  they  cannot  be  dispensed  with.  Recently 
I  heard  one  of  the  management,  one  of  the  defense  departments  say 
it  is  not  enough  for  me  to  know  what  the  expenditures  have  been, 
that  is  too  late.  I  must  know  what  my  commitments,  my  obligations 
are  at  all  times. 

Mr.  Henderson.  Do  you  feel  that  the  existing  obligational  system 
could  be  improved  to  the  extent  that  Congress  would  have  both  the 
knowledge  and  the  control  that  it  should  have,  we  will  say,  without 
installing  a  new  accrual  method  or  cost  basis  ? 

Mr.  Morey.  I  think  it  can  be  improved,  and  rather  substantially. 
Of  course,  there  are  many  reports  made  now.  For  instance,  the 
Budget-Treasury  Form  No.  1,  which  goes  every  month  to  the  Bureau 
of  the  Budget  and  to  the  Treasury  on  every  appropriation  made  by 
Cong  ress.  It  shows  the  exact  status  of  each  and  every  appropriation. 

So,  there  is  a  wealth  of  complete  reporting  now,  but  it  may  not  be 
brought  together.  It  may  not  be  coordinated  because  the  monthly 
cash  report  of  the  Treasury  is  only  the  appropriations  and  disburse¬ 
ments.  It  does  not  reveal  the  extent  to  which  appropriations  are 
obligated. 

Mr.  Henderson.  Thank  you. 

The  Chairman.  I  notice,  Mr.  Morey,  that  in  stating  your  qualifica¬ 
tions  and  your  background  you  said  that  you  were  a  member  of  the 
committee  to  bring  into  being  or  to  implement  or  cause  acceptance  of 
the  Hoover  recommendations. 

Mr.  Morey.  Yes. 

The  Chairman.  Now,  that  committee  has  set  out  on  a  job  to  have 
them  put  into  effect,  either  by  legislation  or  administrative  act,  all  of 
the  Hoover  recommendations,  and,  yet,  in  this  particular  one  in  your 
field  you  make  excuses  for  their  recommendations.  You  don’t  want 
to  abide  by  them,  they  did  not  give  it  enough  thought  and  so  forth  and 
so  on. 

Why  couldn’t  that  be  true  in  every  other  recommendation  they  made 
and  whj^  would  you  belong  to  a  citizens  group  to  implement  the  Hoover 
recommendations  or  to  bring  them  into  being  without  having  them 
studied  and  without  having  studied  all  of  them  and  their  background? 

Mr.  Morey.  I  want  to  say  that  when  the  earlier  recommendations 
of  the  first  Commission  were  before  Congress  I  raised  certain  questions 
at  that  time  myself,  even  though  in  general  and  in  broad  principle  I 
was  supporting,  and  as  you  say,  at  a  citizen  level,  as  a  citizen,  actively 
supporting  the  efforts  of  the  Hoover  Commission  to  improve  our 
Government  management. 

The  Chairman.  And  yet  the  one  in  your  particular  field  where  they 
differ  with  you,  then  you  don’t  want  it  put  into  operation,  but  in  all 
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those  fields  that  you  are  not  an  authority,  they  must  be  the  law  and 
they  must  be  right  and  we  must  put  them  into  effect. 

Mr.  Morey.  I  think  you  are  reading  a  little  too  much  in  the  state¬ 
ment  I  made,  fellow  citizen  of  Illinois,  but  the  questions  that  I  raised 
are  in  their  practical  application  rather  than  on  the  broad  principles. 

The  Chairman.  I  find  that  even  among  the  different  agencies  they 
all  are  for  the  Hoover  Commission  except  those  that  affect  them. 

I  notice  that  there  is  a  tendency  for  us  all  to  be  for  reform  until 
the  reform  strikes  us.  Then  we  want  to  do  it  the  old  way,  and  so 
forth  and  so  on,  like  we  have  been  doing  it. 

Particularly  my  attention  was  called  to  that  human  trait  where 
you  agree  with  the  Hoover  Commission  except  in  the  respect  that 
you  did  not  believe  that  they  were  right  when  they  wanted  to  do  away 
with  all  this  old  system  of  accounting  and  bring  in  this  new  one.  You 
don’t  want  to  do  away  with  it  all,  you  want  to  use  part  of  that  and  use 

part  of  the  new.  . 

Mr.  Morey.  Use  the  thing  that  is  essential,  add  to  them  the  things 

that  are  now  missing  that  are  also  essential. 

The  Chairman.  Any  other  questions  ? 

Are  there  any  further  witnesses  ? 

Here  is  a  letter  we  want  introduced  into  the  record  from  the  cham¬ 
ber  of  commerce. 

(The  letter  referred  to  is  as  follows:) 

Chamber  of  Commerce  of  the  United  States, 

Washington,  D.  C.,  June  12, 1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  Office  Building,  Washington  25,  D.  C. 

Dear  Mr  Dawson  :  The  Chamber  of  Commerce  of  the  United  States  strongly 
supports  the  underlying  principles  of  H.  It.  11526,  which  would  put  into  effect 
important  recommendations  of  the  Commission  on  Organization  of  the  Executive 
Branch  of  the  Government  with  respect  to  budget  and  accounting  procedures. 
In  hearings  held  earlier  by  your  subcommittee,  Mr.  M.  C.  Conick  testified  for 
the  chamber  in  support  of  H.  K.  9402,  which  in  many  respects  is  similar  to  this 
measure,  both  in  scope  and  objective. 

On  comparing  H.  R.  11526  with  H.  R.  9402,  we  note  that  the  new  measure 
contains  improvements  in  language,  and  we  are  particularly  gratified  at  the 
inclusion  of  the  section  directing  development  of  an  accrual  system  of  budgeting 

and  appropriating.  .  .  *  c,  tt  t? 

We  note  also,  however,  omission  of  certain  provisions  of  S.  3199  and  H.  R. 
9402  which  we  think  should  be  included.  I  have  particular  reference  to  those 
dealing  with  the  regular  assignment  of  budget  examiners  to  each  agency,  the 
establishment  of  agency  comptrollers,  the  provision  for  a  staff  office  of  accounting, 
and  the  requirement  of  performance  reports,  all  of  which  also  were  recommenda¬ 
tions  of  the  Commission. 

While  the  acts  of  1921  and  1950  gave  the  Bureau  of  the  Budget  discretionary 
authority  to  take  steps  along  these  lines,  nothing  has  been  done.  It  would  be 
helpful  if  Congress  would  make  them  mandatory  as  provided  in  S.  3199  and 
H  R  9402 

We  will  appreciate  it  if  you  will  make  this  letter  a  part  of  the  record  of  your 
committee’s  hearing  on  H.  R.  11526. 

Cordially  yours, 

m  AREINTOF  R  AIrr.ES. 


The  Chairman.  Thank  you  very  much,  Mr.  Morey,  for  your  con¬ 
tribution,  and  thank  you,  gentlemen,  and  also  the  members  of  the 
press  for  your  presence  here  with  us  today. 

(Whereupon,  at  2:  30  p.  m.,  the  subcommittee  adjourned.) 
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TUESDAY,  JUNE  19,  1956 

House  of  Representatives, 

Executive  and  Legislative  Reorganization  Subcom¬ 
mittee  of  the  Committee  on  Government  Operations, 

W  ashing  ton ,  D.  C. 

The  subcommittee  met,  pursuant  to  notice,  at  10 :  05  a.  m.,  in  room 
1537,  New  House  Office  Building,  Representative  William  M.  Dawson 
(chairman)  presiding. 

Present:  Representatives  Dawson,  Brown,  Jonas,  and  Hoffman. 

Also  present :  Representative  Lipscomb ;  Elmer  W.  Henderson,  sub¬ 
committee  counsel;  William  Pincus,  associate  general  counsel;  and 
Ann  E.  McLachlan,  clerk. 

Chairman  Dawson.  Will  the  subcommittee  please  come  to  order. 

This  morning  our  subcommittee  continues  its  consideration  of  H.  R. 
9102,  H.  R.  11526,  and  other  measures  to  alter  our  present  system  of 
budget  and  accounting  in  the  Federal  Government. 

We  have  as  our  witnesses  today  the  chairman  of  the  Committee  on 
Appropriations,  Hon.  Clarence  Cannon,  and  the  ranking  minority 
member  of  that  committee,  Hon.  John  Taber. 

Certainly,  this  committee,  by  virtue  of  its  experience  in  the  Congress, 
would  not  feel  free  to  recommend  any  legislation  dealing  with  appro¬ 
priation  matters  until  these  two  Congressmen  wlio  have  had  such  a 
broad  and  long  experience  in  handling  the  money  of  our  country  would 
pass  upon  the  legislation  involved. 

We  are  indeed  honored  to  have  both  these  gentlemen  with  us  today. 
One  is  the  chairman  when  one  party  is  in  power;  the  other  is  the 
chairman  when  the  other  party  is  in  power.  Between  the  both  of 
them,  we  have  a  wealth  of  experience  on  this  subcommittee  that  few 
other  committees  can  get. 

At  this  time,  did  you  gentlemen  have  any  order  of  procedure  ? 

Mr.  Cannon.  Off  the  record  just  a  minute,  please. 

(Discussion  off  the  record.) 

Chairman  Dawson.  Will  you  proceed,  Mr.  Cannon  ? 

STATEMENT  OF  HON.  CLARENCE  CANNON,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  MISSOURI 

Mr.  Cannon.  It  is  a  great  pleasure  and  privilege  to  be  before  this 
committee  on  any  occasion  and  it  is  a  special  privilege  to  be  before  this 
committee  on  the  bills  you  have  before  you  today. 

The  question  involves,  Mr.  Chairman,  the  financial  integrity  of  the 
Government.  It  involves  national  solvency,  and  therefore  involves 
both  national  defense  and  national  prosperity. 
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As  a  matter  of  fact,  in  these  critical  times,  it  involves  national 
existence,  national  survival.  We  are  today  in  one  of  the  most  acute 
situations  in  which  a  nation  can  find  itself,  economically  and  finan¬ 
cially. 

The  budget  submitted  to  us  in  January  is  the  largest  budget  ever 
submitted  to  the  United  States  Congress  in  time  of  peace.  Our 
expenditures  and  our  revenues  for  this  year  are  the  largest  in  peace¬ 
time  in  the  history  of  the  country,  and  the  appropriations  which  Con¬ 
gress  so  far  has  made — and  we  have  now  disposed  of  most  of  the 
appropriations  bills,  at  least  sufficient  to  project  ahead  definite  con¬ 
clusions  about  the  totals  which  will  face  us  at  the  end  of  the  session — 
these  expenditures  by  the  Congress  are  the  largest  in  the  peacetime 
history  of  the  United  States. 

The  budget  submitted  to  us  in  January,  Mr.  Chairman,  projected  an 
expenditure  for  the  year  1957  of  $6.1,  an  increase  of  $6,100  million 
over  the  current  year,  involving  a  total  of  $65,900  million,  which  is, 
as  I  have  said,  the  record  in  the  peacetime  history  of  the  country. 

Now,  to  complicate  the  situation,  we  owe  the  most  stupendous  debt 
ever  carried  in  peacetime  in  the  history  of  the  country,  approximately 
$277  billion,  and  the  Congress  must  before  the  end  of  this  session 
again  raise  the  statutory  ceiling  on  the  national  debt. 

We  have  repeatedly  had  to  raise  the  statutory  ceiling,  $275  billion, 
and  each  time  we  have  raised  it  we  have  been  told  that  the  increase 
was  temporary,  that  very  shortly  we  expected  to  go  back  to  the  old 
$275  billion  ceiling,  and  each  time  we  have  been  disappointed  in  that 
expectation.  And  now  one  more  time  in  this  session  we  must  again 
raise  the  statutory  ceiling  on  the  national  debt. 

This  situation  carried  with  it  disastrous  consequences.  It  has  re¬ 
sulted  in  an  unprecedented  inflation.  In  1864,  when  the  Civil  War 
was  nearing  its  close,  but  when  the  issue  was  not  yet  definitely  deter¬ 
mined,  the  value  of  the  United  States  paper  currency  fell  to  the 
lowest  point  since  the  establishment  of  the  Republic.  The  value  of 
paper  currency  in  gold  went  to  the  lowest  point  while  specie  payment 
was  discontinued. 

But  even  at  that  low  point,  the  currency  of  the  United  States — 
the  greenback — in  1864  was  greater  in  buying  power  than  a  dollar 
is  today.  It  is  a  Situation  attended  by  serious  consequences. 

For  example,  all  these  totals  that  are  being  published  today  illus¬ 
trating  the  high  returns  on  stocks  and  bonds,  the  highest  wages  en¬ 
joyed  by  labor  must  all  be  cut  in  two.  We  are  not  as  great  and 
important  and  prosperous  as  we  seem  to  be,  because  the  dollar  today  is 
only  worth  about  50  cents. 

Mr.  Hoffman.  How  much  ? 

Mr.  Cannon.  About  50  cents. 

It  has  fluctuated  from  49  to  52  cents  on  the  dollar. 

In  1937  $1  would  purchase  between  101  and  102  cents  worth  of 
commodities.  4  oday  it  will  purchase  in  the  fluctuating  markets  of 
today,  somewhere  between  49  and  52  cents  on  the  dollar. 

By  way  of  further  example,  men  who  sit  around  the  table  of  our  com¬ 
mittees  here  have  perhaps  long  ago  made  what  they  considered  a  final 
arrangement  of  their  life  insurance  and  a  final  settlement  of  their 
estates.  Usually  insurance  is  handled  in  multiples  of  $10,000.  Just 
to  illustrate  to  them  what  the  etfeet  of  this  tremendous  inflation  has 
been,  that  $10,000  which  is  a  unit  is  today  only  worth  $5,000.  The  men 
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who,  say,  in  1937  had  $10,000  worth  of  life  insurance,  have  lost  half 
the  money  they  invested  and  have  irrevocably  in  some  cases  compli¬ 
cated  the  arrangement  which  they  expected  to  govern  their  estate 
after  their  death. 

If  a  man  bought  $10,000  worth  of  insurance  in  1937,  he  only  has 
$5,000  worth  today.  The  man  who  retired  on  what  at  that  time  was 
ample  competence  today  has  only  half  as  much  as  he  thought  he  had  at 
the  time  in  1937  or  thereabouts.'  The  result  is  that  many  people  who 
retired  at  that  time  find  themselves  cramped  beyond  recourse  because 
they,  instead  of  having  what  was  competent  have  only  half  a  compe¬ 
tence  now. 

We  have  another  instance.  Most  of  the  colleges  of  the  country  had 
an  endowment  fund  which  in  1937  was  ample  to  sustain  their  institu¬ 
tions.  They  are  all  today  in  desperate  straits  because  their  endow¬ 
ment  funds' which  in  1937'  brought  in  enough  returns  on  their  invest¬ 
ments  to  support  the  institutions  are  now  inadequate,  and  all  over  the 
United  States,  our  endowed  colleges,  our  endowed  hospitals,  our  en¬ 
dowed  orphanages,  and  other  like  institutions,  are  engaged  in  a 
desperate  struggle  to  make  up  what  they  have  lost  in  this  depreciation. 

This  depreciation  is  solely  the  result  of  spending  money  we  didn’t 
have.  We  have  gone  along  spending  money  we  didn’t  have,  and  there¬ 
by  adding  to  the  national  debt. 

Before  the  war  such  spending  was  justified  when  we  were  operating 
with  a  pistol  at  our  heads.  We  had  no  choice  but  to  spend  and  spend 
and  spend  with  our  eyes  shut  to  prevent  foreign  enemies  from  taking 
over. 

Today  it  is  different.  We  are  now  in  a  time  of  peace,  and  we 
should  have  begun  long  ago  to  reduce  the  national  debt. 

Off  the  record  just  a  minute. 

(Discussion  off  the  record.) 

Mr.  Cannon.  Now,  Mr.  Chairman,  the  result  of  this  situation 
which  I  have  very  briefly  touched  upon  here,  and  very  inadequately 
outlined,  the  result  is  that  there  is  a  realization  all  over  the  country 
by  thinking  people  that  we  must  revise  our  budgeting  system,  revise 
our  appropriation  processes  to  bring  about  a  reduction  of  unnecessary 
expenditures,  and  as  nearly  as  possible  get  back  on  a  solvent  basis. 

In  1937,  when  the  Committee  on  Appropriations  considered  a 
proposal  for  expenditure,  they  asked  if  it  was  an  advantageous  expen¬ 
diture.  Would  it  result  in  accrued  advantage  to  the  country  and  the 

^  At  that  time  we  didn’t  have  this  tremendous  national  debt,  a  debt 
which  today  costs  us  $7  billion  annually  in  interest  and  maintenance. 
Why,  Mr.  Chairman,  back  under  the  speakership  of  the  distinguished 
Speaker  from  Maine,  Speaker  Reed,  Congress  for  the  first  time  spent 
$1  billion  in  a  session.  The  editorial  comments  of  the  newspapers 
of  the  country  were  vitriolic.  They  said  Congress  had  gone  wild 
spending  $1  billion  a  year. 

What  would  they  have  thought  if  they  had  known  that  today  we 
would  be  spending  $7  billion  a  year  merely  to  pay  the  interest  on  the 
national  debt?  It  is  an  alarming  situation,  and  the  alarming  feature 
of  it  is  that  nobody  is  alarmed.  Nothing  is  said  on  the  floor  here 
today.  Nothing  is  said  about  it  in  the  newspapers.  It  is  taken  for 
granted. 
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About  the  only  thing  we  do  about  it  on  the  floor  is  vote  more  money. 

At  the  time,  as  I  have  said,  when  we  had  a  reasonable  national 
debt,  when  we  were  solvent,  the  approach  was  whether  money  could 
be  spent  advantageously  if  appropriated.  Today,  due  to  the  des¬ 
perate  nature  of  our  situation,  the  question  should  be,  Can  we  get 
along  without  thi-s  proposed  expenditure  ?  If  we  can  get  along  with¬ 
out  it,  we  ought  not  to  spend  the  money. 

These  bills  before  you  today  are  intended  to  remedy  this  situation. 
They  are  intended  to  get  the  budget  before  us  in  such  a  way  and  so 
clearly  that  we  will  immediately  resolve  the  necessity  for  the  appro¬ 
priation  is  in  the  right  direction.  As  I  understand  it,  these  2  bills 
which  you  mentioned  in  your  letter  when  you  very  kindly  and  very 
graciously  offered  to  hear  me  on  this  subject — these  2  bills  have  as 
their  indirect  objective  the  putting  into  effect  of  the  recommendations 
of  the  Hoover  Commission. 

They  have  attracted  the  attention  of  the  country  and  have  been 
glamourized  by  a  very  remarkable  statement  which  has  been  printed 
in  every  paper  in  the  United  States. 

That  was  that  if  Congress  would  merely  adopt  these  recommenda¬ 
tions  of  the  Hoover  Commission,  we  would  save  annually  $4  billion. 
That  statement  has  been  repeated  and  repeated  and  repeated. 

My  mail  and  Mr.  Taber’s  mail  have  been  full  of  letters  asking  “Why 
don’t  you  do  this  simple  thing?”  “Why  don’t  you  just  go  ahead  and 
adopt  the  recommendations  of  the  Hoover  Commission  and  save  $4 
billion  every  year?” 

It  is  disconcerting.  Everybody  believes  that  by  merely  adopting 
the  recommendations  of  the  Hoover  Commission  we  can  save  this 
enormous  amount  and  thereby  contribute  to  the  reduction  of  the 
national  debt  in  the  amount  of  $4  billion  annually.  But  when  you 
get  down  to  the  basis  that  supports  that  statement,  you  discover  it 
is  unsupported  by  any  facts  whatever.  It  has  absolutely  no  basis. 

Only  yesterday  I  asked  the  Director  of  the  Budget  when  he  appeared 
before  our  committee,  “What  is  the  basis  on  which  they  expect  to  save 
annually  $4  billion  by  adoption  of  the  Hoover  recommendations?” 

He  had  no  substantiating  facts.  He  said  he  had  understood  that 
adoption  of  the  Hoover  recommendation  would  save  several  million 
dollars. 

I  said,  “Why,  Mr.  Director,  the  proposition  here  is  not  saving  several 
million.  It  is  saving  $4  billion  annually.” 

That  same  assurance  has  been  repeated  in  practically  every  metro¬ 
politan  newspaper  in  the  United  States,  and  reiterated  on  the  floor 
of  the  House,  and  the  Director  of  the  Budget  yesterday  conceded  that 
while  they  might  hope  and  conjecture  on  a  saving  of  vast  sums  of 
money,  he  didn’t  think  that  even  on  that  basis  they  could  save  any¬ 
thing  like  $4  billion. 

He,  said  he  thought  they  could  save  possibly  a  few  million  dollars 
by  adopting  the  Hoover  formula,  and  was  unable  to  substantiate  any 
basis  on  which. the  committee  might  save  even  a  few  million  dollars. 

So  we  start  in  here  with  a  complete  misunderstanding  of  the  sit¬ 
uation  on  the  part  of  the  press  of  the  country. 

When  you  begin  to  analyze  these  bills,  you  find  first  that  the  prin¬ 
cipal  device  depended  on  is  the  accrued  expenditures  basis. 
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That  necessarily  involves  contract  authorization,  and  of  course 
that  involves  a  tremendous  amount  of  unexpended  balances  carried  by 
the  executive  departments. 

The  proposal  is  all  the  more  problematical  when  we  go  back  to 
President  Eisenhower’s  last  budget  message. 

In  his  last  budget  message,  he  deplored  the  accumulation  of  excessive 
unexpended  balances,  and  yet  the  Hoover  proposals  and  these  bills 
will  preserve  and  increase  the  unexpended  balances.  That  is  what 
this  proposition,  the  main  feature  of  this  bill,  involves. 

Mr.  Chairman,  let  me  take  time  to  explain  what  this  contract  au¬ 
thority  means. 

In  the  first  place,  it  is  an  unfortunate  feature,  because  it  discourages 
the  comprehensive  study  that  should  be  given  to  a  proposition — any 
proposition  to  appropriate  money. 

These  bills  recommend  a  contract  under  which  the  agency  shall 
go  ahead  and  contract  the  expenditure.  If  you  want  to  take  it  up  in 
detail  at  that  time,  they  say  this  is  merely  an  authorization.  We  are 
not  spending  the  money.  This  is  merely  a  contract  authorization  and 
so,  giving  it  halfhearted  scrutiny,  we  pass  it  on. 

But  in  the  next  year  or  the  next  2  years,  or  the  next  5  years,  or  the 
next  16  years,  as  in  case  of  our  road  appropriations,  for  example,  even¬ 
tually  it  comes  back  to  us  in  the  form  of  a  bill  for  material  and  services 
rendered.  The  agency  has  gone  out  and  under  contract  authority  so 
freely  bestowed  has  contracted.  That  is  what  we  authorized  it  to  do. 
It  has  contracted  and  we  have  no  alternative  but  to  pay  it.  We  owe 
the  money  and  we  have  to  pay  it. 

So  at  both  ends  of  the  proposition,  Mr.  Chairman,  we  are  at  a  disad¬ 
vantage.  In  the  first  place  we  are  denied,  or  at  least  not  encouraged, 
to  make  a  study  because  it  is  merely  a  contractual  authority. 

When  the  time  comes  to  pay  the  bill  and  they  lay  the  contract  on  the 
table,  we  have  no  choice  but  to  write  a  check.  I  can’t  think  of  anything 
that  contributes  more  directly  to  irresponsible  expenditure  and  un¬ 
necessary  expenditure  than  such  contract  authority.  And  that  is  the 
heart  of  this  bill. 

So  I  would  say,  Mr.  Chairman,  that  I  do  not  believe  that  the  Com¬ 
mittee  on  Appropriations — and  I  have  heard  Mr.  Taber  express  him¬ 
self  so  frequently  on  this  subject  that  I  rather  think  he  joins  me  in 
that  expression — that  we  cannot  after  long  experience,  approve  this 
sort  of  budget  reform. 

I  may  add,  Mr.  Chairman  that  if  such  processing  is  desired  this  leg¬ 
islation  is  unnecessary,  because  wTe  already  have  statutory  authoriza¬ 
tion  to  do  everything  these  bills  provide. 

In  the  Budget  Act  of  1921  and  in  the  Budgeting  and  Processing  Act 
of  1950,  we  already  have  authority  to  do  everything  that  is  here  pro¬ 
posed. 

Mr.  Chairman,  I  must  be  in  the  other  committee.  I  deeply  appre¬ 
ciate  this  opportunity  to  appear  before  you.  Mr.  Taber  here  is  quali¬ 
fied  to  discuss  this  matter  as  authoritatively  as  anybody  could  discuss 
it  so  I  yield  to  him  at  this  time  with  deep  appreciation  of  your  courtesy 
in  hearing  me. 

Mr.  Hoffman.  Just  a  minute,  before  the  chairman  goes.  He  had 
30  minutes.  He  used  20  minutes  of  that  time  in  discussing  the  situa¬ 
tion,  outlining  it  and  describing  it,  and  we  are  all  familiar  with  it. 
That  is,  our  present  lack  of  financial  solvency. 
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Mr.  Cannon.  Perfectly  familiar. 

Mr.  Hoffman.  Now,  wait  a  minute.  The  gentleman  is  doing  as  he 
always  does.  He  comes  in  and  hits  and  runs  away.  You  refuse  to  sub¬ 
mit  to  a  cross-examination. 

Mr.  Cannon.  I  appreciate  the  chairman’s  giving  me  this  time.  I 
have  not  discussed  any  personalities. 

Mr.  Hoffman.  What  the  gentleman  does  is  make  a  statement. 

Then  he  refuses  to  permit  us  to  cross-examine  him  to  ascertain  the 
weight  to  be  given  to  his  situation. 

Mr.  Cannon.  What  ivould  the  gentleman  like  to  ask? 

Mr.  Hoffman.  If  you  want  to  sit  down,  I  will  ask  you  a  couple  of 
things. 

(Discussion  off  the  record.) 

Mr.  Hoffman.  Assuming  that  there  have  been  too  many  expendi¬ 
tures  already,  how  many  did  you  as  chairman  of  the  Appropriations 
Committee  oppose  ? 

Mr.  Cannon.  I  opposed  all  expenditures  that  I  thought  we  could 
szet  along  without.  I  am  sorry  to  say  the  committee  and  the  House  did 
not  always  follow  me. 

The  gentleman  from  New  York,  Mr.  Taber,  joined  me  m  an  op¬ 
position  to  many  expenditures  that  remained  in  the  bills.  Both  the 
committee  and  the  House  refused  to  accept  Mr.  Taber’s  and  my  rec¬ 
ommendations  a  number  of  times. 

Mr.  Hoffman.  How  many  of  the  appropriations  recommendations 
made  by  the  House  did  you  vote  against  ? 

Mr.  Cannon.  I  was  in  this  position - 

Mr.  Hoffman.  I  know  your  position  already.  I  know  what  you 
did  and  what  you  say. 

Mr.  Cannon.  Under  the  rules  of  the  House,  a  chairman  of  the  com¬ 
mittee  must  support  a  bill  on  the  floor  or  yield  leadership  of  the  bill 
to  somebody  else. 

Although  the  committee  refused  to  accept  my  recommendation,  and 
refused  to  accept  Mr.  Taber’s  recommendation,  neither  one  of  us  had 
authority - 

Mr.  Hoffman.  Had  authority  ? 

Mr.  Cannon.  We  weren’t  authorized  under  the  rules  to  go  on  the 
floor  and  take  any  other  position  except  to  support  it. 

Mr.  Hoffman.  You  could  have  yielded  your  leadership  on  the 
floor ;  on  the  bill  before  the  House  voted  the  way  your  conscience  dic¬ 
tated  in  favor  of  principle  instead  of  expediency. 

Mr.  Cannon.  That  statement  comes  under  the  characterization  of 
interesting  if  true. 

Mr.  Hoffman.  It’s  true  enough. 

I  would  like  to  have  the  gentleman  come  back.  I  don’t  understand 
this  idea  of  coming  in,  making  statements - 

Chairman  Dawson.  The  matter  was  something  he  spoke  of  off  the 
record. 

Mr.  Hoffman.  I’ll  answer  him  on  the  floor. 

Mr.  Brown.  Mr.  Chairman,  I  also  find  myself  in  a  position  where 
1  must  leave  for  another  committee  meeting.  The  Committee  on 
Rules  has  before  it  at  this  moment  a  very  important  bill  on  Federal 
aid  to  public  school  construction. 

Before  I  leave,  I  would  like  to  call  attention  to  the  fact  that,  as  a 
member  of  the  second  Hoover  Commission  which  made  the  report  upon 
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which  this  legislation  is  founded,  while  I  approved  the  report  gen¬ 
erally,  I  made  a  separate  statement  as  to  one  recommendation.  I  have 
said  in  that  statement,  and  I  quote : 

I  cannot  fully  accept  recommendation  No.  7  to  convert  the  congressional  ap¬ 
propriations  structure  to  an  estimated  annual  accrued  expenditures  basis.  This 
is  a  radical  departure  from  a  longstanding  fiscal  policy  which  would  require 
long-range  changes  in  our  appropriations  process.  I  am,  therefoie,  unw  illing  to 
give  it  a  blanket  endorsement  without  further  study  by  appropriate  committees 
of  the  Congress. 

Recommendation  No.  7  reads  as  follows : 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely,  charges  for  the  cost  of  goods 
and  services  estimated  to  be  received. 

I  was  very  hopeful  when  I  came  here  this  morning  that  we  could 
have  the  benefit  of  the  long  experience  and  wide  knowledge  of  both 
the  chairman  of  the  House  Committee  on  Appropriations  Mr.  Cannon, 
and  the  minority  chairman,  Mr.  Taber,  as  to  exactly  what  their  opin¬ 
ions  might  be  on  this  particular  recommendation,  as  well  as  the  rest 
of  the  bill.  I,  of  course,  got  no  information  from  the  statement 
made  by  the  gentleman  from  Missouri,  except  as  to  his  general  com¬ 
ments  and  views;  which,  of  course,  we  had  no  opportunity  to  cross- 
examine. 

As  I  must  leave,  I  would  like  to  express  the  hope,  and  I  am  sure  he 
will,  that  Mr.  Taber  will  devote  some  attention  to  just  what  affect  this 
recommendation  and  this  bill  will  have  on  the  method^  of  making 
appropriations,  and  whether  or  not  such  will  be  practical,  in  his  broad 
experience;  or,  if  not,  what  suggestions  he  might  make  that  could  be 
substituted  for  recommendation  No.  7  which  would  be  helpful  in  the 
endeavor  to  get  greater  economy  and  efliciency  in  the  conduct  of  the 
public  business. 

■  Not  being  able  to  be  present,  of  course,  I  shall  read  with  great 
interest  his  statement.  But  I  wanted  to  make  my  position  clear  as 
far  as  the  general  recommendations  of  the  bill  are  concerned;  and 
also  why  I  wouldn’t  be  able  to  stay  for  the  balance  of  the  hearing. 

I  hope  Mr.  Taber  understands  my  position. 

Mr.  Lipscomb.  I  would  like  to  state  that  the  recommendation  is 
included  in  H.  R.  11526.  In  H.  R.  9402,  recommendation  No.  7  has 
been  deleted. 

Mr.  Brown.  That  was  my  understanding. 

Mr.  Lipscomb.  When  Mr.  Cannon  spoke  with  respect  to  the  bills,  he 
spoke  as  if  they  were  both  the  same,  particularly  as  to  contracting 
authority. 

That  is  not  the  case  in  these  two  bills.  That  is  one  of  the  instances 
in  which  they  are  substantially  different,  although  H.  R.  9402  lias 
features  in  it  that  the  other  does  not  have,  but  in  connection  with 
administrative  matters.  I  just  wanted  to  point  that  out  to  the  com¬ 
mittee. 

Chairman  Dawson.  Mr.  Taber. 

STATEMENT  0E  HON.  JOHN  TABER,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Taber.  I  recognize  the  delicate  financial  situation  that  this 
country  is  in.  I  am  glad  that  the  budget  shows  prospects  of  being 
balanced  in  the  fiscal  year  we  are  now  in,  with  $2  billion.  I  would 
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hope  that  that  same  situation  might  apply  next  year.  If  it  does,  it 
will  be  a  great  contribution  toward  putting  the  Government  of  the 
United  States  on  a  solvent  basis. 

I  have  been  over  these  two  bills  quite  carefully.  Neither  of  them 
touches  the  one  thing  that  to  my  mind  would  give  us  an  opportunity 
to  save  some  money.  I  am  going  into  the  details  after  a  little,  but  the 
great  curse  of  our  budget  and  accounting  system  is  the  so-called  per¬ 
formance  budget,  which  was  slipped  into  the  unification  bill  relating 
to  the  armed  services,  during  its  passage,  without  anybody  knowing 
that  it  was  there. 

Mr.  Hoffman.  You  mean  in  1947  or  1949  ? 

Mr.  Taber.  1948, 1  think. 

That  permits  the  armed  services  arid,  insofar  as  it  has  been  adopted 
in  other  places,  to  come  before  the  Appropriations  Committee  with  a 
lump-sum  request  for  multitudinous  activities  and  to  present  the  so- 
called  justification  without  being  able  to  give  us  in  the  slightest  degree 
the  basis  for  the  appropriation.  That  has  been  so  when  I  have  been  i 
chairman  of  the  committee.  It  has  been  so  when  Mr.  Cannon  has  been 
chairman  of  the  committee.  It  is  absolutely  impossible  the  way  they 
keep  their  accounts  and  the  way  they  come  up  and  present  their  budget 
requests,  to  find  out  the  basis  for  their  requests. 

Now,  that  has  resulted  in  large  unexpended  balances.  It  has  also 
resulted  in  its  being  absolutely  impossible  for  us  to  get  at,  except 
through  investigators  that  we  send  out  from  time  to  time,  to  tell  what 
ought  to  be  done  and  what  our  responsibilities  are.  That  is  the  one 
thing  that  would  save  enormous  sums  of  money  if  it  were  eliminated 
and  if  they  were  obliged  to  go  back  and  submit  their  figures  on  a 
proper  basis  so  that  the  people  up  here  on  the  Hill  could  get  into  it  deep 
enough  to  understand  it.  I  have  asked  them  time  after  time  for  the 
details  and  they  have  never  been  able  to  get  them.  Now,  so  much  for 
a  remedy,  the  chance  to  really  save  some  money.  That  is  what  that 
particular  approach  would  do. 

Now,  I  am  going  into  these  bills  a  little  bit  and  I  am  going  to  call 
attention  to  a  few  things  that  I  have  struck  going  over  them  that  I 
would  think  if  they  were  going  to  be  considered  at  all,  should  go  out. 
Some  of  them  I  would  like  to  endorse. 

On  page  3  of  the  bill,  II.  R.  9402,  line  18,  I  certainly  would  strike  ( 
out  “not  more  than  two  persons”  because  I  do  not  see  how  two  persons 
could  go  in. 

Mr.  Jonas.  Will  the  gentleman  yield? 

Mr.  Taber.  Yes. 

Mr.  Jonas.  Mr.  McNeil,  from  the  Defense  Department,  made  the 
some  recommendation,  and  I  think  it  was  pretty  generally  under¬ 
stood  by  the  committee  that  that  certainly,  from  line  18  to  the  end  of 
that  section,  will  go  out.  Am  I  safe  in  saying  that,  Mr.  Chairman? 

Chairman  Dawson.  That  seemed  to  be  the  idea. 

Mr.  Jonas.  That  seemed  to  be  pretty  generally  agreed. 

Mr.  Taber.  They  couldn’t  possibly 'do  a  job  on  the  Military  Estab¬ 
lishment  with  just  two  persons.  That  is  beyond  any  question. 

Now,  this  cost  basis  and  the  suggestion  that  we  get  back  to  contract 
authorizations,  is  something  tha  experience  has  shown  costs  a  lot  of 
money.  It  would  increase  the  cost  of  Government  tremendously. 
These  contract  authorizations,  instead  of  being  something  to  save 
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money,  are  something  to  release  from  the  control  of  Congress  the 
power  to  appropriate  it.  That  is  all  it  amounts  to.  When  you  get 
down  to  appropriating  money  on  the  basis  of  what  they  might  spend, 
that  means  that  the  Congress  has  then  declared  that  it  wants  to  get 
back  to  the  contract-authorization  business.  It  doesn't  say  so  in  the 
bills,  but  that  is  what  it  means.  We  have  found,  by  hard  experience, 
that  the  worst  waste  that  comes  and  the  things  that  are  absolutely 
impossible  of  correction  come  from  these  contract  authorizations.  We 
have  contract  authorizations  hanging  around  that  we  haven’t  been 
able  to  eliminate  galore.  Every  little  while  we  find  something  where 
we  could  eliminate  them. 

Mr.  Jonas.  Mr.  Taber,  would  you  turn  to  page  4  and  read  the  last 
sentence  in  that  section  and  give  us  your  ideas  about  whether  these 
people  assigned  from  the  Bureau  of  the  Budget  should  stay  in  the 
Department  more  than  2  years?  There  was  a  little  argument  in  the 
committee  about  that.  It  is  a  sort  of  two-edged  sword. 

Mr.  Taber.  I  have  found  that  it  is  desirable  to  move  people  around 
on  committees  a  good  many  times,  because  people  who  stay  long 
enough  on  an  individual  job  tend  to  become  protagonists  of  that  setup. 
You  go  into  the  Defense  Department.  I  do  not  think  that  the  budget 
should  be  deprived  of  the  knowledge  that  some  of  these  people  over 
a  long  period  of  years  have  been  able  to  acquire.  Now,  it  might  be 
that  a  little  new  blood  is  required  in  the  budget  representatives,  but 
I  would  hardly  say  that  no  one  should  be  kept  in  there  for  over  2 
years.  I  think  that  would  be  a  mistake. 

Mr.  Lipscomb.  Mr.  Chairman,  I  am  sure  Mr.  Taber  knows  this,  but 
I,  at  least,  was  amazed  to  find  out  that,  I  believe,  35  people  from  the 
Bureau  of  the  Budget  are  working  in  the  Department  of  Defense, 
which  handles  almost  60  percent  of  our  total  budget  money.  Only  35 
people  working  over  there. 

Mr.  Taber.  Well,  you  see,  the  bill  the  way  it  was  would  have  cut 
that  number  down,  I  would  expect.  I  don’t  know  how  it  would  be 
interpreted,  but  I  think  there  are  a  good  many  more  than  35  people 
involved  in  the  work.  It  may  be  that  only  35  are  over  there,  but  that 
doesn’t  mean  that  that  is  all  there  are  working  on  the  job  at  any  time, 
because  I  know  that — I  have  had  considerable  contact  with  the  budget, 
and  that  has  gone  on  regardless  of  whether  or  not  I  was  in  the  majority 
or  the  minority,  and  whether  or  not  the  administration  was  of  my 
party  or  of  the  other  party. 

I  have  gone  over,  and  we  have  gone  over,  things  with  the  budget 
officer  and  had  considerable  occasion  to  cover  that  situation.  Frankly, 
we  have  7  or  8  of  our  top  clerks  in  the  Appropriations  Committee 
working  on  the  Military  Establishment  all  the  time  without  very  often 
going  to  the  Pentagon.  We  have  on  occasion  sent  in  groups  as  large 
as  35  or  40  to  the  Military  Establishment,  groups  of  investigators, 
and  they  would  be  out  of  the  top  drawer  of  accountants  and  business 
analysts,  and  that  sort  of  thing.  Some  of  them,  a  very  large  number 
of  them,  would  come  from  the  General  Accounting  Office.  A  large 
number  would  come  out  of  the  certified  public  accountants’  outfits, 
like  Price  Waterhouse,  like  Anderson  &  Co.,  like — I  could  name  a 
dozen  of  them.  That  has  helped  us  to  get  a  picture  of  it.  The  budget 
has  a  very  considerable  number  of  quite  able  accountants  who  operate 
over  there. 
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The  accounts  of  the  armed  services  are  kept  in  such  a  way  that 
it  is  almost  impossible,  even  for  those  people,  to  get  what  they  feel 
they  ought  to  have.  Now,  the  only  way  I  can  see  is  to  get  rid  of  that 
performance  budget  to  give  us  a  picture  of  what  we  need. 

Mr.  Hoffman.  May  1  ask  about  that  when  you  get  to  it  ? 

Mr.  Taber.  Yes. 

Mr.  Hoffman.  All  right.  Something  was  said  here  to  the  effect 
that  the  National  Security  Act  of  1947  brought  that  into  existence. 
I  have  before  me  the  1947  act  which  is  chapter  342  of  the  Statutes  at 
Large,  statute  61,  page  494.  I  don’t  find  anything  in  there.  But  here 
is  where  it  came  in,  in  1949  in  the  National  Security  Act  Amendments 
of  1949,  statute  63,  page  586,  section  403.  My  recollection  is  that  sec¬ 
tion  403  of  the  1949  amendments — that  amendment  came  out  of  the 
armed  services. 

Mr.  Taber.  It  did. 

Mr.  Hoffman.  Not  from  this  committee,  and  then  it  is  entitled 
“Performance  budget.”  That  is  what  you  were  talking  about? 

Mr.  Taber.  That  is  exactly  right.  I  was  wrong  on  the  year. 

Mr.  Hoffman.  I  want  to  put  that,  section  403  of  the  1949  amend¬ 
ments,  in  the  record,  and  I  want  to  quote  from  it : 

Performance  Budget 

Sec.  403.  (a)  The  budget  estimates  of  the  Department  of  Defense  shall  be 
piepared,  presented,  and  justified,  where  practicable,  and  authorized  programs 
shall  be  administered,  in  such  form  and  manner  as  the  Secretary  of  Defense, 
subject  to  the  authority  and  direction  of  the  President,  may  determine,  so  as  to 
account  for,  and  report,  the  cost  of  performance  of  readily  identifiable  functional 
programs  and  activities,  with  segregation  of  operating  and  capital  programs. 
So  far  as  practicable,  the  budget  estimates  and  authorized  programs  of  the  mili¬ 
tary  departments  shall  be  set  forth  in  readily  comparable  form  and  shall  follow 
a  uniform  pattern. 

(b)  In  order  to  expedite  the  conversion  from  present  budget  and  accounting 
methods  to  the  cost-of-performance  method  prescribed  in  this  title,  the  Secre¬ 
tary  of  each  military  department,  with  the  approval  of  the  President  and  the 
Secretary  of  Defense,  is  authorized  and  directed,  until  the  end  of  the  second 
year  following  the  date  of  enactment  of  this  act,  to  make  such  transfers  and  ad¬ 
justments  within  the  military  department  of  which  he  is  the  head  between 
appropriations  available  for  obligation  by  such  department  in  such  manner  as  he 
deems  necessary  to  cause  the  obligation  and  administration  of  funds  and  the 
reports  of  expenditures  to  reflect  the  cost  of  performance  of  such  programs  and 
activities.  Reports  of  transfers  and  adjustments  made  pursuant  to  the  author¬ 
ity  of  this  subsection  shall  be  made  currently  by  the  Secretary  of  Defense  to  the 
President  and  the  Congress. 

Mr.  Taber.  I  knew  it  was  there  but  I  wasn’t  properly  advised  on 
the  year.  J 

Mr.  Hoffman.  I  wasn’t  sure  that  it  was  slipped  over  on  us. 

Then,  we  have  a  section  here  in  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  where  it  was  made  to  apply  to  the  other  de¬ 
partments,  just  as  you  said.  That  was  done  pursuant  to  the  recom¬ 
mendations  of  the  first  Hoover  Commission  for  a  performance  budget 
and  the -pertinent  sections  are  102  (a)  through  (d)  which  amend  sec¬ 
tions  201,  203,  204,  and  205  of  the  Budget  and  Accounting  Act  of  1921. 
lour  idea  would  be  to  repeal  that  provision  in  your  statute? 

Mr.  Taber.  It  would. 

Mr.  Hoffman.  That  would  be  in  your  opinion  a  remedy? 

Mr.  Taber.  That  would  result  in  our  being  able  to  find  out  enoimh 
about  these  things  so  we  could  intelligently  pass  on  them. 
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Mr.  Hoffman.  What  they  have  been  doing  is  coming  in  and  saying, 
we  want  so  many  millions  or  whatever  it  was  for  miscellaneous  pur¬ 
poses. 

Mr.  Taber.  Without  being  able  to  break  down  the  items  so  that  you 
really  could  be  able  to  understand  what  it  was  or  check  on  their 
activities  and  the  mistakes  they  made. 

Mr.  Hoffman.  They  wanted  money  to  go  to  town,  but  not  to  tell 
you  what  they  were  going  to  buy. 

As  I  get  it  here,  section  204-A,  which  is  an  amendment  to  the  other 
section— that  is  found  on  statute  64,  page  833— “except  as  otherwise 
provided”  and  so  on.  It  says  here :  “shall  conform  to  requirements 
prescribed  by  the  President.” 

If  we  get  rid  of  those  sections,  we  will  be  on  our  way  where  you  can 
©  #  ' 
do  something? 

Mr.  Taber.  I  would  not  object  to  the  President  prescribing  those 
things  or  the  General  Accounting  Office,  or  the  budget,  but  I  think 
we  have  got  to  get  away  from  that  performance  budget  if  we  are 
oping  to  get  anywhere  and  save  some  money 

Now,  this  cost  business  and  the  cost  basis  for  the  budget.  Frankly, 
we  had  the  budget  over  before  us  yesterday  afternoon,  all  the  after¬ 
noon.  They  have  found  in  some  agencies  where  they  could  save  some 
money  by  having  a  better  grasp  of  the  inventories  of  certain  agencies. 
I  think  that  is  true.  On  the  other  hand,  the  big  place  where  you  can 
save  some  money,  in  my  opinion,  is  in  the  armed  services  and  that 
relates  to — that  has  to  be  based  on  their  inventories.  Those  inventories 
are  much  better  than  they  were  but  I  do  not  think  that  the  facts  come 
out  the  way  they  should.  I  think  that  the  use  of  the  inventories  could 
be  used  by  the  budget  and  by  the  Appropriations  Committee  to  analyze 
what  is  needed,  so  we  would  not  be  giving  them  things  that  are  not 
required. 

For  instance,  we  do  not  have  that  picture,  and  I  know  of  places  in 
the  armed  services  where,  the  way  things  stand,  it  is  impossible  to  see 
what  any  unit  in  the  armed  services,  any  base  actually  uses,  so  you 
can’t  find  where  the  responsibility  lies  for  the  failure  to  operate  on 
a  sound  basis.  Now,  if  we  got  rid  of  that  performance  budget,  we 
would  be  able  to  get  that. 

Mr.  Lipscomb.  Mr.  Taber,  it  is  my  thinking  that  a  cost-based  budget 
is  exactly  what  we  are  trying  to  get  at  to  correct  the  situation  that  you 
are  talking  about  here. 

Mr.  Taber.  The  trouble  with  it  is  you  would  have  to  let  these 
agencies  have  contract  authority  and  they  get  that  twice  as  easily  as 
they  get  an  appropriation.  I  know  from  long  experience  that  that 

1S  Mr.  Lipscomb.  Mr.  Chairman,  with  permission,  I  would  like  to 
read. into  the  record  what  the  Hoover  Commission  said  about  this, 
and  I  believe,  in  my  opinion,  it  concurs  a  great  deal  with  what  Mr. 
Taber  is  saying. 

This  is  on  page  30  of  the  Task  Force  Report  on  Budget  and  Ac¬ 
counting  : 

*  *  *  The  Government-type  budget  presentation  fails  properly  to  take  into 
account  inventories  and  other  working  capital  available  at  the  beginning  of  the 
year  which  may  be  consumed  in  the  programs  of  the  budget  year.  Neither  does 
it  reflect  materials  which  may  become  available  during  the  budget  year  on  the 
basis  of  prior  year’s  obligations,  or  those  resources  which  are  estimated  to  be 
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carried  over  to  the  following  year.  Inventories,  equipment  and  facilities,  and 
other  working  capital  items  on  hand  and  on  order  represent  resources  already 
available  for  a  given  program  and  they  should  be  considered  in  establising  the 
level  of  funds  required  to  accomplish  a  program. 

The  most  useful  accounting  data  in  formulating  and  controlling  agency  budgets 
is  that  which  reflects  the  cost  of  goods  and  services  to  be  consumed  or  used  in 
carrying  out  our  budget  programs— the  estimated  “costs  incurred.”  Budgets 
which  include  information  concerning  costs  incurred  are  designated  as  cost-based 
budgets.  *  *  * 

In  other  words,  if  you  could  get  the  history  of  what  went  on  in  the 
prior  year,  it  would  give  the  Appropriations  Committee  a  more  ac¬ 
curate  look  at  what  they  are  going  to  appropriate.  It  goes  back  to 
what  Mr.  Cannon  said,  that  nobody  knows  what  they  are  appropriating 
because - 

Mr.  Taber.  Well,  I  wish  we  had  one  of  our  committee  prints  here. 
Mr.  Jonas  would  know  what  that  was,  because  he  has  been  through  it. 
We  have  what  the  budget  estimate  is.  We  have  what  the  budget 
estimate  has  been  right  on  the  page  of  each  important  appropriation 
for  the  last  30  years  probably.  What,  the  appropriation  has  been,  and 
then  we  proceed  and  we  ask  what  their  obligations  have  been  down 
to  the  latest  possible  date  that  we  can  find. 

You  remember  that,  Mr.  Jonas,  you  have  seen  that  time  after  time. 
We  always  have  that.  We  always  have,  as  far  as  we  can  get  it,  an 
analysis  of  these  expenditures,  but  we  are  prevented  from  getting  a 
good  analysis  because  of  this  performance  budget  idea  and  the  idea 
that  it  should  be  a  one-line  job,  rather  than  a  detailed  appropriation 
bill. 

Mr.  Lipscomb.  Well,  if  the  agencies  and  departments  were  required 
to  submit  a  cost-based  budget,  wouldn’t  that,  in  effect,  eliminate  the 
reasoning  behind  the  performance  budget?  They  couldn’t  come  up 
with  that  kind  of  information  if  they  had  to  do  this  other. 

Mr.  Taber.  They  could  do  that  just  in  the  same  way.  They  do  it 
now.  They  give  us  a  cost-based  budget. 

Mr.  Lipscomb.  In  many  departments  they  do,  but  not  throughout 
the  Government. 

Mr.  Taber.  Well,  they  are  supposed  to  do  it  on  everything  but  you 
can’t  tell  what  is  in  the  proposal  because  of  the  performance  budget. 
That  is  where  your  trouble  is  rather  than  in  this  accounting  system. 

Mr.  Lipscomb.  That  is  the  root  of  the  whole  thing,  the  accounting 
system. 

Mr.  Taber.  Your  accounting  system,  if  you  have  a  cost-based 
budget,  and  an  accrual  basis,  you  have  got  to  have  contract  authoriza¬ 
tion,  and  that  is  where  the  rub  comes. 

Now,  many  times  you  get  a  cost-based  budget,  it  is  not  outlined.  We 
have  that  on  a  great  many  things.  Now,  we  have  it  in  the  Coast  Guard, 
we  have  it  partly  in  the  Post  Office  Department,  and  we  have  it  in  a 
great  many  others.  But  when  it  comes  to  the  contract  authorization 
business  for  things  that  they  have  to  let  contracts  for  that  will  not 
have  to  be  paid  for  until  a  later  date,  you  get  the  thing  out  of  control. 
That  is  where  the  trouble  it. 

Mr.  Lipscomb.  Under  the  present  obligation  system,  they  have  the 
contract  authority  now. 

Mr.  Taber.  No;  the  funds  are  appropriated  every  year,  and  have 
been  for  some  time  now,  on  the  basis  of  actual  dollar  appropriations, 
and  that  is  where  they  get  their  authority  to  make  contracts  where  the 
payments  do  not  have  to  be  made  until  after  the  end  of  the  fiscal  year. 
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Now,  there  are  what  I  would  call  some  good  provisions  in  some  of 
these  bills.  I  think  that  it  would  do  no  harm  to  have  them  put  in.  I 
would  almost  be  in  favor  of  one  provision  in  11526,  actively  in  favor. 
That  would  be  page  3,  paragraph  (d).  It  would  have  to  be  worded 
a  little  different  in  order  to  be  effective  but  if  it  said  at  the  end  of  each 
fiscal  year,  the  excess  of  any  appropriation  or  fund,  unobligated,  shall 
lapse.  If  it  said  just  that,  that  would  be  a  good  provision,  because 
some  of  these  things,  these  funds,  are  available  5  are  made  ai  affable 
until  expended.  I  am  afraid  that  that  is  not  a  good  practice.  I  think 
that  would  be  a  reform  that  could  be  devoutly  desired. 

Mr.  Jonas.  Mr.  Taber  wasn’t  it  under  that  arrangement  that  we 
ran  up  these  unexpended  balances  to  about  $80  billion  a  couple  of  years 
ago?  That  is  a  fantastic  amount  of  money  but  that  is  the  figure  I 
recall.  It  was  $80  billion  or  $90  billion. 

Mr.  Taber.  It  was  to  a  considerable  extent.  Not  entirely,  because 
you  take  your  procurement  of  aircraft.  The  major  contracts  for  the 
|  procurement  of  aircraft  run  3  to  4  years.  The  major  contracts  for  the 
construction  of  a  ship  do  likewise,  and  you  couldn  t  possibly  avoid 
having  large,  unexpended  balances  in  connection  with  those  things. 

Mr.  Jonas.  I  am  just  going  to  inquire— if  I  were  a  ship  manufac¬ 
turer  or  a  plane  manufacturer,  unless  the  agency  letting  the  contract 
had  some  continuity  of  control  over  it,  it  would  be  sort  of  dangerous  to 
begin  construction;  wouldn’t  it  ?  You  would  have  to  rely  entirely 

Mr.  Taber.  It  would. 

Mr.  Jonas.  I  could  see  that  the  contract  authority  would  be  neces¬ 
sary  there.  . 

Mr.  Taber.  I  think  you  get  a  better  price  on  things  where  you  actu¬ 
ally  have  contracts  and  the  money  to  pay  their  requirements.  Of 
course,  the  Navy  does  a  good  deal  of  its  own  constructing.  Those 
things  don’t  apply  so  much  to  the  Navy.  They  do  a  great  deal  of  their 
own  work  in  the  navy  yards. 

Mr.  Hoffman.  The  Committee  on  Education  and  Labor  has  an 
executive  session  which  I  must  attend.  I  should  like  to  make  one  com¬ 
ment  before  leaving.  _ 

Now,  the  situation  described  by  the  chairman  of  the  Appropriations 
Committee  during  the  first  20  minutes  of  his  testimony  here,  of  course, 
^  as  we  all  realize,  is  tragic,  and  it  is  also,  in  my  judgment,  ridiculous 
and  absurd  because  isn't  it  true,  that  realizing  that  situation,  the 
principal  offender  is  Congress  itself  in  appropriating  these  various 
sums?  I  know  your  record,  Mr.  Taber.  It  has  been  against  prac¬ 
tically  every  one  of  them  for  the  last  20  years,  at  least  to  my  knowledge. 
Isn’t  that  where  the  fault  lies,  with  the  Congress  itself  ? 

Mr.  Taber.  The  Congress  needs  to  be  more  alert  to  its  responsi¬ 
bilities  and  to  be  ready  to  reduce  these  appropriations  wherever  they 
are  not  needed,  for  legislative  activities  of  the  Government  and  es¬ 
pecially,  for  national  defense.  The  processes  of  defense  are  costing 
us  too  much  money,  not  because  of  the  things  we  buy  that  are  needed, 
but  because  of  the  waste  inherent  in  the  way  they  operate,  and  they 
have  always  done  that,  and  it  is  exceedingly  difficult  to  educate 
a  man  who  wears  a  uniform  to  the  financial  picture  of  the  Government. 

Mr.  Hoffman.  I  know  it  is  an  easy  out,  and  I  am  not  intimating 
that  that  is  what  you  are  doing,  it  is  an  easy  out  for  the  Congress  to 
lay  this  excessive  waste — and  waste  is  always  excessive — upon  the  De- 
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fense  Department .  But  didn't  we,  when  we  enacted  the  highway  bill, 
the  farm  bill — now  it  may  be  necessary,  it  may  be  politically  ad¬ 
vantageous,  it  may  have  been  desirable;  but  didn’t  we  hike  the 
national  debt  ? 

Mr.  Taber.  Yes;  very  decidedly. 

Mr.  Hoffman.  Then  doesn’t  it  come  back  to  the  Members  of 
Congress  themselves  ? 

Mr.  Taber.  Yes ;  it  does. 

Mr.  Hoffman.  Why  should  we  yell  about  an  item  which  we  all 
know  is  increasing  the  national  debt  by  billions  every  year,  when 
we  vote  for  other  appropriations  for  the  legislative  departments? 

Mr.  Taber.  Well,  we  are  responsible  for  providing  the  funds  for 
our  legislation. 

Mr.  Jones.  One  thing  for  sure,  no  executive  agency  of  the  Govern¬ 
ment  can  spend  a  dime  that  wTe  don’t  give  them;  isn’t  that  riffht? 

Mr.  Taber.  That  is  right. 

Mr.  Hoffman.  Didn’t  we — I  notice  in  one  of  the  morning  papers 
here  $25  Million  Sought  for  3  United  States  Buildings”— didn’t  I 
notice  that  ? 

Mr.  Taber.  I  guess  that  is  there. 

Mr.  Hoffman.  Yes;  I  guess  that  is  there.  And  it  isn’t  any  Defense 
Department  that  recommended  that. 

Mr.  Taber.  We  can’t  lay  that  to  them ;  no.  We  can’t  lay  that  to  the 
Defense  Department. 

Mr  Hoffman.  And  on  this  one:  “$4,5  Billion  Aid  Voted  by  Senate 
Unit,’  Just  to  get  an  idea : 

As  the  bill  now  stands,  the  total  new  authorizations  would  amount  to  $4,270 
million  as  against  $3,567  million  voted  by  the  House  and  $4,672  million  asked 
by  Eisenhower.  The  overall  $4,502  million  takes  into  account  previous  authori¬ 
zations  in  the  President’s  requested  $4,900  million. 

I  guess  I  had  better  not  read  it. 

Here  is  another  item  from  the  same  issue,  which  shows  that  we 
are  appropriating  money  for  the  legislative  branch  which  I  think  is 
unnecessary.  Note  this: 
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[Washington  Post  and  Times  Herald,  June  19,  1956] 


Shaded  areas  show  the  sites  of  the  three  office  buildings  planned  along  the 

proposed  10th  Street  Mall 

Twenty-Five  Million  Dollars  Sought  for  3  United  States  Buildings 

GSA  TO  ASK  FUNDS  FOR  STRUCTURES  OFF  SOUTH  HALL 

(By  Bobert  C.  Albrook,  Staff  Reporter) 

The  General  Services  Administration  will  ask  the  House  and  Senate  Public 
Works  Committees  today  to  approve  construction  under  lease-purchse  contracts 
of  three  6-story  Federal  office  buildings  in  southwest  Washington  at  a  cost  of 
$25,250,000. 

The  structures  would  flank  the  projected  South  Mall  along  10th  Street,  a  key 
feature  of  the  Zeckendorf  plan  for  redevelopment  of  441  acres  of  the  blighted 
southwest  area. 

GSA  a  year  ago  asked  the  committees  to  approve  2  buildings  flanking  the  South 
Mali,  at  a  cost  of  $20,200,000.  The  new  proposal  will  take  the  place  of  this  plan. 
The  2  buildings  were  to  have  contained  815,000  square  feet  of  gross  floor  area. 
The  3  structures  would  total  972,250  gross  square  feet. 

The  Zeckendorf  plan,  developed  by  the  New  York  firm  of  Webb  &  Knapp,  headed 
by  William  Zeckendorf,  has  been  approved  by  the  National  Capital  Planning  Com¬ 
mission  and  is  awaiting  action  by  the  District  Commissioners  and  the  Federal 
Urban  Renewal  Administration. 

Two  of  the  proposed  buildings  would  flank  10th  Street  between  Independence 
Avenue  and  the  railroad  tracks.  The  third  would  be  placed  on  the  west  side  of 
10th  Street  between  the  tracks  and  the  projected  Southwest  Freeway  along  the 
line  of  F  Street,  across  the  new  mall  from  the  entrance  to  the  proposed  L’Enfant 
Plaza. 
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Chairman  Dawson.  Will  you  proceed  ? 

Mr.  Taber.  Well,  frankly,  I  do  not  see  how  you  can  go  back  to  this 
contract  authorization  business  with  the  situation  that  we  are  in,  and 
not  have  it  cost  the  Government  more  money. 

Chairman  Dawson.  Then  it  is  your  opinion  that  if  either  one  of  the 
bills  were  passed  by  the  Congress  that  it  will  cost  the  Government 
more  money? 

Mr.  Taber.  If  they  provide  for  the  appropriations  being  made  on 
an  accrual  basis.  That  is,  for  instance,  if  we  have  contract  authority 
for  $50  million  and  appropriations  for  $25  million  for  some  depart¬ 
ment,  the  $25  million  may  be  all  that  would  accrue  during  the  year,  but 
the  $50  million  would  be  easier  to  get,  if  you  go  back  to  that  way  of 
doing  business,  would  not  require  funds  until  the  next  year,  and  it 
would  be  harder  to  keep  things  in  hand  and  harder  for  us  to  do  the 
things  that  we  ought  to  do. 

Chairman  Dawson.  Then  you  do  not  agree  with  the  recommenda¬ 
tion  that  if  their  suggestions  were  put  into  legislation  that  it  would 
save  our  country  $4  billion  a  year? 

Mr.  Taber.  Some  parts  of  it,  like  the  cost  basis,  insofar  as  it  is  ap¬ 
plicable,  would  save  or  would  be  a  good  thing  to  have.  But  if  you 
adopt  the  provision  for  placing  your  appropriations  on  an  accrual 
basis,  that  means  automatically  that  we  have  to  provide  contract  au¬ 
thorizations  for  anything  that  would  not  accrue  during  the  year. 

Chairman  Dawson.  Come  in,  Mr.  Rogers— Congressman  Rogers, 
and  have  a  seat  over  here.  He  is  the  author  of  one  of  the  bills,  H.  R. 
11526. 

Mr.  Taber.  If  we  provide  for  putting  your  appropriations  on  an 
accrual  basis,  leaving  the  funds  for  the  $50  million  that  is  in  contract 
authorization  to  be  paid  for  and  appropriated  for  out  of  subsequent 
years’  appropriations,  I  think  that  would  be  a  means  of  wasting  money 
rather  than  anything  else,  and  taking  more  out  of  the  control  of  Con¬ 
gress,  than  it  would  save. 

Chairman  Dawson.  The  Bureau  of  the  Budget  was  up  and  it  rec¬ 
ommended  these  bills  in  some  respects. 

Mr.  Taber.  Well  I  would  be  willing  to  go  along  with  some  of  the 
provisions  in  the  bills,  if  you  would  do  away  with  the  requirement 
that  the  budget  be  submitted  upon  an  accrual  basis.  I  would  not  see 
very  much  that  I  would  object  to  in  connection  with  the  bills.  But 
if  you  leave  that  in,  I  would  be  afraid  of  it. 

Chairman  Dawson.  In  the  light  of  your  past  experience  you  would 
be  afraid  of  it? 

Mr.  Taber.  I  would. 

Chairman  Dawson.  Now  you  have  spoken  of  the  performance  bud¬ 
get  being  the  evil  that  we  face  in  the  present  situation;  do  you,  or 
would  you  support  legislation  to  change  that  ? 

Mr.  Taber.  I  would. 

Chairman  Dawson.  Mr.  Lipscomb? 

Mr.  Lipscomb.  Mr.  Chairman.  If  we  did  away  with  the  budget, 
would  we  have  to  write  into  legislation  some  other  form  in  which  the 
administration  of  the  executive  branch  would  have  to  submit  budgets  ? 

Mr.  Taber.  No,  if  you  had  the  provisions  that  you  have  got  in  these 
bills  here. 

Mr.  Lipscomb.  Section  216. 
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Mr.  Taber.  I  would  not  object.  You  mean  the  one  on  page  2? 

Mr.  Lipscomb.  Page  2  of  H.  R.  9402 ;  and  page - 

Mr.  Taber.  Page  2  of  H.  R.  9402',  no,  I  would  not  object  to  it.  I 
would  think  that  would  be  desirable. 

Mr.  Lipscomb.  In  other  words  that  would  make  the  agency  bring 
up  more  complete  data  to  the  Appropriations  Committee,  so  they  could 
have  more  information? 

Mr.  Taber.  Well,  I  don’t  know.  We  get,  well  for  instance  on  the 
military  we  get  that  information  monthly.  Now  on  the  foreign  relief, 
we  do  not  get  it  monthly  but  we  ask  for  it  pretty  near  monthly,  and  get 
it  specifically. 

Now  one  of  the  hardest  things  to  check  in  is  the  agricultural  picture 
with  that  Commodity  Credit  setup,  which  is  entirely  out  of  the  control 
of  Congress,  except  as  they  get  to  the  end  of  their  borrowing  power. 

The  other  setups,  it  wouldn’t  do  any  harm  to  let  the  outfits  make 
a  quarterly  report,  any  of  them.  I  question  the  requirement  of  having 
some  of  them,  like  the  Smithsonian  Institute  and— oh,  there  are  about 
30  or  40  of  those  agencies  that  are  about  that  size,  where  they  have 
very  small  comparative  funds.  I  question  the  desirability  of  getting 
any  more  out  of  them  than  we  presently  get. 

You  remember,  Mr.  Jonas,  the  very  large  number  of  agencies  in 
the  independent  offices  bill  ? 

Mr.  Jonas.  Yes. 

Mr.  Taber.  There  must  be  30  or  40  agencies  that  have,  oh,  less  than 
three  or  four  hundred  thousand  dollars.  4  ou  can  t  ask  too  much  of 
detail  on  them. 

Mr.  Lipscomb.  Wouldn’t  it  be  feasible  if  a  section  like  this,  if  it  was 
written  in  to  limit  it  to  a  specific  amount  of  funds,  for  instance,  you 
mentioned  $400,000,  or  for  agencies  of  a  certain  size  ? 

Mr.  Taber.  I  would  think  so.  I  think  it  would  be.  I  think  that 
would  be  a  good  provision. 

Mr.  Lipscomb.  Many  of  these  agencies  that  you  are  talking  about 
already  do  their  budgeting  on  the  system  that  is  indicated  in  the  bill. 

Mr.  Taber.  There  are  a  lot  of  these  things  that  would  do  no  harm 

and  they  would  do  some  good.  .  , 

If  you  got  away  from  the  requirement  that  the  President  submit  the 
budget  on  an  accrual  basis,  that  would  be  the  thing  that  I  would  think 
would  be  the  most  important,  that  is  the  real  serious  thing  in  the  bills. 

I  wouldn’t  say  that  that  limitation  on  page  3  of  your  bill  wasn’t 
bad,  because  I  do  think  it  is,  that  one  that  we  talked  about  earlier. 

Mr.  Jonas.  Would  it  bother  you  if  I  interrupted  here  ? 

Mr.  Taber.  Not  a  bit.  I  am  through,  except  for  questions. 

Mr.  Jonas.  I  have  been  following  your  argument  on  the  use  of 
accrual.  But  please  turn  to  page  4  of  the  Lipscomb  bill  9402. 

Now  line  17,  that  is  section  (c) ,  it  says : 

As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection,  the 
head  of  each  executive  agency  shall,  in  accordance  with  standards  prescribed 
by  the  Comptroller  General,  cause  the  accounts  of  such  agency  to  be  maintained 
on  an  accrual  basis  to  show  currently,  completely,  and  clearly  the  lesouices, 
liabilities,  and  costs  of  operations  of  such  agency. 

Maybe  we  could  have  some  compromise  of  the  two  views  and  leave 
out  tlie  word  “accrual.”  You  don’t  object  to  that? 

Mr.  Taber.  I  would  not  object  to  that. 
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we  would  have  a  minimum  of  reserves.  Yet  down  in  one  wing  of  the 
building  there  were  5  officers  in  charge  of  5  programs  for  5  diflerent 
kinds  of  vehicles.  All  of  the  five  thought  that  they  ought  to  have  the 
same  percentage,  approaching  100  percent  reserves,  whereas  Lovett 
felt  that  10  percent  of  a  theoretical  reserve  of  commercial  trucks  was 
all  right,  but  when  we  got  the  two  and  one-half,  rather  easily  built 
trucks,  that  25  or  30  percent  was  all  right,  and  on  the  very  difficult 
ones,  50  percent. 

Yet  the  budget  came  in  initially  on  all  of  those  for  almost  a  maxi¬ 
mum  mobilization  reserve,  not  taking  that  into  account. 

Now,  that  would  cause  a  big  dollar  reduction.  But  did  it  affect 
the  real  security  of  the  country  ? 

Senator  Symington.  In  other  words,  what  we  have  is  certain  goals, 
and  the  military  say,  “This  is  what  we  need  to  reach  those  goals,” 
for  example,  a  137-wing  program.  And  then  you  analyzed  the  budg¬ 
et  and  say,  “Based  upon  what  you  have  given  us  and  our  analysis 
of  certain  things” — and  trucks  is  an  excellent  illustration — engine 
life  might  be  another,  and  lead  time  might  be  a  third,  if  we  are  just 
talking  about  appropriations  and  not  expenditures,  but  then  you  say, 
“We  think  you  can  do  it  for  less  than  that.”  Is  that  right  ? 

Mr.  McNeill.  That  is  right. 

Senator  Symington.  And,  of  course,  that  decision  of  the  Secre¬ 
tary  of  Defense  is  final.  But  let  me  ask  you  this  question - 

Mr.  McNeil.  Let  me  add  just  one  thing.  You  mentioned  engines, 
and  that  is  a  difficult  one.  A  couple  of  years  ago,  some  engine  re¬ 
quirements  were  shown  in  the  budget  for  225  percent  spares  as  com¬ 
pared  with  installed  equipment. 

Senator  Symington.  Yes,  I  recall  that. 

Mr.  McNeil.  But  if  you  examined  currently  what  was  going  on 
at  Sacramento  and  Norfolk  and  the  naval  installations,  you  would 
find  that  in  the  meantime  the  life  of  that  engine  had  been  extended 
to  the  point  when  probably  70  to  75  percent  spare  engine  was  about 
right.  At  that  time,  we  were  not  sure  that  that  would  be  true,  and 
the  budget  went  in  for  110  percent  spares.  Before  the  money  was 
spent,  actually,  it  was  brought  down  to  75.  But  we  had  6  months  in 
order  to  prove  it. 

Senator  Symington.  Yes.  I  think  it  is  a  very  constructive  and 
logical  saving.  That  is  the  reason  I  mentioned  engines. 

Mr.  McNeil.  Yes;  those  kinds  of  things. 

Now,  we  have  another  one  right  at  the  moment  where  we  submitted 
a  budget  in  December  in  good  faith,  calling  for  a  certain  number  of 
very  complicated  computers.  I  think  there  is  a  requirement  there. 
We  now  find  that  we  are  not  going  to  be  able  to  get  them. 

Senator  Symington.  So  that  automatically  reduces  your  neces¬ 
sity  for  appropriation,  and  in  no  way  affects  your  expenditures; 
right  ? 

Mr.  McNeill.  Well,  our  expenditures  will  be  down  a  little  bit  be¬ 
cause  we  are  not  going  to  get  them  as  fast.  They  are  running  into 
some  difficulty - 

Senator  Symington.  Oh.  I  thought  you  said  you  did  not  need 
them. 

Mr.  McNeill.  No.  I  said  I  think  the  need  is  there. 

Senator  Symington.  Oh,  I  understand. 

Mr.  McNeill.  But  they  are  not  going  to  be  able  to  make  them. 


BUDGETING  AND  ACCOUNTING 


203 


Senator  Symington.  Now,  let  me  ask  you  this  question.  What 
factors  were  used  in  setting  up  these  targets  or  limitations  by  the 
Office  of  the  Department  of  Defense  prior  to  receiving  the  judgment  of 
the  respective  service  Secretaries  and  the  members  of  the  Joint  Chiefs 
of  Staff?  What  factors  were  used? 

Mr.  McNeill.  I  do  not  believe  I  quite  understand  your  question, 
sir.  Would  you  mind - 

Senator  Symington.  You  mentioned  in  your  previous  testimony, 
“targets,”  and  this  question  the  staff  has  asked  me  to  ask.  “What 
factors  were  used  in  setting  up  these  targets  or  limitations  by  the 
Department  of  Defense  prior  to  receiving  the  judgment  of  the  re¬ 
spective  service  Secretaries  and  the  members  of  the  Joint  Chiefs?” 

Mr.  McNeil.  Well,  it  didn’t  work  quite  that  way,  sir. 

Senator  Symington.  Now,  you  describe  that  for  us,  will  you? 

Mr.  McNeil.  First — we  are  getting  considerably  away  from  this  bill, 
but  it  is  a  very  pertinent  subject - 

Senator  Symington.  I  asked  you  that - 

Mr.  McNeil.  Well,  in  the  first  place,  the  Chiefs  are  the  ones  who 
recommend  the  basic,  force  structure. 

Senator  Symington.  Let  me  just  interrupt  you  there.  I  do  not 
think  we  are  getting  away  from  the  bill,  because  we  started  talking 
about  the  position  of  the  Comptroller  in  the  question  of  policy. 

Now,  with  the  premise  that  the  Comptroller  is  a  staff  man  and  not 
an  operating  man,  I  am  in  the  most  complete  agreement  that  he  should 
be  in  policy,  because  through  him  is  the  best  chance  for  good  manage¬ 
ment  through  good  cost  control,  you  see. 

Mr.  McNeil.  Except  that  the  final  decision  should  not  be  his. 

Senator  Symington.  I  agree  with  that,  of  course.  As  I  say,  that  is 
the  premise  of  my  statement,  that  he  is  a  staff  man.  No  staff  man  makes 
a  final  decision. 

Mr.  McNeil.  Yes. 

Senator  Symington.  But  on  the  other  hand,  if  you  say  that  the 
Comptroller  should  be  a  man  who  goes  beyond  simple  accounting 
procedure,  I  completely  agree.  You  would  never  run  a  business  unless 
you  interpreted  the  figures  to  have  better  management.  You  would 
go  broke  in  a  relatively  short  time. 

On  the  other  hand,  if  that  is  true,  then  I  think  we  have  a  right 
to  say  as  part  of  the  consideration  of  the  bill  as  to  what  is  the  nature 
of  the  Comptroller’s  functions  when  he  functions  in  a  policy  field 
beyond  the  accounting  field.  Is  that  not  a  fair  observation? 

Mr.  McNeil.  Yes,  that  is. 

Senator  Symington.  All  right. 

Mr.  McNeil.  Of  course,  the  question  on  the  whole  process  of  de¬ 
veloping  a  plan  goes  a  bit  beyond  the  Comptroller  function. 

Senator  Symington.  Yes,  except  that  the  Comptroller  is  involved 
through  the  delegation  of  policy — and  you,  I  think,  said  that  it 
had  to  be  done  through  the  money  when  the  decision  was  made.  Then 
I  would  like  to  know  what  is  the  nature  of  the - - 

Mr.  McNeil.  I  think  I  said  “frequently.”  If  not,  I  would  like  to 
amend  it. 

Senator  Symington.  Frequently.  Well,  let  us  get  into  electronics 
and  take  one  of  those  “frequencies.” 

Mr.  McNeil.  Well,  going  back  to  the  other,  first,  in  the  case  of  the 
basic  force  structure,  which  is  the  key,  the  Chiefs  made  a  recom¬ 
mendation  in  1953  for  what  was  popularly  called  the  New  Look.  This 
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have  to  come  each  year  and  show  us  how  much  you  plan  to  spend  each 
year  and  your  plans  and  how  you  are  progressing” — in  other  words, 
what  performance  you  are  giving  us  each  year,  so  that  where  we  find 
that  planes  yet  have  not  come  out  the  year  we  expect  them  to,  rather 
than  waiting  until  some  trouble  comes  up  later,  a  year  or  two  later, 
at  the  end  of  the  obligation  authority  when  they  may  come  back  and 
say  “we  need  more  money  because  we  made  a  mistake,”  we  would  know 
the  first  year  on  an  accrued  expenditure  basis. 

Mr.  Taber.  We  generally  get  that  as  we  go  through  and  consider 
the  appropriations  for  it  now,  and  those  things  would  tend  to — the 
only  trouble  is  this :  The  trouble  with  giving  them  the  contract  au¬ 
thority  or  the  obligating  authority  without  the  money  is  that  it  is 
so  much  easier  for  them  to  get  it. 

Now  that  is  the  trouble  with  it.  Now  people  will  vote  for  a  con¬ 
tract  authority  much  easier. 

Mr.  Rogers.  I  see.  Well,  your  feeling  then,  as  I  understand  it,  is 
that  to  enter  into  just  a  contract  would  be  easier  probably  for  the  Con¬ 
gress  to  go  along  with  rather  than  actually  appropriating  the  full 
amount  of  money. 

Mr.  Taber.  That  is  it. 

Mr.  Rogers.  But  you  think  the  reporting  as  done  on  a  yearly  basis 
would  be  a  good  thing  ? 

Mr.  Taber.  I  think  that  would  be  good,  but  I  would  hate  to  have 
the  budget  submitted  on  an  accrual  basis  because  if  that  was  done, 
if  we  put  in  the  law  that  the  budget  should  be  submitted  that  way, 
it  would  be  hard  work  for  us  to  do  any  other  way  than  go  along 
with  it. 

That  is,  if  the  Congress  passes  the  bill  providing  that  the  budget 
should  be  submitted  on  an  accrual  basis,  it  is  going  to  be  impossible 
for  the  Appropriations  Committee  to  do  any  other  way,  even  though 
they  would  not  be  bound  by  that. 

Mr.  Rogers.  I  see. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Dawson.  Mr.  Jonas  ? 

Mr.  Jonas.  No  questions. 

Chairman  Dawson.  Mr.  Lipscomb  ? 

Mr.  Lipscomb.  No  questions. 

Chairman  Dawson.  We  are  very  grateful  to  Mr.  Taber  for  giving 
us  so  much  of  his  time.  I  am  sure  we  have  been  greatly  benefited  by 
the  testimony  today. 

Mr.  Taber.  Thank  you  very  much. 

Chairman  Dawson.  Very  well.  This  committee  will  stand  ad¬ 
journed  until  further  notice. 

(Whereupon,  at  1 :  40  a.  m.,  an  adjournment  was  taken  until  further 
notice.) 
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RECOMMENDATIONS  ON  BUDGET  AND  ACCOUNTING  OF 
THE  HOOVER  COMMISSION  ON  ORGANIZATION  OF 
THE  EXECUTIVE  BRANCH  OF  THE  GOVERNMENT 


RECOMMENDATION'S  RELATING  TO  THE  BUREAU  OF  THE  BUDGET  (PART  n 

COMMISSION  REPORT) 

Recommendation  No.  1 

(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective 
the  discharge  of  its  managerial  and  budgeting  functions ; 

(b)  That  in  order  to  do  this,  among  other  things,  it  should  place 
in  important  agencies  one  or  more  well  qualified  employees  whose 
duties  should  include  continuous  year-round  review,  at  the  site  of  the 
agency,  of  agency  budget  preparation  and  administration  and  other 
facets  of  the  Bureau’s  managerial  responsibilities ;  and 

(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the 
Bureau  of  the  Budget  for  that  purpose. 

Recommendation  No.' 2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the 
Budget  on  the  conduct  of  their  operations.  On  the  basis  of  the  agen¬ 
cies’  reports  and  other  available  information,  the  Bureau  should 
prepare  for  the  President  an  annual  report  on  performance  for  the 
executive  branch  as  a  whole. 


Recommendation  No.  3 

That  for  management  purposes,  cost  based  operating  budgets  be 
used  to  determine  fund  allocations  within  the  agencies,  such  budgets 
to  be  supplemented  by  periodic  reports  on  performance. 


RECOMMENDATIONS  RELATING  TO  THE  PERFORMANCE  (OR  PROGRAM)  BUDGET 

(PART  ni  COMMISSION  REPORT) 

Recommendation  No.  4 

That  the  executive  budget  continue  to  be  based  upon  functions,  ac¬ 
tivities,  and  projects  adequately  supported  by  information  on  program 
costs  and  accomplishment,  and  by  a  review  of  performance  by  organi¬ 
zational  units  where  these  do  not  coincide  with  performance  budget 
classifications. 

Recommendation  No.  5 

That  the  agencies  take  further  steps  to  synchronize  their  organiza- 
tion  structures,  budget  classifications,  and  accounting  systems. 

Recommendation  No.  6 

That  executive  agency  budgets  be  formulated  and  administered  on  a  y 
cost  basis. 
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RECOMMENDATIONS  RELATING  TO  RESTORATION  OF  CONGRESSIONAL  CONTROL 
OF  THE  PURSE  (PART  IV  COMMISSION  REPORT) 

Recommendation  No.  7 

That  the  executive  budget  and  congressional  appropriations  be  in 
terms  of  estimated  annual  accrued  expenditures,  namely  charges  for 
the  cost  of  goods  and  services  estimated  to  be  received. 

Recommendation  No.  8 

That  legislation  permitting  the  Government  to  continuing  expendi¬ 
tures  for  special  programs  which  are  not  susceptible  to  the  usual 
budgetary  control  ordinarily  be  enacted  for  a  limited  term  in  order 
to  require  periodic  congressional  review  of  their  usefulness. 

Recommendation  No.  9 

That  the  Bureau  of  the  Budget  keep  such  programs  under  continuing 
review,  and  the  President’s  budget  contemplate  amendments  to  them 
when  their  operation  conflicts  with  current  budgetary  policy. 

RECOMMENDATIONS  RELATING  TO  ORGANIZATION  FOR  ACCOUNTING  IN  THE 
EXECUTIVE  BRANCH  (PART  V,  COMMISSION  REPORT) 

Recommendation  No.  10 

That  there  be  established  under  the  Director  of  the  Bureau  of  the 
Budget  a  new  staff  office  of  accounting  headed  by  an  assistant  director 
for  accounting,  with  powers  and  duties  as  follows : 

(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and 
reporting,  consistent  with  broad  policies  and  standards  prescribed  by 
the  Comptroller  General.  These  broad  policies  and  standards  should 
continue  to  be  developed  in  cooperation  with  the  executive  branch. 

(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern 
accounting  methods  in  the  executive  agencies  consistent  with  the 
overall  plan. 

( c )  To  set  reasonable  but  definite  time  schedules  for  performance 
and  to  watch  progress. 

(d)  To  stimulate  the  building  of  competent  accounting  and  auditing 
organizations  in  the  executive  agencies  and  to  assist  actively  in  the 
selection,  training,  and  retention  of  capable  personnel. 

( e )  To  report  at  least  annually  to  the  Budget  Director  with  respect 
to  the  status  of  accounting  in  each  of  the  executive  agencies. 

Recommendation  No.  11 

That  as  an  aid  to  financial  management  the  position  of  comptroller 
be  established  in  the  principal  agencies  and  major  subdivisions  thereof 
embracing  the  following  duties  and  functions : 

(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency 
of  adequate  accounting  and  auditing  systems  and  procedures  in  con¬ 
formity  with  the  provisions  of  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950. 

(b)  To  direct  the  recruitment,  training,  and  development  of  quali¬ 
fied  accounting  personnel. 

(c)  To  develop  and  be  responsible  for  reliable  and  informative 
financial  reports  for :  (1)  Internal  management  purposes;  and  (2)  for 
issue  to  the  Congress  and  other  executive  departments  or  agencies. 
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(d)  To  interpret  and  advise  upon  significant  aspects  of  the  finan¬ 
cial  reports. 

( e )  To  direct  the  preparation,  and  review  execution  of  budgets 
prepared  at  operating  levels  for  the  information  of  top  management 
which  is  responsible  for  budget  policies. 

Recommendation  No.  12 

That  the  selection  of  agency  comptrollers  and  the  building  of  com¬ 
petent  accounting  organizations  in  the  executive  agencies  through  the 
selection,  training,  and  retention  of  capable  personnel  be  an  important 
phase  of  the  guidance  and  help  to  be  given  by  the  assistant  director  for 
accounting  in  the  Bureau  of  the  Budget. 


RECOMMENDATIONS  RELATING  TO  ACCOUNTING  PROCEDURES  IN  EXECUTIVE 
AGENCIES  (PART  VI  COMMISSION  REPORT) 


Recommendation  No.  13 


That  the  allotment  system  be  greatly  simplified.  As  an  objective 
each  operating  unit  should  be  financed  from  a  single  allotment  for 
each  appropriation  involved  in  its  operations. 


Recommendation  No.  14 

That  Government  accounts  be  kept  on  the  accrual  basis  to  show  cur¬ 
rently,  completely,  and  clearly  all  resources  and  liabilities,  and  the  y/ 
cost  of  operations.  Furthermore,  agency  budgeting  and  financial  re¬ 
porting  should  be  developed  from  such  accrual  accounting. 

Recommendation  No.  15 


That  after  appropriate  acrual  and  cost  accounting  techniques  have 
been  established  by  the  Government  agencies,  the  creation  or  continu¬ 
ation  of  revolving  funds  should  be  reviewed  to  determine  whether 
they  will  add  to  efficient  management. 


Recommendation  No.  16 

That  the  executive  agencies  accelerate  the  installation  of  adequate  j/ 
monetary  property  accounting  records  as  an  integral  part  of  their 
accounting  systems. 


Recommendation  No.  17 

That  each  department  and  agency  be  authorized  to  maintain  a  sin¬ 
gle  account  under  each  appropriation  title  or  fund  for  controlling  the 
amount  available  for  the  liquidation  of  valid  obligations. 


Recommendation  No.  18 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropria¬ 
tions  have  lapsed  should  not  be  referred  as  “claims”  to  the  General 
Accounting  Office,  but  should  be  settled  within  the  agencies. 

Recommendation  No.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  ac¬ 
countable  officers  of  financial  liability  except  where  losses  result  from 
their  gross  negligence  or  fraud. 
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RECOMMENDATIONS  RELATING  TO  CENTRAL  ACCOUNTING  AND  REPORTING 
(PART  VII  COMMISSION  REPORT) 

Recommendation  No.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Office  make 
a  study  ,to  determine  what  can  be  done  to  eliminate  (a)  duplicate 
accounts  within  the  Treasury  Department,  and  (b)  duplicate  account¬ 
ing  as  between  the  Treasury  Department  and  the  various  departments 
and  agencies. 

Recommendation  No.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review 
and  modernization  of  central  fiscal  reports  by  the  Treasury  Depart¬ 
ment  to  the  end  that  they  may  meet  the  changing  requirements  of  the 
executive  branch,  the  Congress,  and  the  public.  These  fiscal  reports 
should  show  the  Government’s  cash  position  and  related  cash  trans¬ 
actions. 

Recommendation  No.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  to  make  the  Bureau  of  the  Budget  responsible  for 
developing  comprehensive  reports  (other  than  purely  fiscal  reports) 
showing  the  financial  results  of  the  activities  of  the  Government  as 
a  whole  and  of  its  major  component  activities. 

RECOMMENDATIONS  RELATING  TO  THE  DEPARTMENT  OF  DEFENSE  (PART  VIH 

COMMISSION  REPORT) 


Recommendation  No.  23 

That  in  selecting  individuals  for  comptrollership,  civilians  with 
broad  management  and  accounting  experience  and  competence  be 
appointed. 

Recommendation  No.  21± 

That  the  comptrollers  in  the  military  departments  be  responsible 
only  to  the  Secretary  of  their  respective  services,  and  that  concurrent 
responsibility  to  a  chief  of  staff  or  equivalent  be  discontinued. 

RECOMMENDATIONS  RELATING  TO  AUDITING  AND  THE  GENERAL  ACCOUNTING 
OFFICE  (PART  IX  COMMISSION  REPORT) 

Recommendation  No.  25 

That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office 
be  requested  to  make  an  intensive  study  to  determine  the  adequacy  of 
internal  auditing  in  Government  agencies  and  what  steps  should  be 
taken  to  improve  it. 
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Exhibit  A 

Comptroller  General  of  the  United  States, 

Washington,  October  26, 1955. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 

Dear  Me.  Chairman  :  This  is  in  response  to  your  request  of  August  IS,  1955, 
for  our  views  on  the  recommendations  contained  in  the  budget  and  account¬ 
ing  report  of  the  Hoover  Commission.  Your  request  was  previously  acknowl¬ 
edged  on  August  19, 1955. 

For  your  convenience,  we  have  listed  each  of  the  recommendations  immedi¬ 
ately  preceding  our  comments  in  the  attached  statement.  In  response  to  your 
specific  inquiry  concerning  economies  and  efficiencies  in  budgetary  control,  we 
wish  to  call  your  attention  particularly  to  our  comments  on  cost  based  budget¬ 
ing  (recommendations  Nos.  3  to  6,  inclusive)  and  congressional  appropriations 
in  terms  of  estimated  annual  accrued  expenditures  (recommendation  No.  7), 
We  believe  these  recommendations,  if  successfully  carried  out,  offer  substan¬ 
tial  opportunities  for  improved  financial  management  in  the  executive  branch 
and  more  effective  congressional  control. 

Sincerely  yours, 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 

Statement  Setting  Forth  the  Views  of  the  Comptroller  General  of  the 
Budget  and  Accounting  Report  of  the  Hoover  Commission 

PART  II.  THE  BUREAU  OF  THE  BUDGET 

Recommendation  No.  1 

(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions : 

(&)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well  qualified  employees  whose  duties  should  include  con¬ 
tinuous  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  prepara¬ 
tion  and  administration  and  other  facets  of  the  Bureau’s  managerial  responsi¬ 
bilities  ;  and 

(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau 
of  the  Budget  for  that  purpose. 

These  recommendations  pertain  to  the  operations  of  the  Bureau  of  the  Budget 
in  the  discharge  of  its  own  responsibilities  and  primarily  involve  management 
decisions  affecting  that  Bureau.  We  believe  these  are  matters  that  can  best 
be  determined  by  the  Bureau  and  the  Congress  and,  accordingly,  we  offer  no 
specific  views  in  the  matter. 

Recommendation  No.  2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on 
the  conduct  of  their  operations.  On  the  basis  of  the  agencies’  reports  and  other 
available  information,  the  Bureau  should  prepare  for  the  President  an  annual 
report  on  performance  for  the  executive  branch  as  a  whole. 

Recommendation  No.  8 

That  for  management  purposes,  cost  based  operating  budgets  be  used  to  de¬ 
termine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented 
by  periodic  reports  on  performance. 
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Executive  agencies  must  necessarily  submit  a  great  deal  of  information  to 
the  Bureau  of  the  Budget  in  carrying  out  the  several  steps  of  the  cycle  consti¬ 
tuting  the  total  budgetary  processes,  beginning  with  the  submission  of  pre¬ 
liminary  estimates  and  following  through  to  the  apportionment  and  monthly 
reporting  processes.  We  believe  that  these  data  will  be  substantially  more 
meaningful  if  cost  based  operating  budgets  are  used  for  management  purposes 
as  proposed  in  Recommendation  No.  3.  This  will  permit  periodic  reports  on 
accomplishments  or  performance  to  be  related  to  budgets  in  terms  of  costs,  the 
advantages  of  which  are  discussed  more  fully  under  Recommendations  4  to  6, 
inclusive. 

We  believe  the  President  should  be  kept  informed  in  a  timely  manner  of 
significant  factors  relating  to  the  operating  agencies  of  the  executive  branch. 
The  annual  consideration  of  the  budget  of  each  agency  serves  as  the  basis  for 
a  review  of  operations.  While  the  type  of  annual  report  intended  under 
Recommendation  No.  2  is  not  entirely  clear,  the  desirability  of  a  separate  report 
for  the  executive  branch  as  a  whole  seems  questionable.  We  are  inclined  to 
think  that  the  total  Government  area  is  so  broad  that  information  and  evaluation 
is  ordinarily  most  meaningful  at  the  major  program  or  bureau  level. 

PART  III.  THE  PERFORMANCE  (OR  PROGRAM)  BUDGET 

Recommendation  No.  4 

That  the  executive  budget  continue  to  be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  information  on  program  costs  and  accomplish¬ 
ment,  and  by  a  review  of  performance  by  organizational  units  where  these  do 
not  coincide  with  performance  budget  classifications. 

Recommendation  No.  5 

That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems. 

Recommendation  No.  6 

That  executive  agency  budgets  be  formulated  and  administered  on  a  cost  basis. 

We  believe  the  ideas  contained  in  the  foregoing  recommendations,  if  effectively 
practiced,  would  offer  a  great  opportunity  for  improvement  in  the  financial 
management  of  executive  agencies.  The  background  discussion  and  explanation 
for  the  recommendations  contained  in  the  report  of  the  Commission  and  its  task 
force  need  not  be  repeated  here. 

Stated  in  summary  fashion  the  more  important  advantages  are : 

1.  Cost  data  (based  on  man-days  worked,  materials  used,  etc.)  can  be 
directly  related  to  work  accomplished  in  prior  periods  and  offers  a  basis 
for  comparison  with  proposed  plans. 

2.  A  proposed  work  plan  (budget)  stated  in  terms  of  costs  (total  resources 
to  be  consumed)  can  be  realistically  evaluated  against  new  money  require¬ 
ments  by  taking  into  consideration  inventories  and  other  resources  on  order 
and  on  hand  at  the  beginning  and  those  resources  to  be  carried  over  for 
use  in  subsequent  periods. 

3.  Cost  data  can  be  related  to  the  responsibilities  of  each  segment  of  the 
organization  and  its  accomplishments. 

4.  Cost  budgeting  permits  maximum  opportunity  for  exercise  of  manage¬ 
ment  initiative  and  precludes  need  for  rigid  fund  control  (on  a  detailed 
basis)  with  its  deadening  influence. 

The  primary  advantage  of  budgeting  on  a  cost  basis  to  both  management  and 
the  Congress  is  that  total  resources  to  be  used  (on  hand,  on  order,  and  to  be 
procured)  are  reviewed  rather  than  limiting  the  budget  review  processes  to  new 
money  in  the  form  of  an  appropriation  request.  In  terms  of  numbers  of  activ¬ 
ities  or  appropriations,  there  is  a  relatively  close  relationship  between  obligations, 
expenditures,  and  costs  in  those  many  operations  primarily  concerned  with 
personal  services.  On  the  other  hand,  dollar-wise,  the  greatest  significance 
attaches  to  those  appropriations  relatively  few  in  number  but  which  provide 
for  operations  involving  vast  quantities  of  materials  and  physical  assets.  Major 
procurement,  construction,  and  research  and  development  ordinarily  fall  in  the 
latter  category  and  it  is  in  these  areas  that  budgeting  on  a  cost  basis  wrould 
produce  major  savings,  although  its  adoption  would  improve  financial  manage¬ 
ment  in  many  other  areas  to  a  lesser  degree. 

It  should  be  noted  that  agency  budgets  can  be  formulated  and  administered 
on  a  cost  basis  under  present  practices  of  stating  appropriation  authorizations 
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on  an  obligation  basis  and  this  is  currently  being  done  in  some  cases.  The  cost 
presentation  is  confined  to  the  justification  material  in  the  greater  number  of 
such  instances.  However,  the  impetus  to  furnish  cost  data  to  the  Congress 
would  be  greatly  enhanced  by  teaming  up  the  cost  based  budget  with  the  pro¬ 
posal  for  stating  appropriations  on  an  accrued  expenditure  basis  as  proposed  in 
recommendation  No.  7  inasmuch  as  this  provides  the  best  opportunity  for  im¬ 
proved  correlation  of  programming,  budgeting,  and  accounting. 

PART  IV.  RESTORATION  OF  CONGRESSIONAL  CONTROL  OF  THE  PURSE 

Recommendation  No.  7 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely,  charges  for  the  cost  of  goods 
and  services  estimated  to  be  received. 

Congressional  control  of  costs  and  expenditures  can  only  be  achieved  by  the 
maximum  utilization  of  many  tools.  Budgeting  on  a  cost  basis  and  placing  the 
executive  budget  and  congressional  appropriations  on  the  basis  of  annual  accrued 
expenditures  can  be  made  important  tools  for  the  Congress  if  effectively  installed. 

The  basic  need  of  the  Congress  is  adequate  factual  data  as  a  basis  for  decision 
making.  The  facts  furnished  to  the  Congress  can  be  no  better  than  those 
available  to  the  management  for  its  own  purposes,  that  is,  the  needs  of  the  two 
for  financial  and  operating  data,  although  differing  as  to  extent  of  detail,  are 
entirely  compatible.  It  seems  reasonable  to  conclude  that  the  best  basic  approach 
to  a  review  of  the  budget  is  one  which  provides  for  (1)  consideration  of  a 
proposed  work  plan  or  program  to  be  accomplished,  (2)  what  was  accomplished 
in  preceding  periods  and  (3)  costs  for  both  in  terms  of  total  resources  consumed. 
With  this  point  of  departure  the  budget  can  then  be  assessed  in  terms  of  (a)  costs 
to  be  incurred,  (b)  resources  already  available  in  terms  of  inventories,  etc., 
plus  carried-over  funds,  and  (c)  new  money  or  authority  needed.  The  essential 
difference  in  this  approach,  which  ties  in  with  the  recommendations  for  cost 
budgets  and  accrued  expenditure  appropriations,  as  contrasted  with  present 
practices  based  on  appropriations  stated  in  terms  of  obligation  authority  is  the 
degree  of  emphasis  which  the  latter  places  on  new  money  rather  than  total 
resources  to  be  consumed  and  the  extent  of  resources  already  available. 

In  the  operations  concerned  primarily  with  salaries  and  travel  expense 
the  time  relationship  between  the  creation  of  an  obligation  and  an  expendi¬ 
ture  is  relatively  short.  Under  such  circumstances,  resources  available  other 
than  new  money  are  ordinarily  of  no  great  significance  and  there  is  ordinarily 
a  rather  direct  correlation  between  obligations,  expenditures  and  costs.  These 
are  the  operations  which  represent  the  larger  group  in  terms  of  numbers  but 
represent  the  less  significant  portion  of  the  budget  from  a  dollar  standpoint. 
In  the  area  of  operations  where  long  lead-time  is  characteristic  such  as,  major 
procurement,  construction  and  research  and  development,  which  represent 
the  greater  dollar  portion  of  the  budget,  obligation,  and  expenditure  data  have 
their  greatest  limitations  for  both  Congress  and  management. 

The  advantages  of  placing  appropriations  on  an  accrued  expenditure  basis  are 
both  tangible  and  intangible.  The  annual  budget  surplus  or  deficit  is  deter¬ 
mined  on  the  basis  of  expenditures.  Establishing  a  direct  correlation  between 
annual  appropriations  and  expenditures  vests  in  the  Congress  a  much  greater 
opportunity  to  control  the  level  of  operations  during  a  particular  budget  year. 
This  would  mean  the  elimination  of  the  vast  carry-over  balances  now  available 
for  expenditure  at  the  discretion  of  the  executive  agencies.  The  present  situa¬ 
tion  with  respect  to  available  balances  stems  from  the  fact  that  congressional 
control  through  appropriation  authorizations  and  Budget  Bureau  control 
through  apportionments  are  both  stated  in  terms  of  authority  to  obligate  rather 
than  budgeted  work  plans  for  the  cost  of  goods  and  services  estimated  to 
be  received. 

On  the  intangible  side,  it  has  often  been  pointed  out  that  there  is,  perhaps,  an 
unavoidable  implication  that  funds  which  have  not  been  obligated  are  either 
not  needed  or  are  available  in  lieu  of  new  money.  This,  of  course,  is  a  fal¬ 
lacious  assumption  when  total  authority  is  granted  in  a  lump  sum  initially  for 
activities  involving  long  lead-time  such  as  ship  construction.  Nevertheless, 
attention  may  well  be  diverted  from  the  question  of  accomplishments  at  mini¬ 
mum  cost  over  the  period  of  the  program  to  the  one  of  almost  sole  emphasis  on 
the  amount  of  new  money  being  requested.  In  the  past,  it  has  sometimes  been 
said  that  expenditures  are  the  inevitable  result  of  granting  obligation  authority 
with  the  attendant  implication  that  once  having  granted  obligation  authority 
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all  opportunity  for  subsequent  adjustment  is  lost.  An  examination  of  present 
day  practices  in  the  long  lead-time  area  (procurement,  construction  and  re¬ 
search  and  development)  demonstrates  the  obvious  fallacy  of  this  reasoning 
as  evidenced  by  the  extensive  reprograming,  multitudinous  changes  in  engi¬ 
neering  plans  and  specifications  during  the  period  of  production  of  many  items 
and  other  similar  factors.  Because  of  these  inherent  factors  in  the  operations 
involved,  cost  budgets,  teamed  with  appropriations  on  an  accrued  expenditure 
basis,  would  require  a  type  of  continuing  budget  presentation  that  would  bring 
out  the  adequacy  of  management  planning  or  the  lack  of  it  and  give  the  Con¬ 
gress  an  opportunity  to  have  a  voice  in  setting  the  level  of  operations  from  year 
to  year. 

It  is  inherent  in  the  recommendations  under  discussion  that  congressional 
authority  be  granted  for  the  advance  planning  which  necessarily  precedes  the 
phase  of  operations  covered  in  an  annual  accrued  expenditure  budget.  In  the 
past,  this  authority  has  been  termed  contract  authorizations  but  it  is  a  signifi¬ 
cant  fact  that  heretofore  both  contract  authorizations  and  subsequent  appropria¬ 
tions  were  stated  in  terms  of  obligational  authority  whereas  under  the  recom¬ 
mendations  herein  being  considered  only  the  initial  authorization  would  be  stated 
in  terms  of  the  broad  and  difficult  to  apply  concept  of  obligations  whereas  annual 
authority  could  be  stated  much  more  definitely  in  terms  of  accrued  expenditures 
because  of  the  time  factor.  It  is  essential  that  the  initial  authority  which  may 
cover  a  forward  period,  sometimes  as  great  as  five  years  or  more,  be  in  the  most 
flexible  terms  and  requests  for  such  authority  obviously  cannot  be  supported 
with  detailed  plans.  On  the  other  hand,  as  these  plans  take  shape  in  succeeding 
years  much  more  precise  planning  and  authorizations  are  practical  when  stated 
in  terms  of  accrued  expenditures.  Thus,  the  current  recommendations  are  not, 
nor  need  not  be,  viewed  as  a  return  to  prior  practices  during  the  period  when 
contract  authorizations  were  prevalent  and  significant  weaknesses  were  apparent. 

In  view  of  the  substantial  changes  that  would  be  required  to  place  into  effect 
the  recommendations  for  cost  budgeting  and  appropriations  on  an  accrued  ex¬ 
penditure  basis,  it  is  believed  that  it  is  essential  to  approach  such  a  change  on  the 
basis  of  individual  programs  or  appropriations  rather  than  any  sweeping  across- 
the-board  plan.  First  of  all,  the  successful  use  of  these  practices  presumes  a 
basic  foundation  of  adequate  accounting  and  the  ability  to  program  effectively. 
These  fundamentals  do  not  exist  in  a  number  of  significant  areas.  To  endeavor 
to  adopt  the  proposals  before  the  groundwork  is  laid  for  them  could  only  lead 
to  confusion  and  unsatisfactory  results.  Moreover,  the  greatest  advantages  to 
be  attained  are  in  the  major  procurement,  construction  and  research  and  develop¬ 
ment  areas.  These  appropriations  are  relatively  few  in  number  and  it  is  logical 
to  prove  the  value  to  Congress  and  the  executive  branch  of  the  revised  practices 
in  such  areas  before  extending  the  practices  governmentwide  in  the  areas  where 
the  advantages  to  be  gained  are  significantly  less.  If  this  approach  is  adopted, 
the  selection  of  areas  to  be  converted  should  be  a  matter  of  mutual  determination 
between  the  Congress,  the  Budget  Bureau,  and  the  individual  agency.  In  a 
change  of  this  magnitude,  there  is  little  to  be  gained  and  much  to  be  lost  by 
making  uniformity  across-the-board  the  criteria  for  adoption. 

Recommendation  No.  8 

That  legislation  committing  the  Government  to  continuing  expenditures  for 
special  programs  which  are  not  susceptible  to  the  usual  budgetary  control  ordi¬ 
narily  be  enacted  for  a  limited  term  in  order  to  require  periodic  congressional 
review  of  their  usefulness. 

Recommendation  No.  9 

That  the  Bureau  of  the  Budget  keep  such  programs  under  continuing  review, 
and  the  President’s  budget  contemplate  amendments  to  them  when  their  oper¬ 
ation  conflicts  with  current  budgetary  policy. 

The  foregoing  recommendations  are  primarily  matters  of  policy  for  consid¬ 
eration  of  the  Congress.  In  some  instances,  there  may  well  be  overriding  con¬ 
siderations  involving  public  policy.  In  general,  the  recommendations  are  con¬ 
sistent  with  the  objective  of  strengthening  congressional  control  and,  if  adopted, 
should  prove  helpful  to  that  end. 
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PART  V.  ORGANIZATION  FOR  ACCOUNTING  IN  THE  EXECUTIVE  BRANCH 

Recommendation  No.  10 

That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  staff  office  of  accounting  headed  by  an  assistant  director  for  accounting, 
with  powers  and  duties  as  follows  : 

(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  report¬ 
ing,  consistent  with  broad  policies  and  standards  prescribed  by  the  Comp¬ 
troller  General.  These  broad  policies  and  standards  should  continue  to  be 
developed  in  cooperation  with  the  executive  branch. 

(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  accounting 
methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

(c)  To  set  reaonable  but  definite  time  schedules  for  performance  and  to 
watch  progress. 

( d )  To  stimulate  the  building  of  competent  accounting  and  auditing 
organizations  in  the  executive  agencies  and  to  assist  actively  in  the  selection, 
training  and  retention  of  capable  personnel. 

(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to 
the  status  of  accounting  in  each  of  the  executive  agencies. 

The  objective  of  this  recommendation,  as  we  understand  it,  is  to  afford  a 
means  by  which  the  executive  branch  can  more  effectively  meet  its  responsibili¬ 
ties  to  stimulate  improvements  in  accounting.  The  recommendation  recognizes 
a  need  for  continuing  joint  action  of  the  executive  and  legislative  branches  as 
now  provided  for  under  the  joint  program  for  improving  accounting  in  the 
Federal  Government.  As  the  Committee  on  Government  Operations  is  well 
aware,  through  its  activities  in  connection  with  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950,  that  statute  recognized  the  coordinate  responsibilities  of 
agency  management,  the  Secretary  of  the  Treasury,  the  Director  of  the  Bureau 
of  the  Budget  and  the  Comptroller  General,  for  making  continuing  improve¬ 
ments  in  the  financial  management  of  Federal  Government  activities. 

In  its  accounting  and  reporting  provisions  the  statute  clearly  places  responsi¬ 
bility  upon  the  Comptroller  General  for  principles,  standards  and  related  re¬ 
quirements  ;  directs  the  General  Accounting  Office  to  cooperate  with  the  execu¬ 
tive  agencies  in  the  development  of  their  accounting  systems  and  to  approve  them 
when  deemed  by  the  Comptroller  General  to  be  adequate  and  in  conformity  with 
the  principles,  standards  and  related  requirements  prescribed  by  him ;  and 
places  upon  the  General  Accounting  Office  the  responsibility  for  the  review  of 
accounting  systems  of  the  executive  agencies.  As  recognized  in  the  report  of 
the  Hoover  Commission  on  Budget  and  Accounting,  the  Comptroller  General 
has  equipped  himself  to  carry  out  these  responsibilities  through  the  exercise  of 
his  accounting  systems  function.  Particular  stress  in  the  report  is  laid  upon 
the  excellent  cooperation  developed  between  the  General  Accounting  Office  and 
the  executive  agencies.  No  diminution  or  change  in  this  cooperative  working 
relationship  between  the  General  Accounting  Office  and  the  executive  agencies 
is  contemplated,  nor  do  we  presume  that  any  change  is  intended  or  implied  by 
the  recommendations  under  discussion. 

Within  the  executive  branch  the  head  of  each  executive  agency  is  assigned 
the  responsibility  by  section  113  (a)  of  the  Budget  and  Accounting  Procedures 
Act  of  1950  of  establishing  and  maintaining  adequate  systems  of  accounting 
and  internal  control  in  conformity  with  the  principles,  standards,  and  related 
requirements  prescribed  by  the  Comptroller  General  as  referred  to  therein. 
It  is  our  view  that  primary  reliance  must,  of  necessity,  continue  to  he  placed 
upon  the  head  of  each  executive  agency  because  of  the  fact  that  accounting  is 
an  integral  part  of  total  management  responsibility  and  any  effort  to  obtain 
improvements  must  have  the  full  support  of  agency  management  to  be  suc¬ 
cessful.  However,  the  added  emphasis  on  getting  the  job  done  government- 
wide,  contemplated  by  the  above  recommendation,  could  be  very  helpful  in 
expediting  progress  if  appropriately  carried  out.  Such  an  effort  need  in  no 
way  be  exercised  in  a  manner  inconsistent  with  the  joint  accounting  improve 
ment  program  carried  on  jointly  by  the  Secretary  of  the  Treasury,  the  Director 
of  the  Bureau  of  the  Budget,  and  the  Comptroller  General  of  the  United  States 
for  the  last  several  years.  The  essence  of  this  arrangement  is  the  recognition 
of  the  fact  that  each  of  the  central  agencies  concerned,  along  with  individual, 
executive  agencies,  has  a  part  to  play  in  the  total  operation  and  that  the  desired 
results  can  only  be  achieved  through  joint  efforts  carried  out  with  mutual 
respect  for  the  responsibilities  of  each. 
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Recommendation  No.  11 

That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the 
following  duties  and  functions : 

(а)  To  direct  the  setting  up  and  maintenance  throughout  his  agency  of 
adequate  accounting  and  auditing  systems  and  procedures  in  conformity  with 
the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

(б)  To  direct  the  recruitment,  training,  and  development  of  qualified 
accounting  personnel. 

(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for:  (1)  Internal  management  purposes;  and  (2)  for  issue  to  the 
Congress  and  other  executive  departments  or  agencies. 

( d)  To  direct  the  preparation,  and  review’  execution  of  budgets  prepared  at 
operating  levels  for  the  information  of  top  management  which  is  responsi¬ 
ble  for  budget  policies. 

We  endorse  the  emphasis  placed  on  the  financial  management  function  in  each 
executive  agency  which  is  the  apparent  objective  of  this  recommendation.  How¬ 
ever,  because  of  the  wide  divergence  in  size,  functions,  and  existing  organizational 
patterns  in  the  many  executive  agencies,  it  is  doubted  that  any  single  pattern  of 
organization  will  fit  all  agencies.  In  the  final  analysis  the  responsibility  for  fi¬ 
nancial  management  must  necessarily  rest  upon  the  head  of  each  executive 
agency  as  a  part  of  his  total  management  responsibility.  This  has  been  made 
abundantly  clear  as  a  matter  of  statute  in  section  113  (a)  of  the  Budget  and 
Accounting  Procedures  Act  of  1950,  previously  referred  to  above. 

Recommendation  No.  12 

That  the  selection  of  agency  comptrollers  and  the  building  of  competent  ac¬ 
counting  organizations  in  the  executive  agencies  through  the  selection,  training, 
and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance  and 
help  to  be  given  by  the  assistant  director  for  accounting  in  the  Bureau  of  the 
Budget. 

This  recommendation  is  one  facet  of  the  larger  problems  commented  upon  in 
connection  with  the  two  preceding  recommendations  and  is  covered  by  our 
previous  comments. 

PART  VI.  ACCOUNTING  PROCEDURES  IN  EXECUTIVE  AGENCIES 

Recommendation  No.  13 

That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  oper¬ 
ating  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operations. 

We  emphatically  endorse  this  recommendation.  The  unwarranted  subdivision 
of  funds  is  one  of  the  greatest  deterrents  to  improved  financial  management  at 
the  present  time.  However,  it  is  likely  that  only  when  adequate  accounting 
systems  which  can  provide  costs  as  a  basis  for  operating  control  have  been 
installed  will  administrators  be  wulling  to  forego  the  type  of  control  associated 
with  many  present  allotment  systems.  The  answer  to  this  problem  lies  in  better 
programing  tied  in  with  improved  accounting  through  the  development  of 
budgets  based  on  costs. 

Recommendation  No.  H 

That  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently, 
completely,  and  clearly  all  resources  and  liabilities,  and  the  costs  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting. 

We  endorse  this  recommendation  as  one  facet  which  is  essential  to  the  ac¬ 
complishment  of  the  objectives  set  forth  in  a  number  of  the  other  recommenda¬ 
tions  concerned  with  improved  budgeting  and  accounting.  Experience  under 
the  joint  accounting  improvement  program  clearly  indicates  that  the  accrual 
basis,  when  applied  to  significant  items,  is  a  major  factor  in  providing  better 
control  over  resources  and  liabilities  and  is  an  essential  element  in  obtaining 
adequate  cost  data.  As  indicated  in  the  report  of  the  Commission,  the  General 
Accounting  Office  statement  of  accounting  jirinciples  provides  for  the  appropriate 
use  of  the  accrual  basis. 

Recommendation  No.  15 

That  after  appropriate  accrual  and  cost  accounting  techniques  have  been 
established  by  the  Government  agencies,  the  creation  or  continuation  of  revolving 
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funds  should  be  reviewed  to  determine  whether  they  will  add  to  efficient 
management. 

The  significant  contribution  which  revolving  funds  have  made  as  an  expedient 
to  localize  an  area  for  intensive  effort  to  improve  financial  management  is  well 
known.  It  is  important,  however,  to  recognize  that  the  establishment  of  the 
revolving  fund  method  of  financing  has  definite  limitations  in  its  applicability  to 
Government  operations.  We  do  not  regard  it  as  a  condition  precedent  to  estab¬ 
lishing  financial  management  on  a  cost  basis.  Most  Government  programs  will 
undoubtedly  always  be  financed  in  whole  or  in  part  by  the  Congress  through 
annual  appropriations.  Experience  has  proved  that  financing  through  appro¬ 
priations  need  place  no  real  obstacles  in  the  way  of  the  development  of  a  single 
integrated  system  of  programing,  budgeting,  accounting,  and  reporting  on  a 
full-cost  basis.  Accordingly,  revolving  fund  financing  should  be  regarded  as  a 
supplementary  device  applicable  or  useful  in  particular  situations  within  this 
broader  concept.  For  this  reason,  we  agree  that  it  would  be  desirable  to  review 
operations  carried  on  under  revolving  funds  to  determine  whether  or  not  this 
method  of  financing  adds  to  the  opportunity  for  efficient  management. 

Recommendation  No.  16 

That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  their  accounting  systems 

We  endorse  this  recommenadtion  for  the  reason  that  adequate  monetary 
property  accounting  records,  as  an  integral  part  of  accounting  systems,  are 
essential  to  several  other  recommendations  such  as,  accrual  accounting,  cost 
budgeting,  etc.,  as  well  as  the  specific  advantages  to  management  which  will 
result  from  adequate  financial  accounting  for  property. 

Recommendation  No.  17 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations. 

Recommendation  No.  18 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  “claims”  to  the  General  Accounting  Office,  but 
should  be  settled  within  the  agencies. 

We  endorse  the  objectives  of  these  recommendations  and  are  engaged  with  the 
other  agencies  concerned  in  developing  a  specific  legislative  proposal  for  the 
consideration  of  the  Congress. 

Recommendation  No.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  accountable 
officers  of  financial  liability  except  where  losses  result  from  their  gross  negli¬ 
gence  or  fraud. 

Since  the  time  that  this  recommendation  was  developed  by  the  task  force 
and  adopted  by  the  Commission  the  situation  has  changed  to  the  following 
extent : 

1.  The  Congress  enacted  Public  Law  365,  84th  Congress,  approved  August  11, 
1955,  69  Stat.  687,  which  provides  permauent  authority  for  the  Comptroller  Gen¬ 
eral  to  relieve  disbursing  officers  in  cases  where  the  making  of  any  illegal,  im¬ 
proper  or  incorrect  payment  was  not  the  result  of  bad  faith  or  lack  of  due  care 
on  the  disbursing  officer’s  part.  This  legislation  is  similar  to  the  act  of  De¬ 
cember  29,  1941,  55  Stat.  875,  which  authorizes  the  Comptroller  General  to  re¬ 
lieve  certifying  officers  under  similar  circumstances, 

2.  The  Congress  enacted  Public  Law  334,  84th  Congress,  approved  August 
0, 1955,  69  Stat.  626,  amending  the  act  of  August  1,  1947,  61  Stat,  720,  authorizing 
the  General  Accounting  Office  to  grant  full  relief  to  accountable  officers  for  a 
physical  loss  or  deficiency  of  Government  funds,  vouchers,  records,  checks, 
securities  or  papers  in  their  charge  where  no  fault  or  negligence  on  the  part  of 
such  officers  is  involved. 

3.  Under  Public  Law  147,  84th  Congress,  approved  July  12,  1955,  69  Stat.  295, 
it  is  expected  that  the  bulk  of  deceased  military  pay  cases  formerly  required  by 
law  to  be  settled  by  this  office,  will  be  settled  administratively.  Moreover,  the 
Department  of  Defense  has  recently  been  authorized  and  encouraged  to  adjust 
many  types  of  claims  and  accounts  which  formerly  were  required  to  be  for¬ 
warded  to  the  General  Accounting  Office  for  direct  settlement  even  though  no 
real  doubtful  question  was  involved. 
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In  addition  to  the  legislation  described  above,  there  have  been  significant  im¬ 
provements  in  the  accounting  of  the  administrative  agencies  through  cooperative 
efforts  under  the  joint  program  to  improve  accounting  in  the  Federal  Govern¬ 
ment  which  has,  in  turn,  made  possible  significant  changes  in  audit  procedures 
consistent  with  the  declaration  of  policy  contained  in  section  111  of  the  Budget 
and  Accounting  Procedures  Act  of  1950.  Further,  auditing  at  the  site  where 
administrative  accounts  and  records  are  kept  has  reduced  materially  the  number 
of  cases  in  which  it  has  been  necessary  to  state  exceptions  against  accountable 
officers’  accounts  pending  receipt  of  adequate  information  to  warrant  removal 
of  the  exceptions  by  this  office. 

Although  the  constructive  steps  referred  to  above  have  and  will  do  much, 
to  improve  the  processes  used  as  background  for  the  recommendation,  this  office 
is  not  in  agreement  with  the  apparent  objective  of  the  recommendation  that 
accountable  officers  be  relieved  of  financial  liability  except  where  losses  result 
from  gross  negligence  or  fraud.  It  is  our  view  that  accountable  officers  should 
be  held  responsible  for  payments  in  violation  of  specific  provisions  of  law,  in 
contravention  of  regulations  of  the  administrative  agency,  or  contrary  to  deci¬ 
sions  of  the  Comptroller  General  issued  for  the  guidance  of  accountable  officers, 
except  in  situations  where  such  payments  are  “*  *  *  not  the  result  of  bad  faith 
or  lack  of  due  care  *  *  the  standard  laid  dowm  in  Public  Law  365.  This 
is  a  standard  we  believe  more  conducive  to  sound  public  administration  than 
one  requiring  demonstrated  evidence  that  “gross  negligence  or  fraud”  was 
involved. 

PART  VII.  CENTRAL  ACCOUNTING  AND  REPORTING 

Recommendation  No.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Office  make  a  study 
to  determine  what  can  be  done  to  eliminate:  (a)  Duplicate  accounts  within  the 
Treasury  Department;  and  (l)  duplicate  accounting  as  between  the  Treasury 
Department  and  the  various  departments  and  agencies. 

The  General  Accounting  Office  is  in  complete  accord  with  the  objective  of  the 
recommendation.  Provision  has  been  made  effective  with  operations  beginning 
July  1,  1955,  for  the  operation  of  an  integrated  system  among  the  different 
agencies  which  handle  the  cash  transactions  of  the  Government.  A  final  link 
in  the  chain  of  improvements  and  simplifications  in  this  area  was  provided  by 
the  joint  action  of  the  Comptroller  General  and  the  Secretary  of  the  Treasury 
in  the  revision  of  Joint  Begulation  No.  4  and  Treasury  Circular  No.  945  to 
permit  authorized  disburbing  officers  to  draw  checks  on  the  general  account  of 
the  Treasurer  of  the  United  States  without  the  use  of  intermediate  checking 
accounts  with  funded  balances.  Thus,  the  former  elaborate  system  of  advices, 
checks  and  deposits  required  to  maintain  funded  balances  in  checking  accounts 
for  each  disbursing  officer  was  eliminated  and  complete  responsibility  for  con¬ 
trol  of  appropriations  and  fund  expenditures  was  assumed  by  the  administrative 
agencies. 

Additionally,  a  further  improvement  over  the  former  system  was  effected  by 
providing  within  the  framework  of  the  central  accounts  certain  basic  financial 
data  needed  to  anchor  the  receipts  and  expenditures  of  the  Government  to  the 
cash  in  the  Treasury.  Provision  was  made  in  the  central  accounts  for  reflecting 
the  amounts  of:  (a)  Total  checks  outstanding,  i.  e.,  those  issued  which  have  not 
yet  been  paid  by  the  Treasurer;  (b)  deposits  in  transit  between  Government 
agencies  and  Federal  depositaries;  and  (c)  the  amount  of  cash  held  by  Govern¬ 
ment  officers  outside  the  Treasurer’s  general  account.  These  important  items 
of  assets  and  liabilities  have  not  heretofore  been  a  matter  of  central  record  in 
the  Government’s  books  and  were  considered  to  be  major  deficiencies  in  the 
proper  disclosure  of  the  Government’s  financial  position. 

Present  plans  as  a  result  of  the  continuous  study  being  made  under  the  joint 
accounting  improvement  program  include  provision  for  eliminating  the  duplica¬ 
tion  of  public  debt  accounts  which  now  exists  within  the  Treasury  Department. 
As  soon  as  it  can  be  demonstrated  that  each  administrative  agency  can  report 
accurately  and  timely  in  such  detail  as  to  support  the  control  accounts  that  are 
planned  in  the  revised  central  accounts  of  the  Treasury,  consideration  will  be 
given  to  eliminating  the  maintenance  of  individual  appropriation  and  receipt 
accounts  in  the  Treasury  central  accounts.  The  revised  reporting  procedures 
for  disbursing  officers  which  were  adopted  July  1,  1955,  are  considered  the  first 
step  toward  testing  the  advisability  and  possibility  of  eliminating  the  detailed 
appropriation,  fund,  and  receipt  accounts  in  the  Treasury. 
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It  is  significant  that  in  a  great  number  of  cases,  the  present  laws  contain 
specific  provisions  for  the  maintenance  of  detailed  accounts  in  the  Treasury, 
even  though  it  is  obvious  that  the  administrative  agency  concerned  must  also 
maintain  the  same  detailed  accounts  to  properly  manage  its  program.  As  work 
progresses  under  this  joint  effort,  needed  changes  in  legislation  will  be  identified 
and  proposed.  Present  actions  under  the  joint  accounting  improvement  program 
are  designed  to  expedite  the  atainment  of  the  objectives  of  the  recommendation 
at  the  earliest  practicable  date. 

Recommendation  No.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review  and 
modernization  of  central  fiscal  reports  by  the  Treasury  Department  to  the  end 
that  they  may  need  the  changing  requirements  of  the  executive  branch,  the  Con¬ 
gress,  and  the  public.  These  fiscal  reports  should  show  the  Government’s  cash 
position  and  related  cash  transactions. 

Recommendation  No.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Procedures  Act 
of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  compre¬ 
hensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results 
k  of  the  activities  of  the  Government  as  a  whole  and  of  its  major  component 
"  activities. 

The  objective  of  full  disclosure  of  the  financial  results  of  the  activities  of  the 
Government  in  a  manner  most  useful  to  the  executive  branch,  the  Congress, 
and  the  public  is  fully  endorsed  by  the  General  Accounting  Office.  The  executive 
agency  to  be  responsible  for  developing  comprehensive  financial  reports  is  a 
matter  for  determination  by  the  executive  branch  with  the  consent  of  the  Con¬ 
gress  and  we  offer  no  specific  comment  on  this  point.. 

Recommendation  No.  21  refers  to  the  incompleteness  of  the  Treasury’s  annual 
combined  statement  in  the  area  of  cash  held  by  Government  officers  outside  the 
Treasurer’s  account,  checks  outstanding,  information  pertaining  to  the  public 
debt,  and  trust  and  deposit  liabilities.  System  revisions  and  procedural  changes 
which  were  being  developed  and  installed  during  the  survey  of  the  task  force, 
now  provide  for  the  inclusion  of  data  covering  outstanding  checks,  undeposited 
collections,  deposits  in  transit,  and  cash  held  by  Government  officers  outside  the 
Treasurer’s  account  in  the  combined  statement. 

Although  adequate  central  reporting  can  only  be  achieved  after  agency  account¬ 
ing  systems,  maintained  on  an  accrual  basis,  have  been  developed  sufficiently  to 
provide  reliable  and  concise  financial  data  susceptible  of  consolidation,  a  compre¬ 
hensive  program  to  develop  central  reporting  should  be  given  a  high  priority  and 
should  be  aggressively  conducted  by  the  executive  branch.  Such  a  program 
should  also  provide  for  an  increased  and  continuing  review  as  to  the  usefulness 
of  the  present  published  data.  There  is  underway  at  the  present  time  a  project 
under  the  joint  program  of  the  Bureau  of  the  Budget,  Treasury  Department,  and 
General  Accounting  Office  to  improve  the  system  of  reporting  the  assets, 
^  liabilities,  and  financial  transactions  of  all  revolving  fund  operations  and 
r  selected  commercial-type  enterprises.  A  draft  of  a  Treasury  regulation  to  re¬ 
place  existing  instruction  has  been  reviewed  by  all  agencies  of  the  Government 
and  the  reconciliation  of  the  various  views  and  comments  should  be  completed 
shortly  so  that  the  regulation  can  become  effective.  This  reporting  requirement 
is  tied  in  very  closely  to  the  requirements  for  reporting  by  these  business-type 
enterprises  under  the  budget  process  to  enable  the  Bureau  of  the  Budget  and 
others  concerned  to  compare  financial  progress  of  agency  programs  throughout 
the  year  against  their  budget  estimates.  This  type  of  reporting  will  also  fulfill 
a  long  recognized  need  for  central  financial  statements  reflecting  the  assets  and 
liabilities  of  a  large  segment  of  the  Government’s  operations. 

PART  VIII.  THE  DEPARTMENT  OF  DEFENSE 

Recommendation  No.  23 

That  in  selecting  individuals  for  comptrollership,  civilians  with  broad  manage¬ 
ment  and  accounting  experience  and  competence  be  appointed. 

Recommendation  No.  24 

That  the  comptrollers  in  the  military  departments  be  responsible  only  to  the 
Secretary  of  their  respective  services,  and  that  concurrent  responsibility  to  a 
chief  of  staff  or  equivalent  be  discontinued. 
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We  endorse  the  underlying  objective  of  assuring  competence  of  the  individuals 
on  whom  responsibility  for  leadership  in  financial  management  is  placed.  With 
respect  to  the  organizational  implications  contained  in  the  recommendations,  we 
believe  that  for  the  same  reasons  discussed  under  Recommendation  No.  11  that 
the  financial  management  function  must  be  integrated  with  total  management 
responsibilities  in  a  manner  consistent  with  (he  assignment  of  such  responsibilites 
within  the  organization. 

PART  IX.  AUDITING  AND  THE  GENERAL  ACCOUNTING  OFFICE 

Recommendation  No.  25 

That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  requested 
to  make  an  intensive  study  to  determine  the  adequacy  of  internal  auditing  in 
Government  agencies  and  what  steps  should  be  taken  to  improve  it. 

As  a  regular  part  of  its  comprehensive  audit  program  and  in  the  discharge  of  its 
accounting  systems  responsibilities,  the  General  Accounting  Office  is  continuously 
studying  the  adequacy  of  internal  audit  in  Government  agencies.  Recommenda¬ 
tions  designed  to  improve  the  quality  and  effectiveness  of  their  internal  audit 
programs  are  made  to  heads  of  agencies,  where  appropriate.  The  results  of  these 
efforts  are  made  available  to  the  Congress  through  our  regular  reporting  proc¬ 
esses  but  we  would  be  placed  to  cooperate  with  the  Congress  in  any  special  effort  { 
having  as  its  objective  the  improvement  of  internal  auditing  and  which  would 
lend  impetus  thereto. 


Exhibit  B 

Executive  Office  of  the  President, 

Bureau  of  the  Budget, 

W ashington,  D.  G.,  February  20,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  This  is  in  reply  to  your  letter  of  February  2,  1956, 
requesting  the  comments  of  this  Bureau  on  the  recommendations  contained  in 
the  report  on  budget  and  accounting  of  the  Hoover  Commission  on  Organization 
of  the  Executive  Branch  of  the  Government. 

In  response  to  your  original  inquiry  on  this  subject,  we  informed  you  last 
August  that  we  were  awaiting  the  views  of  the  executive  agencies  upon  the 
proposals  made  in  this  report  before  formulating  our  own  positions  with  regard 
to  them.  Since  then  we  have  received  and  analyzed  the  agencies’  comments  and 
have  completed  our  review  of  most  of  the  recommendations  contained  in  the 
report.  There  are  a  few  of  the  recommendations,  however,  upon  which  for 
various  reasons,  as  indicated  below  in  our  comments  on  each  recommendation, 
we  are  as  yet  unable  to  express  a  definite  opinion.  With  regard  to  those  recom¬ 
mendations,  we  hope  that  we  will  be  in  position  to  supply  you  with  our  views 
by  the  time  you  hold  your  hearings  next  month. 

Our  comments  on  each  recommendation  contained  in  the  report  on  budget  and 
accounting  are  set  forth  below. 

Recommendation  No.  1 

“(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the 
discharge  of  its  managerial  and  budgeting  functions ; 

“(h)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well  qualified  employees  whose  duties  should  include 
continuous  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  prepa¬ 
ration  and  administration  and  other  facets  of  the  Bureau’s  managerial  respon¬ 
sibilities;  and 

“(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau 
of  the  Budget  for  that  purpose.” 

This  is  a  broad  recommendation,  affecting  practically  every  aspect  of  the  work 
of  this  Bureau.  It  is  not  only  related  to  other  specific  recommendations  in  the 
budget  and  accounting  report  but  also  to  recommendations  contained  in  a  number 
of  other  reports  of  the  Commission,  for  example  those  reports  dealing  with 
general  services  matters  and  with  paperwork  management.  The  determination 
of  the  full  implications  of  the  recommendation  requires  the  most  careful  scrutiny 
of  the  present  organization,  programs,  and  resources  of  this  Bureau  and  of  its 
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relationships  to  the  executive  departments  and  agencies  as  well  as  the  other 
components  of  the  Executive  Office  of  the  President.  Such  a  careful  review  is 
under  way  but  is  not  yet  complete.  Consequently,  we  are  not  in  position  to  offer 
specific  comments  upon  this  recommendation  at  this  time. 

Recommendation  No.  2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on 
the  conduct  of  their  operations.  On  the  basis  of  the  agencies’  reports  and  other 
available  information,  the  Bureau  should  prepare  for  the  President  an  annual 
report  on  performance  for  the  executive  branch  as  a  whole. 

Several  alternative  approaches  have  been  suggested  as  to  the  manner  of  carry¬ 
ing  out  this  recommendation.  They  are  being  studied  in  connection  with  the 
review  referred  to  in  our  comments  on  Recommendation  No.  1.  Until  that 
review  is  completed,  we  will  not  be  in  position  to  supply  you  with  specific  com¬ 
ments  upon  this  recommendation. 

Recommendation  No.  3 

That  for  management  purposes,  cost  based  operating  budgets  be  used  to  deter¬ 
mine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented  by 
periodic  reports  on  performance. 

The  agencies  which  have  leadership  responsibility  for  the  joint  accounting 
I  program— the  General  Accounting  Office,  Treasury  Department,  and  Bureau  of 
the  Budget — consistently  advocate  the  use  of  these  techniques  as  useful  tools 
for  management  and  control  of  agency  operations.  The  rate  of  progress  toward 
further  use  of  cost-based  operating  budgets  is  dependent  in  part  upon  the  prog¬ 
ress  in  installing  and  perfecting  agency  budget  and  accounting  systems  which 
provide  cost  information.  As  I  am  sure  you  are  aware,  the  size  and  complexity 
of  the  operations  of  the  Government  are  such  that  the  full  implementation  of 
this  recommendation  is  a  long-range  matter. 

Recommendation  No.  If 

That  the  executive  budget  continue  to  be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  information  on  program  costs  and  accomplish¬ 
ment,  and  by  a  review  of  performance  by  organizational  units  where  these  do 
not  coincide  with  performance  budget  classifications. 

The  executive  budget  is  now  presented  on  the  basis  of  functions,  activities, 
and  projects  as  recommended  by  the  first  Hoover  Commission.  We  are  contin¬ 
uously  striving  to  improve  and  refine  the  presentation  on  this  basis.  For  the 
past  2  years  we  have  required  agencies  that  have  accrual  accounting  systems 
to  submit  statements  on  the  cost  basis  as  part  of  their  budget  justification  mate¬ 
rials.  We  intend  to  put  further  emphasis  on  the  development  of  better  infor¬ 
mation  on  accomplishments  and  performance  in  relation  to  costs.  The  addi¬ 
tional  step  of  presenting  budgets  on  the  cost  basis  in  the  budget  document,  where 
agencies  have  an  accrual  accounting  system,  will  require  further  discussion  with 
the  Appropriations  Committees  of  the  Congress. 

Recommendation  No.  5 

That  the  agencies  take  futher  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems. 

We  are  in  agreement  with  this  recommendation  and  are  giving  the  matter 
continuing  attention  as  a  part  of  the  budget  process  and  under  the  joint  account¬ 
ing  program. 

Recommendation  No.  6 

That  executive  agency  budgets  be  formulated  and  administered  on  a  cost  basis. 

Our  comments  on  Recommendations  Nos.  3  and  4  are  also  applicable  to  this 
recommendation. 

Recommendation  No.  7 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely,  charges  for  the  cost  of  goods 
and  services  estimated  to  be  received. 

This  recommendation  involves  the  Congress  as  well  as  the  executive  branch. 
It  raises  numerous  policy  as  well  as  technical  issues.  Our  study  of  it  has  not 
been  completed  and  we  are  therefore  unable  to  supply  you  with  any  specific 
views  regarding  it  at  this  time. 
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Recommendation  No.  8 

That  legislation  committing  the  Government  to  continuing  expenditures  for 
special  programs  which  are  not  susceptible  to  the  usual  budgetary  control  ordi¬ 
narily  be  enacted  for  a  limited  terms  in  order  to  require  periodic  congressional 
review  of  their  usefulness. 

This  recommendation  appears  to  be  directed  more  to  the  Congress  than  the 
executive  branch.  We  agree  with  the  Commission  as  to  the  need  for  periodic 
review  of  such  programs  and  bear  it  in  mind  in  considering  our  recommenda¬ 
tions  pertaining  to  proposed  new  legislation. 

Recommendation  No.  9 

That  the  Bureau  of  the  Budget  keep  such  programs  under  continuing  review, 
and  the  President’s  budget  contemplate  amendments  to  them  when  their  opera¬ 
tion  conflicts  with  current  budgetary  policy. 

With  respect  to  the  first  part  of  this  recommendation,  the  Bureau  of  the  Budget 
keeps  all  programs  under  continuous  review,  including  the  types  of  programs 
referred  to  in  the  recommendation.  With  respect  to  the  second  part  of  the 
recommendation,  the  President’s  budget  from  time  to  time  includes  forecasts  of 
budget  changes  under  proposed  amendatory  legislation. 

Recommendation  No.  10 

That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  staff  oflice  of  accounting  headed  by  an  assistant  director  for  accounting, 
with  powers  and  duties  as  follows : 

(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  re¬ 
porting,  consistent  with  broad  policies  and  standards  prescribed  by  the 
Comptroller  General.  These  broad  policies  and  standards  should  continue  to 
be  developed  in  cooperation  with  the  executive  branch. 

(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and  to 
watch  progress. 

(d)  To  stimulate  the  building  of  competent  accounting  and  auditing  or¬ 
ganizations  in  the  executive  agencies  and  to  assist  actively  in  the  selection, 
training,  and  retention  of  capable  personnel. 

(e)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to  the 
status  of  accounting  in  each  of  the  executive  agencies. 

This  recommendation  is  under  study  as  part  of  the  overall  review  mentioned  in 
our  comments  upon  Recommendation  No.  1  and  we  are  not  yet  in  position  to  sup¬ 
ply  you  with  our  views  regarding  it. 

Recommendation  No.  11 

That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  tlie  principal  agencies  and  major  subdivisions  thereof  embracing  the 
following  duties  and  functions : 

(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency  of 
adequate  accounting  and  auditing  systems  and  procedures  in  conformity 
with  the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

(b)  To  direct  the  recruitment,  training,  and  development  of  qualified  ac¬ 
counting  personnel. 

(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  (1)  internal  management  purposes  and  (2)  for  issue  to  the  Con¬ 
gress  and  other  executive  departments  or  agencies. 

(d)  To  interpret  and  advise  upon  significant  aspects  of  the  financial 
reports. 

(e)  To  direct  the  preparation,  and  review  execution  of  budgets  prepared  at 
operating  levels  for  the  information  of  top  management  which  is  responsible 
for  budget  policies. 

This  recommendation  is  directed  toward  the  internal  organization  of  the  execu¬ 
tive  departments  and  independent  agencies.  When  consulted  by  the  agencies  re¬ 
garding  such  matters,  this  bureau  takes  the  view  that  there  should  be  appropriate¬ 
ly  coordinated  organizational  arrangements  for  budget  and  accounting — following 
the  principle  of  organizational  flexibility  and  avoiding  an  approach  involving 
the  imposition  of  a  fixed  pattern  of  organization  on  all  departments  and  agencies. 

Recommendation  No.  12 

That  the  selection  of  agency  comptrollers  and  the  building  of  competent  ac¬ 
counting  organizations  in  the  executive  agencies  through  the  selection,  training, 


BUDGET  AND  ACCOUNTING 


225 


and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance  and 
help  to  be  given  by  the  assistant  director  for  accounting  in  the  Bureau  of  the 
Budget. 

This  recommendation  is  directly  related  to  Recommendation  No.  10.  In  the 
past,  agency  heads  have  frequently  consulted  with  this  Bureau  when  seeking 
well-trained  financial  officers  and  the  Bureau  considers  that  it  has  a  responsi¬ 
bility  for  being  as  helpful  as  possible  in  that  regard.  We  interpret  this  recom¬ 
mendation  as  suggesting  that  the  Bureau  develop  a  more  comprehensive  and  sys¬ 
tematic  approach  to  the  discharge  of  that  responsibility.  We  agree  that  we 
can  and  should  improve  our  capacity  to  assist  the  agencies  in  finding  the  best 
possible  financial,  administrative,  and  other  types  of  personnel,  but  cannot 
comment  more  specifically  upon  this  recommendation  until  the  completion  of 
the  review  mentioned  in  our  comments  upon  Recommendations  Nos.  1  and  10. 

Recommendation  No.  13 

That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  operat¬ 
ing  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operations. 

Continuing  effort  is  being  made  to  simplify  agency  allotment  systems  under 
the  joint  accounting  program,  but  we  agree  that  much  more  must  be  achieved. 
As  was  pointed  out  in  the  report,  a  great  deal  of  the  difficulty  has  been  caused 
by  the  agencies  themselves  because  of  the  manner  in  which  the  appropriations 
have  been  allotted  and  suballoted  within  the  agencies. 

Recommendation  No.  14 

That  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently, 
completely  and  clearly  all  resources  and  liabilities,  and  the  costs  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting. 

The  installation  of  accounting  systems  on  the  accrual  basis  is  one  of  the  major 
objectives  of  the  joint  accounting  program,  particularly  in  those  agencies  which 
have  business-  or  commercial-type  operations  and  large  construction  or  com¬ 
plex  operating  programs,  where  accrual  information  is  very  valuable  for  man¬ 
agement  and  budgetary  purposes.  As  indicated  in  our  comments  on  several 
other  recommendations,  the  modernization  of  the  accounting  systems  of  the  entire 
Government  is  a  long-range  matter.  This  recommendation  is  basic  to  the  fulfill¬ 
ment  of  other  recommendations  such  as  3,  6,  and  7. 

Recommendation  No.  15 

That  after  appropriate  accrual  and  cost  accounting  techniques  have  been  es¬ 
tablished  by  the  Government  agencies,  the  creation  or  continuation  of  revolving 
funds  should  be  reviewed  to  determine  whether  they  will  add  to  efficient  man¬ 
agement. 

The  need  for  or  creation  of  revolving  funds  is  given  continuous  attention 
through  the  budget  process  and  under  the  joint  accounting  program.  This  at¬ 
tention  will  be  continued  from  the  point  of  view  of  efficient  management. 

Recommendation  No.  16 

That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  their  accounting  systems. 

As  indicated  by  this  recommendation,  work  on  installation  of  monetary  prop¬ 
erty  accounting  records  is  already  underway.  Considerable  progress  has  been 
made  in  the  installation  of  property  accounting  systems  but  much  remains  to  be 
done  including  the  integration  of  property  accounting  into  the  regular  accounting 
systems.  The  Budget  Bureau  will  do  everything  possible  to  expedite  this 
program. 

Recommendation  No.  17 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations. 

Legislation  is  being  developed  under  the  joint  accounting  program  to  achieve 
the  objective  sought  by  this  recommendation.  We  hope  that  it  will  be  possible 
to  perfect  a  proposed  bill  for  the  consideration  of  Congress  at  the  current 
session. 

Recommendation  No.  18 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  “claims”  to  the  General  Accounting  Office,  but 
should  be  settled  within  the  agencies. 
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The  matter  dealt  with  in  this  recommendation  will  be  included  in  the  proposed 
bill  referred  to  in  our  comments  on  Recommendation  No.  17. 

Recommendation  No.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  accountable 
officers  of  financial  liability  except  where  losses  result  from  their  gross  negligence 
or  fraud. 

Last  year  the  Congress  enacted  Public  Law  365,  approved  August  11, 1955,  under 
which  the  Comptroller  General  may  relieve  disbursing  officers  of  illegal,  improper, 
or  incorrect  payments  under  certain  standards.  Also  of  pertinence  is  31  U.  S.  C. 
82c,  which  permits  the  Comptroller  General  to  relieve  certifying  officers  of  liabil¬ 
ity  for  any  otherwise  proper  payments  under  certain  conditions.  We  are  unable, 
at  this  time,  to  express  a  view  whether  additional  legislation  is  needed  to  ac¬ 
complish  the  purposes  of  this  recommendation. 

Recommendation  No.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Office  make  a  study 
to  determine  what  can  be  done  to  eliminate:  (a)  Duplicate  accounts  within 
the  Treasury  Department ;  and  ( b )  duplicate  accounting  as  between  the  Treasury 
Department  and  the  various  departments  and  agencies. 

We  interpret  part  (a)  of  this  recommendation  as  referring  to  public  debt 
accounting.  Steps  toward  improvement  in  that  area  are  currently  being  taken 
by  the  Treasury  Department. 

Part  ( b )  of  the  recommendation  is  in  line  with  one  of  the  objectives  of  the 
joint  accounting  program.  This  program  is  working  toward  the  maintenance 
in  Treasury  of  summary  appropriation  and  receipt  accounts  to  replace  the 
individual  accounts  now  maintained.  The  changes  in  Treasury  will  be  made 
gradually,  however,  and  only  when  experience  indicates  that  agency  accounts 
are  reliable  and  audited  by  the  GAO  at  the  site  of  operations.  As  contemplated 
by  the  recommendation,  Treasury  would  then  maintain  summary  accounts  with 
the  details  by  appropriation  and  receipt  symbols  being  reported  to  Treasury 
periodically  by  the  agencies. 

Recommendation  No.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review  and 
modernization  of  central  fiscal  reports  by  the  Treasury  Department  to  the  end 
that  they  may  meet  the  changing  requirements  of  the  executive  branch,  the 
Congress,  and  the  public.  These  fiscal  reports  should  show  the  Government’s 
cash  position  and  related  cash  transactions. 

As  noted  in  our  comments  in  Recommedation  No.  20,  the  improvement  of  cen¬ 
tral  accounting  and  reporting  are  of  continuing  concern  under  the  joint  account¬ 
ing  program.  A  new  central  accounting  system  was  placed  in  effect  on  July  1, 
1955,  which  is  designed  to  produce  an  integrated  set  of  cash  accounts  for  the 
Government  as  a  whole.  We  believe  that  the  perfection  of  this  new  accounting 
system  will  achieve  the  results  which  the  Commission  was  seeking  in  making 
Recommendation  No.  21. 

Recommendation  No.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Procedures  Act 
of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  compre¬ 
hensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results  of 
the  activities  of  the  Government  as  a  whole  and  of  its  major  component  activi¬ 
ties. 

We  agree  with  the  objective  of  improving  the  Government’s  financial  reports 
which  the  Commission  appeared  to  have  in  mind  in  making  this  recommendation. 
The  specific  approach  which  should  be  taken  toward  the  achievement  of  this 
objective,  and  the  location  of  responsibility  therefor,  however,  are  still  under 
study.  Until  that  study  is  completed,  we  will  be  unable  to  comment  further  upon 
this  recommendation. 

Recommendation  No.  23 

That  in  selecting  individuals  for  comptrollership,  civilians  with  broad  man¬ 
agement  and  accounting  experience  and  competence  be  appointed. 

This  recommendation  pertains  to  the  internal  organization  of  the  Department 
of  Defense,  a  matter  which  is  dealt  with  extensively  in  the  Commission’s  report 
on  business  organization  of  the  Department  of  Defense.  Until  we  have  received 
the  comments  of  the  Defense  Department  on  the  report  on  business  organization 
of  the  Department  of  Defense,  we  will  be  unable  to  express  our  views  on  this 
recommendation. 
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Recommendation  No.  2 4 

That  the  comptrollers  in  the  military  departments  be  responsible  only  to  the 
Secretary  of  their  respective  services,  and  that  concurrent  responsibility  to  a 
chief  of  staff  or  equivalent  be  discontinued. 

Our  comments  on  Recommendation  No.  23  also  apply  to  this  recommendation. 


Recommendation  No.  25 


That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  re¬ 
quested  to  make  an  intensive  study  to  determine  the  adequacy  of  internal  auditing 
in  Government  agencies  and  what  steps  should  be  taken  to  improve  it. 

The  subject  of  internal  audit  and  its  application  in  the  Government  is  being 
given  continuous  attention  under  the  joint  accounting  progiam.  When  an 
internal  audit  system  has  been  properly  installed,  it  has  been  found  to  be  of 
considerable  assistance  to  the  General  Accounting  Office  in  the  performance 
of  its  audit.  The  Bureau  will  consider  with  the  other  agencies  having  leader¬ 
ship  responsibilities  for  the  joint  accounting  program  the  question  whether  the 
current  emphasis  on  internal  audit  improvement  will  achieve  the  objective 
sought  by  the  Commission  or  whether  there  should  be  established  a  special 


project  or  projects  in  this  area.  , 

It  has  been  very  helpful  to  us  to  analyze  these  stimulating  recommendations, 
and  to  take  a  good,  hard  look  at  our  own  procedures.  We  feel  confident  tha 
much  good  will  come  from  these  suggestions,  and  appreciate  the  opportunity 
afforded  by  your  committee  to  express  our  views  on  the  important  matters 
dealt  with  in  this  report  of  the  Commission  on  Organization  of  the  Executive 


Branch. 

Sincerely  yours, 


Robert  E.  Merriam, 
Assistant  to  the  Director. 


Exhibit  C 

The  Secretary  of  the  Treasury, 

Washington,  January  3,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  This  is  in  further  reply  to  your  letter  of  August  18 
asking  for  the  Department’s  comments  on  the  Hoover  Commission  Report  on 
Budget  and  Accounting.  You  asked  particularly  for  our  views  on  the  oveiall 
effect  of  the  recommendations  and  possible  savings. 

The  recommendations  on  budgeting  would  have  the  general  ettect  of  increas¬ 
ing  control  by  the  Congress  and  the  executive  branch  over  expenditures  during 
a  particular  budget  year.  The  lack  of  such  controls  has  been  a  serious  defect, 
and  the  proposed  measures  represent  an  important  step  toward  what  the  Treas¬ 
ury  believes  should  be  our  goal  in  the  mechanics  of  Federal  financing:  the  com¬ 
plete  linking  of  current  operating  costs  with  revenue  measures  to  pay  for  them. 
Although  the  Treasury  is  not  in  complete  agreement  with  the  Commission  s  recom¬ 
mendations  for  organizing  the  accounting  function,  we  are  in  iavor  of  the  specific 
suggestions  for  simplifying  and  improving  accounting  procedures. 

In  our  opinion,  adoption  of  the  various  proposals  will  produce  savings  in 
improved  management  resulting  from  more  realistic  forward  planning  and  work 
programing,  and  increased  cost  consciousness  in  the  executive  branch,  and 
from  strengthened  congressional  controls.  Such  savings,  of  course,  aie  in¬ 
tangible  and  cannot  be  documented.  Tangible  savings  in  the  actual  mechanics 
of  the  system  probably  will  be  slight,  and  may  very  well  be  offset  initially  by 
the  expense  of  the  changeover  to  the  new  procedures.  The  more  detailed  com¬ 
ments  of  the  Department  are  attached. 

The  Department  has  been  advised  by  the  Bureau  of  the  Budget  that  there  is 
no  objection  to  the  submission  of  these  comments  to  your  committee.  We  have 
been  further  advised  that  the  relationship  of  the  views  expressed  m  the  com¬ 
ments  to  the  program  of  the  President  has  not  been  determined,  and  that  the 
comments  shall  not  be  construed  as  a  commitment  regarding  legislation  which 
has  been  or  may  be  proposed  to  carry  out  recommendations  of  the  Commission. 

Very  truly  yours,  G>  M  HuMpHREY( 

Secretary  of  the  Treasury. 
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Comments  on  Report  of  Commission  on  Organization  of  the  Executive  Branch 
of  the  Government  on  Budget  and  Accounting  Treasury  Department 
November  1955 

budgeting 

Recommendation  No.  1 

(a)  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions ; 

(b)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 
agencies  one  or  more  well  qualified  employees  whose  duties  should  include  con¬ 
tinuous  year-round  review-,  at  the  site  of  the  agency,  of  agency  budget  preparation 
and  administration  and  other  facets  of  the  Bureau’s  managerial  responsibilities  • 
and 

(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau  of 
the  Budget  for  that  purpose. 

Recommendation  No.  2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on 
the  conduct  of  their  operations.  On  the  basis  of  the  agencies’  reports  and  other 
available  information,  the  Bureau  should  prepare  for  the  President  an  annual 
report  on  performance  for  the  executive  branch  as  a  whole. 

Comments 

Recommendations  (a)  and  (c)  are  matters  for  decision  by  the  President 
and  the  Congress. 

The  Bureau  already  has  close  working  relationships  on  budgetary  matters 
with  the  departments  and  agencies.  We  doubt  if  the  advantages  'of  recom¬ 
mendation  (b)  would  warrant  the  added  expense. 

Reports  on  operations  and  performance  would  be  beneficial  if  thoroughly 
analyzed  and  used  by  the  Budget  Bureau  as  working  tools  in  reviewing  the 
department’s  budgetary  requests. 

Recommendation  No.  3 

That  for  management  purposes,  cost  based  operating  budgets  be  used  to  de¬ 
termine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented  by 
periodic  reports  on  performance. 

Recommendation  No. 

That  the  executive  budget  continue  to  be  based  upon  functions,  activities, 
and  projects  adequately  supported  by  information  on  program  costs  and  accom- 
plishment,  and  by  a  review  of  performance  by  organizational  units  where  these  do 
not  coincide  with  performance  budget  classifications. 

Recommendation  No.  5 

That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems. 

Recommendation  No.  G 

That  executive  agency  budgets  be  formulated  and  administered  on  a  cost 
Dasis. 

Recommendation  No.  7 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely,  charges  for  the  cost  of  goods 
and  services  estimated  to  be  received. 

Recommendation  No.  8 

That  legislation  committing  the  Government  to  continuing  expenditures  for 
special  programs  w'hich  are  not  susceptible  to  the  usual  budgetary  control  ordi¬ 
narily  be  enacted  for  a  limited  term  in  order  to  require  periodic  congressional 
review  of  their  usefulness. 

Recommendation  No.  9 

That  the  Bureau  of  the  Budget  keep  such  programs  under  continuing  review, 
and  the  I  resident’s  budget  contemplate  amendments  to  them  when  their  oper¬ 
ation  conflicts  with  current  budgetary  policy. 

Comments 

We  are  in  general  agreement  with  the  objective  of  these  recommendations, 
is  to  increase  congressional  and  executive  control  over  expenditures 
We  suggest,  however,  that  the  proposed  changeover  to  budgetary  and  a<> 
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counting  on  the  basis  of  annual  accrued  expenditures  be  preceded  by  a  study 
bv  the  Budget  Bureau  of  areas  where  it  is  most  necessary,  such  as  in  long 
“lead  time’  programs  of  the  Defense  Department.  The  plan  should  be 
tested  in  these  areas  before  extension  to  departments  where  budgets  are 
based  primarily  on  personal  services  and  wffiere  obligational  authority  does 
not  differ  substantially  from  current  expenditures. 

Recommendation  No.  10 

That  there  be  established  under  the  Director  of  the  Bureau  of  the  Budget  a 
new  staff  office  of  accounting  headed  by  an  assistant  director  for  accounting,  with 

powers  and  duties  as  follows :  „  . .  , 

(a)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  report¬ 
ing,  consistent  with  broad  policies  and  standards  prescribed  by  the  Comp¬ 
troller  General.  These  broad  policies  and  standards  should  continue  to  be 
developed  in  cooperation  with  the  executive  branch. 

(b)  To  expedite,  guide,  and  assist  in  the  introduction  of  modern  account¬ 
ing  methods  in  the  executive  agencies  consistent  with  the  overall  plan. 

(c)  To  set  reasonable  but  definite  time  schedules  for  performance  and  to 

watch  progress.  „  ,  .... 

(d)  To  stimulate  the  building  of  competent  accounting  and  auditing  or¬ 
ganizations  in  the  executive  agencies  and  to  assist  actively  in  the  selection, 
training,  and  retention  of  capable  personnel. 

(c)  To  report  at  least  annually  to  the  Budget  Director  with  respect  to 
the  status  of  accounting  in  each  of  the  executive  agencies. 

Comments 

The  proposed  organizational  arrangements  would  continue  the  present 
dual  responsibility  for  accounting  systems  of  the  legislative  and  executive 
branches.  The  Treasury  agrees  with  the  original  recommendation  of  Presi¬ 
dent  Hoover  to  Congress  in  1932  that  the  power  to  prescribe  accounting  sys¬ 
tems  should  be  transferred  to  the  executive  branch. 

The  present  system  of  dual  responsibility  has  worked  only  because  .or 
the  exceedingly  cordial  relations  which  have  existed  among  the  agencies 
involved,  but  it  lias  serious  defects  from  an  organizational  point  of  view. 
The  audit  function  of  the  Comptroller  General  is  weakened  by  the  fact  that 
his  agency  must  prescribe  accounting  systems  which  he  is  required  by  law  to 
audit  On  the  other  hand,  the  executive  branch,  which  is  responsible  for 
administering  the  funds,  is  not  given  full  authority  to  prescribe  accounting 
systems.  From  the  standpoint  of  sound  organization  and  desirable  checks 
and  balances,  the  executive  branch  should  have  full  control  over  the  type  of 
accounting  systems  it  deems  necessary-  upon  audit,  the  system  is  found 
to  be  unsatisfactory,  the  General  Accounting  Office  should  make  recommenda¬ 
tions  for  its  improvement. 

Recommendation  No.  11 

That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embiacing  the 
following  duties  and  functions : 

(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency  ot 
adequate  accounting  and  auditing  systems  and  procedures  in  conformity 
with  the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

(b)  To  direct  the  recruitment,  training,  and  development  of  qualified 

accounting  personnel.  „  .  _ 

(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for  (1)  internal  management  purposes  and  (2)  for  issue  to  the 
Congress  and  other  executive  departments  or  agencies. 

(d)  To  interpret  and  advise  upon  significant  aspects  of  the  financial 

reports.  ,  , 

(e)  To  direct  the  preparation,  and  review  execution  of  budgets  prepared 
at  operating  levels  for  the  information  of  top  management  which  is  respon¬ 
sible  for  budget  policies. 

Recommendation  No.  12 

That  the  selection  of  agency  comptrollers  and  the  building  of  competent  ac¬ 
counting  organizations  in  the  executive  agencies  through  the  selection,  train¬ 
ing,  and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance 
and  help  to  be  given  by  the  assistant  director  for  accounting  in  the  Bureau  of 

the  Budget. 

77273—56 - 4 
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Comments 

The  concept  of  the  comptroller,  although  useful  in  certain  organizations, 
Is  not  desirable  or  necessary  in  all  agencies,  and  we  do  not  believe  the  posi¬ 
tion  should  be  established  on  a  mandatory  basis.  To  do  so  would  abrogate 
a  principle  of  the  earlier  Hoover  Commission  that  department  heads  should 
be  responsible  for  determining  the  most  suitable  organization  of  the  func¬ 
tions  under  their  direction. 

accounting  procedures 

Recommendation  No.  IS 

That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  oper¬ 
ating  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operations. 

Recommendation  No.  Uf 

That  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently, 
completely,  and  clearly  all  resources  and  liabilities,  and  the  cost  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting. 

Recommendation  No.  15 

That  after  appropriate  accrual  and  cost  accounting  techniques  have  been  estab¬ 
lished  by  the  Government  agencies,  the  creation  or  continuation  of  revolving 
funds  should  be  reviewed  to  determine  whether  they  will  add  to  efficient 
management. 

Recommendation  No.  16 

That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  their  accounting  systems. 

Recommendation  No.  17 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations. 

Recommendation'  No.  18 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  “claims”  to  the  General  Accounting  Office,  but 
should  be  settled  within  the  agencies. 

Recommendation  No.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  accountable 
officers  of  financial  liability  except  where  losses  result  from  their  gross  negli¬ 
gence  or  fraud. 

Comments 

We  agree  with  these  recommendations.  In  regard  to  the  last  three  recom¬ 
mendations,  the  Treasury  has  assisted  or  is  assisting  in  drafting  appropriate 
legislation  to  carry  out  the  proposals. 

CENTRAL  ACCOUNTING  AND  REPORTING  AND  AUDITING 

Recommendation  No.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Oflice  make  a  study  to 
determine  what  can  be  done  to  eliminate  (a)  duplicate  accounts  within  the 
Treasury  Department,  and  (b)  duplicate  accounting  as  between  the  Treasury 
Department  and  the  various  departments  and  agencies. 

Recommendation  No.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review  and 
modernization  of  central  fiscal  reports  by  the  Treasury  Department  to  the  end 
that  they  may  meet  the  changing  requirements  of  the  executive  branch,  the 
Congress,  and  the  public.  These  fiscal  reports  should  show  the  Government’s 
cash  position  and  related  cash  transactions. 

Recommend  at  ion  No.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Procedures  Act 
of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  compre¬ 
hensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results 
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of  the  activities  of  the  Government  as  a  whole  and  of  its  major  component 
activities. 

Recommendation  No.  25 

That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  requested 
to  make  an  intensive  study  to  determine  the  adequacy  of  internal  auditing  in 
Government  agencies  and  what  steps  should  be  taken  to  improve  it. 

Comments 

We  are  in  complete  agreement  with  the  objectives  of  the  first  two  recom¬ 
mendations  above.  These  are  objectives  of  the  joint  accounting  piogram, 
however,  which  already  have  been  realized  partially,  and  we  do  not  believe, 
that  additional  studies  are  necessary. 

Recommendation  No.  22  hinges  on  the  establishment  of  an  office  of  account¬ 
ing  in  the  Bureau  of  the  Budget  as  proposed  in  Recommendation  No.  10. 
We  have  already  noted  our  comments  on  this  recommendation. 

As  for  Recommendation  No.  25,  the  Treasury  would  have  no  objection  to 
such  a  study. 

Recommendations  No.  23  and  No.  24 

Relate  to  the  comptrollership  function  in  the  Defense  Department  and  do  not 
|  affect  the  Treasury.  _ 


Exhibit  D 


Office  of  the  Assistant  Secretary  of  Defense, 

Washington,  D.  C.,  December  14, 1955. 


Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 


Dear  Mr.  Chairman  :  In  further  reply  to  your  request,  inclosed  herewith  are 
the  views  of  the  Department  of  Defense  on  the  Commission  on  Organization  of 
the  Executive  Branch  of  the  Government  Report  on  Budget  and  Accounting.  It 
is  the  intention  of  the  Department  of  Defense  that  each  of  the  Commission  reports 
receive  careful  studv  and  evaluation  within  the  Department  of  Defense.  Ac¬ 
cordingly,  it  may  be  that  after  further  consideration  of  this  report  we  will  have 
supplemental  comments  to  make. 

It  should  he  noted  that  the  inclosed  views  are  solely  those  of  this  Department 
and  their  relationship  to  the  program  of  the  President  has  not  been  determined. 
Accordingly,  these  views  should  not  be  construed  as  a  commitment  regarding 
legislation  which  has  been  or  may  be  proposed  to  carry  out  the  recommendations 


of  the  Commission. 

Sincerely  yours, 


Lorne  Kennedy, 
Deputy,  Legislative  Affairs. 


Department  of  Defense  Views  on  Implementation  of  Report  on  Budget  and 

Accounting,  by  Commission  on  Organization  of  the  Executive  Branch  of 

the  Government,  October  1955 

(These  comments  are  those  of  the  Department  of  Defense  and  should  not  be 
considered  as  representing  the  position  of  the  administration.  Also  they  do 
not  necessarily  represent  the  final  conclusions  of  the  Department.) 

Recommendation  No.  1 

( а )  That  the  Bureau  of  the  Budget  expand  and  make  more  effective  the  dis¬ 
charge  of  its  managerial  and  budgeting  functions ; 

(б)  That  in  order  to  do  this,  among  other  things,  it  should  place  in  important 

agencies  one  or  more  well-qualified  employees  whose  duties  should  include 
continuous  year-round  review,  at  the  site  of  the  agency,  of  agency  budget  prepara¬ 
tion  and  administration  and  other  facets  of  the  Bureau’s  managerial  responsibil¬ 
ities;  and  „ 

(c)  If  necessary,  the  Congress  should  increase  the  resources  of  the  Bureau  of 
the  Budget  for  that  purpose. 

Department  of  Defense  position. — Concur  in  principle. 

Comments—  The  Bureau  of  the  Budget  and  the  Department  of  Defense  already 
have  long-established  arrangements  whereby  well-qualified  employees  of  the 
Bureau  are  assigned  on  a  continuing  year-round  basis  to  review  of  agency  budgets 
and  other  aspects  of  financial  management  of  all  components  of  the  Department 


232 


BUDGET  AND  ACCOUNTING 


of  Defense.  Much  of  these  reviews  are  conducted  on  the  site.  The  constructive 
results  of  these  arrangements  are  acknowledged.  The  staff  of  the  office  of  the 
Secretary  of  Defense  is  also  engaged  in  reviews  of  agency  budgets  and  other 
aspects  of  management  of  the  military  departments ;  this  should  mean  a  lesser 
requirement  for  review  by  representatives  of  the  Bureau  of  the  Budget. 

Parts  (or.)  and  (c)  of  this  recommendation  relate  to  expansion  of  the  Bureau 
and  increase  of  its  resources.  It  is  believed  “reorientation”  of  the  Bureau’s 
emphasis  on  managerial  functions  and  on  operating  budgets  rather  than  upon 
formulation  of  the  annual  President’s  budget  might  result  in  more  effective 
utilization  of  present  personnel  and  resources. 

Implementation. — Primarily  by  the  Bureau  of  the  Budget  but  Department  of 
Defense  will  cooperate. 

Recommendation  No.  2 

That  the  executive  agencies  report  annually  to  the  Bureau  of  the  Budget  on 
the  conduct  of  their  operations.  On  the  basis  of  the  agencies’  reports  and  other 
available  information,  the  Bureau  should  prepare  for  the  President  an  annual 
report  on  performance  for  the  executive  branch  as  a  whole. 

Department  of  Defense  position. — Concur. 

Comments. — The  Department  of  Defense  believes  this  recommendation  to  be 
a  constructive  one  and  would  cooperate  wholeheartedly  in  its  implementation. 
However,  it  is  addressed  to  the  President  and  the  Bureau  of  the  Budget  for 
application  upon  a  governmentwide  basis.  If  this  recommendation  were 
implemented,  great  care  would  be  required  in  selecting  the  types  of  data  to  be 
included  and  the  manner  of  presentation ;  there  would  be  great  danger  that  such 
reports  would  not  serve  the  intended  purpose. 

Implementation.— Department  of  Defense  will  cooperate  in  the  establish¬ 
ment  of  such  a  program,  if  it  is  established  on  a  governmentwide  basis. 

Recommendation  No.  3 

(See  recommendation  No.  7.) 

Recommendation  No.  4 

That  the  executive  budget  continue  to  be  based  upon  functions,  activities,  and 
projects  adequately  supported  by  information  on  program  costs  and  accom¬ 
plishment,  and  by  a  review  of  performance  by  organizational  units  where  these 
do  not  coincide  with  performance  budget  classifications. 

Department  of  Defense  positions. — Concur.  See  Recommendation  No.  5  below 
for  comments  and  implementation. ) 

Recommendation  No.  5 

That  the  agencies  take  further  steps  to  synchronize  their  organization  struc¬ 
tures,  budget  classifications,  and  accounting  systems. 

Department  of  Defense  positions. — Concur. 

Comments. — These  two  recommendations  are  a  statutory  requirement  of  sec¬ 
tion  403  of  the  National  Security  Act,  as  amended.  In  this  respect,  the  follow¬ 
ing  significant  statement  of  basic  principles  is  contained  in  the  Senate  Armed 
Services  Committee  Report  on  the  National  Security  Act  Amendments  of  1949. 

Basic  principles. — The  underlying  principles  of  the  performance  budget  are 
clear  and  simple.  The  performance  budget  contemplates — - 

(а)  That  all  costs  relating  to  a  logical  and  identifiable  program  be  in¬ 
cluded  as  a  project  or  a  budget  program  for  presentation  and  justification 
by  the  department  concerned  to  the  Bureau  of  the  Budget,  the  President, 
and  the  Congress,  and  for  administration  and  reporting  after  the  appropria¬ 
tion  of  moneys; 

(б)  That  there  be  a  logical  and,  so  far  as  practical,  uniform  grouping 
of  projects  or  budget  programs  by  the  primary  functions  of  the  military 
departments,  with  this  grouping  paralleling,  so  far  as  possible,  the  organi¬ 
zation  and  management  structure ; 

(c)  That  there  be  a  segregation  between  capital  and  current  operating 
categories. 

While  much  progress  has  been  made  by  the  Department  of  Defense  (with 
the  aid  and  encouragement  of  the  Appropriations  Committees),  there  are  still 
some  desirable  additional  improvements  required  in  order  to  attain  the  full 
objectives  with  respect  to  both  recommendations. 

One  important  special  problem  which  is  now  being  studied,  by  request  of  the 
House  Appropriations  Committee,  concerns  the  budgeting,  appropriation,  and 
accounting  for  the  element  of  military  personnel  cost  of  support-type  activities 
like  any  other  elements  (objects)  of  cost  of  such  activities — that  is,  such  costs 
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should  be  appropriated  for  aud  accounted  for  as  part  of  the  total  costs  of  the 
respective  programs,  functions,  or  activities.  It  is  noted  that  the  Commission’s 
report  appears  to  endorse  this  objective  (see  p.  38). 

Implementation. — Department  of  Defense  will  continue  development  in  con¬ 
nection  with  implementation  of  title  IV  of  National  Security  Act,  as  amended. 

Recommendation  No.  6 

(See  Recommendation  No.  7.) 

Recommendation  No.  7 

That  the  executive  budget  and  congressional  appropriations  be  in  terms  of 
estimated  annual  accrued  expenditures,  namely,  charges  for  the  cost  of  goods 
and  services  estimated  to  be  received. 

Recommendation  No.  6 

That  executive  agency  budgets  be  formulated  and  administered  on  a  cost  basis. 
Recommendation  No.  3 

That  for  management  purposes,  cost  based  operating  budgets  be  used  to  deter¬ 
mine  fund  allocations  within  the  agencies,  such  budgets  to  be  supplemented  by 
periodic  reports  on  performance. 

Recommendation  No.  1J^ 

That  Government  accounts  be  kept  on  the  accrual  basis  to  show  currently, 
completely  and  clearly  all  resources  and  liabilities,  and  the  cost  of  operations. 
Furthermore,  agency  budgeting  and  financial  reporting  should  be  developed  from 
such  accrual  accounting. 

Recommendations  7,  6,  3,  and  14  are  related  with  respect  to  the  technical 
liases  of  budgeting  and  accounting  for  governmental  funds  for  the  purposes  of 
congressional,  presidential,  and  agency  control.  It  is  desirable  to  comment  upon 
them  as  a  group.  These  four  recommendations  deal  with  the  financial  man¬ 
agement  process  through  budget  formulation  and  appropriation,  the  operating 
budget  and  establishing  allocations  and  allotments,  and  account  keeping  and 
financial  reporting.  The  Commission  proposals  in  this  area  include  (1)  basing 
appropriations  on  estimated  accrued  expenditures,  and  (2)  in  addition  providing 
congressional  contract  authorization  to  cover  procurement,  construction,  etc. 
Only  the  first  aspect  of  this  proposal  is  included  in  the  numbered  recommenda¬ 
tions,  leaving  the  second  aspect  to  be  extracted  from  the  supporting  text  of  the 
Commission  report  (see  p.  23).  It  is  possible  to  deal  with  the  matter  more 
clearly  if  both  aspects  of  the  Commission  proposal,  as  described  on  page  23,  are 
recognized  as  included. 

Department  of  Defense  position :  Concur  in  principle  but  believe  that  recom¬ 
mendations  as  stated  are  not  complete.  See  comments  below. 

Comments.- — Bases  of  budgeting  and  accounting:  The  use  of  the  accrued 
expenditure  and  cost  bases  of  budgeting  and  accounting  would  contribute  greatly 
to  financial  controls  at  all  levels.  However,  it  is  important  to  properly  define 
these  terms. 

The  “accrued  expenditure”  basis  should  be  understood  to  include  charges  for 
progress  payments  under  long-term  contracts  as  well  as  charges  for  the  cost  of 
goods  and  services  received  during  the  budget  year  under  other  contracts  and 
employment  arrangements,  as  recognized  by  the  task  force  on  page  38  of  its  report. 
In  the  case  of  construction  work  and  procurement  of  much  heavy  military  equip¬ 
ment,  contractual  payments  are  required  to  be  made  during  the  course  of  per¬ 
formance  of  the  contracts  in  order  to  finance  the  contractors,  and  such  payments 
are  in  advance  of  the  receipt  of  the  goods  or  completion  of  construction — such 
amounts  also  represent  accrued  expenditures  when  properly  charged. 

The  “cost”  basis  should  be  understood  to  mean : 

(а)  In  the  case  of  acquisition  of  property — cost  of  resources  applied  in 
procurement,  production,  or  construction  of  such  property  actually  received 
or  completed,  and 

(б)  In  the  case  of  operating  activities — cost  of  resources  consumed  in 
operation  and  maintenance,  excluding  depreciation  or  write-offs  of  capital 
assets  employed  in  operation  or  maintenance  except  for  industrial-  and  com¬ 
mercial-type  activities  where  improved  management  tools  would  result,  as 
may  be  appropriate  under  approved  Government  policy. 

It  appears  desirable  to  state  the  general  understanding  that  application  of  the 
accrual  basis  of  accounting  should  be  modified  in  the  Federal  Government  to 
exclude  depreciation  on  capital  property  except  for  industrial-  and  commercial- 
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type  activities  in  those  instances  where  improved  management  tools  would  result, 
as  may  be  appropriate  under  approved  Government  policy.  This  is  the  generally 
accepted  principle  of  application  of  the  accrual  basis  of  accounting  in  American 
State  and  local  governments  which  utilize  it.  And  we  believe  it  is  generally 
agreed  that  no  useful  purpose  would  be  served  by  estimating  or  recording  monthly 
or  annual  depreciation  on  military  buildings  and  structures,  ships,  aircraft,  com¬ 
bat  vehicles,  guns,  etc. 

It  is  important  in  financial  control  to  budget  and  account  for  the  cost  of  acqui¬ 
sition  of  all  property  (including  both  capital  property  and  consumption-type  mate¬ 
riel,  or  inventories,  the  cost  of  which  is  chargeable  to  operations  when  consumed). 

Budgeting  and  accounting  for  the  cost  of  acquisition  of  property  presents  spe¬ 
cial  problems  in  the  Department  of  Defense  because  of  the  immense  amount  of 
construction  of  facilities  and  procurement  and  production  of  materiel,  all  of  which 
has  a  long  lead-time  between  planning  (or  programing)  and  completion  or  deliv¬ 
ery.  Control  of  cost  of  acquisition  demands  advance  budgeting,  authorization  of, 
and  accounting  for  costs  of  procurement,  production,  and  construction,  as  well  as 
for  expenditures.  Currently  such  budgeting,  authorization,  and  accounting  are 
provided  in  terms  of  “obligations”  as  well  as  expenditures.  As  noted  above,  in 
recommending  institution  of  the  use  of  the  accrual  and  cost  bases  of  accounting, 
the  Commission’s  recommendations  did  not  include  in  the  formal  budget  and  re¬ 
ports  of  the  obligation  basis  of  advance  cost  authorizations.  That  such  inclu¬ 
sion  was  intended  appears  evident  from  the  report  discussion,  page  23. 

Basis  of  congressional  appropriation:  In  the  report  discussion  (p.  23)  it  is 
brought  out  that  in  recommending  change  in  the  basis  of  congressional  appropria¬ 
tions  to  accrued  expenditures,  the  Commission  recommends  use  of  additional 
contracting  authority  to  cover  construction,  procurement,  and  production  involv¬ 
ing  expenditures  beyond  the  budget  year.  This  would  assure  continuance  of  the 
present  type  of  obligation  control,  although  in  a  different  form. 

As  indicated  in  the  Commission’s  report,  the  Assistant  Secretary  of  Defense 
(Comptroller)  of  the  Department  of  Defense  has  previously  expressed  the 
opinion  that  the  idea  of  an  annual  expenditure  budget  has  merit,  and  that 
while  there  are  certain  administrative  difficulties  to  be  overcome,  he  does  not 
believe  them  to  be  insurmountable.  Such  difficulties  are  concerned  primarily 
with  the  difficulty  of  estimating  the  year  of  delivery  of  material  or  performance 
of  services  under  long-term  contracts.  As  a  result,  it  would  be  impossible  to 
precisely  predict  or  estimate  in  which  fiscal  year  the  contract  expenditures 
might  fall.  Therefore,  it  should  be  understood  that  unexpended  balances  of 
appropriations  at  the  end  of  any  fiscal  year  for  the  purpose  of  meeting  con¬ 
tractual  payments  should  be  carried  over  to  cover  the  expenditures  to  the  extent 
they  may  subsequently  materialize.  It  should  also  be  understood  that  when 
the  Congress  authorizes  obligations  to  be  undertaken  without  simultaneously 
authorizing  payments  by  appropriation  action  (to  the  extent  it  is  estimated 
expenditures  will  not  be  payable  during  the  same  year  the  obligations  are  placed), 
the  legal  consequence  is  that  the  Congress  (or  any  future  Congress)  is  com¬ 
mitted  to  making  future  appropriations  to  meet  the  required  payments  (includ¬ 
ing  settlement  of  claims  in  the  case  of  contracts  terminated  for  the  convenience 
of  the  Government.) 

Inasmuch  as  the  proposed  contract  authority  eventually  results  in  payments 
by  the  Government,  it  may  well  be  asked  what  purpose  is  served  by  deferring 
the  making  of  appropriations  in  full  to  cover  such  payments.  Does  this  provide 
more  congressional  control?  In  a  strict  theoretical  sense,  it  does  not  increase 
congressional  control.  However,  the  proposed  division  of  contract  and  expendi¬ 
ture  authority  might  well  have  the  result  of  providing  an  incentive  for  improved 
expenditure  budgeting  and  improved  production  and  performance  scheduling, 
with  resultant  economies.  At  least,  by  substitution  of  contract  authority  for  ad¬ 
vance  appropriations,  the  substantial  reduction  of  the  present  large  annual  carry¬ 
over  of  appropriation  authority,  reserved  to  cover  all  future  payments  under 
contract  obligations,  should  result  in  better  understanding  of  the  Federal  budget. 
Certain  other  advantages  cited  in  the  Commission’s  report  are  not  believed  to 
exist.  The  proposed  system  would  not  enable  the  Congress,  at  the  time  it  con¬ 
siders  appropriations  for  expenditure,  to  reconsider  past  actions  in  granting  con¬ 
tract  authority  any  more  than  it  can  act  today  to  rescind  past  appropriations. 
(The  Congress  can  always  rescind  appropriation  authority  to  pay  existing  obli¬ 
gations,  if  it  desires  to  have  contracts  cancelled  or  cut  back,  but  it  must  provide 
for  payment  of  losses  for  such  contract  settlements.)  Moreover  the  proposed 
system  would  not  operate  to  remove  any  incentive  which  may  exist  to  obligate 
all  available  obligational  authority  before  the  end  of  each  fiscal  year. 
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That  portion  of  the  recommendation  concerning  making  of  congressional  ap¬ 
propriations  in  terms  of  accrued  expenditures  would  not  require  implementation 
in  order  to  permit  the  use  of  the  accrued  expenditure  and  cost  bases  of  budgeting 
and  accounting  (in  addition  to  the  obligation  basis)  for  the  purposes  of  execu¬ 
tive  and  congressional  control.  „  „  „ 

If  this  recommendation  is  accepted  by  the  Congress  for  application  on  a  gov¬ 
ernment  wide  basis,  there  should  be  a  period  of  at  least  1  year,  for  the  purpose 
of  study  and  preparation,  before  placing  the  plan  into  effect. 

Financial  control  through  operating  budgets : 

Although  the  Commission  report  uses  the  terms  executive  budget  and  op¬ 
erating  budgets,”  it  does  not  distinguish  between  them.  It  should  be  understood 
that  the  “executive  budget”  means  the  President’s  budget  which  is  submitted 
to  Congress  in  support  of  appropriation  requests.  The  annual  executive  budget 
must  be  completed  and  submitted  more  than  6  months  before  the  beginning  of  any 
fiscal  year  for  consideration  by  the  Appropriations  Committees.  It  is  rendered 
out  of  date  by  actions  of  the  Congress  in  appropriating  funds,  as  well  as  by  the 

lapse  of  time  and  changing  events.  ,  ,  ^  A  ^  .  .  .  .  „  . 

For  these  reasons,  it  is  necessary  to  revise  the  budget  at  the  beginning  of  each 
fiscal  vear.  It  is  also  necessary  to  greatly  amplify  and  subdivide  the  budget  by 
individual  activities  within  each  agency  for  purposes  of  internal  management. 
These  revised  and  extended  budgets  may  be  termed  “operating  budgets.  It  is 
assumed,  however,  that  the  several  bases  of  budgeting  and  accounting  and  the 
account  classifications  (except  for  differences  in  detail)  would  be  the  same  for 

both  budgets  (the  operating  budget  would  be  in  greater  detail). 

Operating  budgets  should  be  used  for  purposes  of  apportionment  of  funds 
(i.  e.  obligation  and  expenditure  authority)  by  the  Director  of  the  Bureau  of 
the  Budget  as  well  as  in  making  fund  allocations  within  the  agencies,  as  recom¬ 
mended  by’  the  Commission.  It  is  assumed  the  Commission  did  not  intend  to 

imply  elimination  of  the  apportionment  process. 

Fund  allocations  and  allotments  (see  Recommendation  13)  should  be  con¬ 
sidered  simply  as  approvals  and  overall  limitations  of  operating  budgets  at  every 
level  by  the  respective  appropriate  authorities  within  each  agency. 

If  as  recommended  by  the  Commission,  the  Congress  were  to  separately  pro¬ 
vide’  contract  authority  for  construction,  procurement,  and  production,  it  is 
assumed  that  apportionments,  allocations,  and  allotments  would  also  be  appro¬ 
priately  subdivided  between  such  contract  authority  and  expenditure  authority. 

Implementation  of  these  recommendations  in  Department  of  Defense,  the 
Department  of  Defense  subscribes  to  the  use  of  the  accrued  expenditure  and  cost 
bases  of  budgeting  and  accounting,  in  addition  to  the  obligation  basis,  subject  to 
the  explanations  set  forth  above.  It  has  been  engaged  in  extensive  develop¬ 
ment  work  leading  to  this  end  through  implementation  of  title  IV  of  the 
National  Security  Act,  as  amended.  In  particular,  the  utilization  of  working 
capital  funds  results  in  consumer  budgets  being  stated  upon  the  basis  of  cost 
of  resources  consumed.  Moreover,  the  installation  of  financial  accounting  for 
property  is  a  necessary  major  step  in  this  direction.  The  full  utilization  of  the 
accrued  expenditure  basis  of  budgeting  and  reporting  in  the  congressional  budget 
(as  distinguished  from  management’s  operating  budgets  and  reports)  will  depend 
upon  Goveriimentwide  development  and  upon  congressional  authority. 

It  is  desired  to  correct  what  may  be  an  erroneous  implication  in  a  quotation 

from  the  task-force  report  (pp.  13  and  14) ,  as  follows : 

“At  the  present  time  most  budgets  are  prepared  on  the  basis  of  estimated  obli¬ 
gations  to  be  incurred  during  the  budget  year.  Obligations  are  oiders  placed, 
contracts  awarded,  services  received  and  similar  transactions  during  a  gn  en 
period  requiring  future  payment  of  money.  Obligations  to  be  incurred  during 
the  year  do  not  necessarily  have  any  relation  to  costs  to  be  incurred  during  the 
year. 

The  force  states  * 

“(a)  Such  a  budget  presentation  fails  to  take  into  account  inventories  and 
other  working  capital  carried  over  and  available  at  the  beginning  of  the 
vear  which  may  be  consumed  in  the  programs  of  the  budget  yeai. 

“(ft)  It  excludes  materials  which  may  become  available  during  the  budget 
vear  on  the  basis  of  prior  year  obligations,  or  resources  which  are  estimated 
to  be  carried  over  to  the  following  year.  Obviously,  such  inventories  and 
materials  should  be  considered  in  establishing  the  level  of  funds  required 

to  accomplish  a  program.  ,  ... 

“(c)  The  accounting  data  required  in  formulating  and  controlling  agency 
budgets  is  that  which  reflects  the  costs  of  goods  and  services  to  be  consumed 
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in  carrying  out  budget  programs,  in  other  words,  estimated  ‘costs  incurred.’ 
The  important  thing  in  budgeting  is  the  work  or  service  to  be  accomplished 
and  what  that  work  or  service  will  cost.  Current  Government  practice  con¬ 
cerned  primarily  with  incurring  obligations,  does  not  contribute  to  a  de- 
tei ruination  of  the  costs  of  work  or  service  to  be  paid  for  in  the  period  under 
review.  It  fails  to  relate  planned  operations  to  past  and  projected  costs.” 
Although,  in  fact,  the  criticism  is  addressed  to  the  manner  of  presentation  of 
the  congressional  budget,  it  might  be  interpreted  by  many  as  a  criticism  of  the 
underlying  method  of  determining  requirements  for  additional  obligation  au- 
thonty-namely,  that  existing  resources  of  inventories,  goods  on  order  and 
unobligated  balances  of  prior  years’  appropriation,  receive  no  consideration  in 
determining  such  requirements  for  additional  obligation  authority.  Such  an 

interpretation  would  not  be  true  in  the  case  of  the  Department  of  Defense _ 

quite  the  contrary  is  true. 

Implementation. — Department  of  Defense  will  continue  with  installation  of  the 
accrued  expenditure  and  cost  bases  of  budgeting  and  accounting,  primarily  with 
respect  to  implementation  of  title  IV  of  the  National  Security  Act,  as  amended 
and  subject  to  such  governmentwide  requirements  as  may  be  imposed  by  law 
or  regulations  of  the  Bureau  of  the  Budget,  Treasury  Department,  and  General 
°KiC-e'  <.-It  W1i1  ,also  devel°P  in  connection  with  implementation  of 
Ini  i  r  utilization  of  these  bases  of  budgeting  and  accounting,  as  well  as 
the  obligation  basis,  in  internal  budgetary  administration  and  other  aspects  of 
flnancm1  control  including  reporting.  If  requested,  the  Department  of  Defense 
w  ill  also  support  that  part  of  recommendation  No.  7  which  concerns  the  institu¬ 
tion  01  a  system  of  congressional  appropriations  in  terms  of  estimated  annual 
fhi expenditures  with  separation  of  contract  authority  to  cover  additional 

Kbm1,rl p  friT- 1  Proc.ure“erit’  production,  construction,  etc.,  but  only  if  provision 
is  made  for  continuing  the  merits  of  the  obligational  basis. 

Recommendation  No.  8 

snJciaf  ™ £?“mittinS  : the  Government  to  continuing  expenditures  for 

special  pi o^rams  which  are  not  susceptible  to  the  usual  budgetary  control  ordi- 

t6rm  "  °rder  t0  reQUire  Periodic  congressional 

Recommendation  No.  9 

QllTllat  'l1®  B.areaa  91  the  Bll(lget  keep  such  programs  under  continuing  review 
and  the  President’s  budget  contemplate  amendments  to  them  when  their  operl- 
tion  conflicts  with  current  budgetary  policy. 

Based  upon  the  explanation  in  the  Commission’s  report,  these  two  recom¬ 
mendations  are  not  applicable  to  the  Department  of  Defense. 

Recommendation  No.  10 

nffi^nfabliSh!d  under  the  Director  of  the  Bureau  of  the  Budget  a 
tat  office  of  accounting  headed  by  an  assistant  director  for  accountin'* 
with  powers  and  duties  as  follows  : 

(«)  To  develop  and  promulgate  an  overall  plan  for  accounting  and  re¬ 
porting,  consistent  with  broad  policies  and  standards  prescribed  by  the 

Fn  h  Prtr0llfr  rnera  -  These  broad  policies  and  standards  should  continue 
to  be  developed  in  cooperation  with  the  executive  branch 

.  "J)  J,°  expedite,  guide,  and  assist  in  the  introduction 'of  modern  account- 
ing  methods  in  the  executive  agencies  consistent  with  the  overall  plan 

watch  ^rogTesseaSOni  defmite  time  schedules  for  performance  and 'to 

T?-  stin?ulate  the  building  of  competent  accounting  and  auditin'* 
oiBamzations  in  the  executive  agencies  and  to  assist  actively  in  the  select 
tion,  training,  and  retention  of  capable  personnel 

thieU°  1T0rt  at*east  annually  to  the  Budget  Director  with  respect  to 
the  status  of  accounting  in  each  of  the  executive  agencies 

tJw,  ltl0n’  i(i.is  indicated  elsewhere  in  the  Commission’s  report  tn  4<U 
t  at  the  preparation  and  publication  of  a  comprehensive  central  reports  on  a 
governmentwide  basis  should  be  a  function  of  the  Bureau  of  the  Budget  and 

for  accounting!*1011  W°Uld  ^  eXerCiSed  audei’  tlle  ™sed  a^tanf^ecto? 
Department  of  Defense  position.— Concur  in  principle. 

Comments.— This  recommendation  is  addressed  primarily  to  the  Director  of 
the  Bureau  ot  the  Budget.  The  Department  of  Defense  sees  merit  Tn  lhfs 
i  commendation  from  the  standpoint  that  it  would  provide  a  better  means  of 
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achieving  improved,  intergrated  budgeting  and  accounting  for  the  Government 
as  a  whole,  and  this  would  have  an  impact  upon  the  Department  of  Defense  as 
well  as  other  Government  agencies.  Logically,  the  functions  of  budgeting  and 
accounting  improvement  go  hand  in  hand,  and  both  are  properly  placed  within 
the  executive  branch  of  the  Government. 

It  is  not.  clear  what  impact  this  recommendation  is  intended  to  have  on  the 
functions  of  the  Comptroller  General  and  General  Accounting  Office.  While 
cooperation  would  still  be  required  between  Bureau  of  the  Budget  and  General 
Accounting  Office,  it  would  appear  to  be  desirable  that,  in  accordance  with  the 
recommendation,  the  leadership  in  the  joint  accounting  improvement  program 
should  be  passed  from  the  Comptroller  General  to  the  Director  of  the  Bureau  of 
the  Budget. 

With  respect  to  paragraph  ( d )  above,  it  would  be  considered  inappropriate 
and  not  potentially  effective  for  the  assistant  director  for  accounting  to  undertake 
to  select  agency  personnel  for  accounting  and  auditing  positions.  Nevertheless, 
he  might  advise  and  assist  in  such  actions  to  the  extent  requested,  and  he  could 
provide  assistance  through  setting  standards  for  selection,  training,  and  retention 
of  capable  personnel. 

Implementation. — None  needed  by  Department  of  Defense. 

Recommendation  No.  11 

That  as  an  aid  to  financial  management  the  position  of  comptroller  be  estab¬ 
lished  in  the  principal  agencies  and  major  subdivisions  thereof  embracing  the 
following  duties  and  functions : 

(a)  To  direct  the  setting  up  and  maintenance  throughout  his  agency  of 
adequate  accounting  and  auditing  systems  and  procedures  in  conformity 
with  the  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950. 

(b)  To  direct  the  recruitment,  training,  and  development  of  qualified  ac¬ 
counting  personnel. 

(c)  To  develop  and  be  responsible  for  reliable  and  informative  financial 
reports  for:  (1)  Internal  management  purposes;  and  (2)  for  issue  to  the 
Congress  and  other  executive  departments  or  agencies. 

(d)  To  interpret  and  advise  upon  significant  aspects  of  the  financial 
reports. 

(e)  To  direct  the  preparation  and  review  execution  of  budgets  prepared 
at  operating  levels  for  the  information  of  top  management  which  is  re¬ 
sponsible  for  budget  policies. 

Department  of  Defense  position. — Concur  subject  to  qualification  that  actual 
recruitment,  training,  and  development  of  qualified  personnel  should  be  con¬ 
ducted  in  collaboration  with  the  appropriate  personnel  officials. 

Comments. — The  position  of  comptroller  has  been  established  in  each  of  the 
military  departments,  as  well  as  for  the  Department  of  Defense,  pursuant  to 
title  IV  of  the  National  Security  Act,  as  amended.  The  position  of  comptroller 
has  been  established,  also,  in  the  major  subdivisions  of  each  of  the  military 
departments.  Further  reference  is  made  to  comptrollers  in  the  Department  of 
Defense  under  recommendations  No.  23  and  No.  24. 

The  comptroller’s  functions,  as  recommended  by  the  Commission,  greatly 
underemphasize  his  budget  responsibilities.  While  his  accounting  responsibili¬ 
ties  are  important,  as  emphasized  by  the  Commission,  his  budget  responsibilities 
are  even  greater.  The  Commission’s  report  does  not  adequately  set  forth  the 
concept  that  the  comptroller  (or  the  assistant  secretary  for  financial  manage¬ 
ment)  should  provide  an  independent  review  and  analysis  of  budgets,  as  well  as 
reports  on  performance,  and  that  he  should  assist  the  Secretary  of  the  depart¬ 
ment  as  a  coordinator  in  reconciling  and  balancing  with  each  other,  the  budget 
claims  for  financial  support  by  the  several  fields  of  operating  interest  (each  of 
which  has  its  advocate  at  top  level)  with  the  potential  resources,  including 
spending  authority  granted  by  the  Congress.  This  does  not  mean  that  the  comp¬ 
troller  (or  assistant  secretary  for  financial  management)  actually  controls  the 
operations,  or  serves  as  a  general  manager,  or  is  the  superior  of  his  teammates 
who  have  responsibility  for  actual  operations  in  their  respective  fields.  The 
Department  of  Defense  has  been  active  in  the  development  of  this  concept  in 

the  Federal  Government.  ..  .  .. 

Implementation. — Department  of  Defense  will  continue  to  be  active  m  the 
development  of  this  concept  in  the  Federal  Government. 

Recommendation  No.  12 

That  the  selection  of  agency  comptrollers  and  the  building  of  competent 
accounting  organizations  in  the  executive  agencies  through  the  selection,  train- 
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ing,  and  retention  of  capable  personnel  be  an  important  phase  of  the  guidance 
and  help  to  be  given  by  the  assistant  director  for  accounting  in  the  Bureau  of 
the  Budget. 

Department  of  Defense  position. — Concur  in  principle. 

Comments.-—  The  Department  of  Defense  believes  that  any  guidance  and  help 
in  the  selection  and  training  of  comptroller  personnel  should  apply  to  a  much 
broader  area  than  the  held  of  accounting,  which  is  the  recommended  primary 
area  of  interest  of  the  recommended  assistant  director  for  accounting  in  the 
Bureau  of  the  Budget.  Comments  concerning  the  extent  of  assistance  to  the 
agencies  in  personnel  matters  are  stated  in  the  comments  with  respect  to 
recommendation  No.  10. 

Implementation. — Department  of  Defense  will  utilize  such  assistance. 
Recommendation  No.  13 

That  the  allotment  system  be  greatly  simplified.  As  an  objective  each  oper¬ 
ating  unit  should  be  financed  from  a  single  allotment  for  each  appropriation 
involved  in  its  operations. 

Department  of  Defense  position. — Concur  in  principle. 

Comments. — The  Department  of  Defense  concurs  in  this  recommendation,  pro¬ 
vided  it  is  understood  that  some  military  department  installations  may  have 
more  than  one  operating  unit  located  thereon.  Guidance  towards  this  objective 
has  already  been  furnished  the  military  departments  by  the  assistant  secretary 
of  defense  (comptroller),  and  considerable  progress  has  been  made  during  the 
past  two  fiscal  years  (especially  in  gaining  acceptance  of  the  concept  and  objec¬ 
tive  by  all  concerned,  both  inside  and  outside  the  Department  of  Defense)  al¬ 
though  much  remains  to  be  accomplished. 

One  of  the  major  requirements  for  further  reductions  of  unnecessary  “pockets 
of  funds”  is  believed  to  be  the  further  development  of  the  method  of  financing 
cross-servicing  between  departments  upon  a  reimbursable  basis,  rather  than  bv 
separate  citation  of  the  ordering  agency’s  funds  in  connection  with  individual 
transactions  affecting  the  cost  of  work  ordered.  Working  capital  funds  have 
provided  one  solution  of  this  difficulty,  although  this  is  not  a  primary  objective 
of  the  use  of  such  funds.  Further  development  in  this  direction  of  financing 
sgi  vicGb  upon  ft  l  GimbursftblG  bftsis,  under  tliG  ftllotiuGnt  of  tbG  performing  ftetiv- 
ity,  awaits  changes  in  Budget-Treasury  Regulation  No.  1  by  the  Director  of  the 
Bureau  of  the  Budget  and  the  Secretary  of  the  Treasury,  with  the  collaboration 
of  the  Comptroller  General. 

Implementation.— The  Department  of  Defense  will  continue  to  take  actions 
within  its  power  in  simplification  of  the  allotment  system. 

Recommendation  No.  14 

(See  recommendation  No.  7.) 

Recommendation  No.  15 

That  after  appropriate  accrual  and  cost  accounting  techniques  have  been 
established  by  the  Government  agencies,  the  creation  or  continuation  of  revolving 
funds  should  be  reviewed  to  determine  whether  they  will  add  to  efficient 
management. 

Department  of  Defense  position. — No  objection  to  review  but  nonconcur  in 
implication. 

Comments. — The  Department  of  Defense  does  not  understand  this  recommen¬ 
dation,  especially  since  the  use  of  working  capital  funds  facilitates  and  simplifies 
application  of  the  accrual  basis  of  accounting  and  cost  accounting  techniques 
It  'might,  imply  that  implementation  of  the  recommended  accrual  and  cost 
accounting  techniques  for  appropriated  funds  would  make  obsolete  the  further 
use  of  working  capital  funds  in  the  military  departments.  The  Department  of 
Defense  would  not  agree  with  such  an  implication,  if  that  is  intended. 

I  lie  lepoit  includes  a  brief  statement  of  advantages  and  disadvantages  of 
1  evolving  funds,  (pp.  39  and  40).  The  statement  of  advantages  is  correct 
(although  it  is  incomplete,  especially  from  the  view  point  of  congressional  con¬ 
trol).  Management,  as  well  as  accounting  advantages  are  recognized  How¬ 
ever,  the  statement  of  disadvantages  (quoted  from  the  Commission’s  task-force 
report),  is,  in  our  opinion,  incorrect 

The  following  statement  is  made  by  the  task  force  with  respect  to  the  disad¬ 
vantages  : 

The  principal  disadvantages  of  these  revolving  funds  are  that,  they 
minimize  congressional  control  of  agency  operations  and  that  their  wide¬ 
spread  use  can  result  in  too  many  pockets  of  funds  which  become  cumbersome 
from  the  standpoint  of  efficient  administration. 
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The  use  of  revolving  funds  actually  increases  congressional  control.  Congress 
has  full  control  over  the  amount  of  capital  in  these  funds  (and,  therefore,  inven¬ 
tory  levels  and  procurement  of  stocks  represented  thereby)  through  its  power  to 
appropriate  for  such  increased  capital  requirements  as  may  be  justified  by  the 
agency,  and  to  reduce  excess  capital  requirements  by  rescission.  Both  types 
of  action  are  normal  procedure,  although  as  a  temporary  measure  until  Jan¬ 
uary  1,  1955,  the  Congress  granted  the  authority  to  the  Department  of  Defense, 
subject  to  approval  of  the  President,  to  transfer  unexpended  balances  of  appro¬ 
priations  to  working  capital  funds  in  order  to  initially  finance  new  installations 
and  additional  categories  of  materiel.  It  is  of  interest  that  stock  funds  have 
returned  to  the  Treasury,  by  action  of  the  Congress  in  the  past  2  years,  or  are 
returning  during  the  current  fiscal  year,  more  than  $1  billion,  a  large  part  of 
which  represented  liquidation  of  excessive  inventories  under  improved  supply 
management  facilitated  by  the  use  of  working  capital  funds. 

Moreover,  the  use  of  working  capital  funds  permits  the  Congress  to  control 
by  separate  appropriation  action  to  the  using  activities  the  cost  of  goods  and 
services  consumed  by  them.  Without  the  use  of  working  capital  funds,  it  would 
only  control  through  appropriation  action  for  new  procurement  of  materiel 
generally. 

The  use  of  working  capital  funds  does  not  result  in  any  more  “pockets  of 
funds"  than  the  minimum  which  would  be  required  for  efficient  administration 
without  working  capital  funds,  based  upon  the  standards  set  forth  in  Recom¬ 
mendation  No.  13.  In  fact,  under  present  regulations  of  the  Director  of  the 
Bureau  of  the  Budget,  Secretary  of  the  Treasury  and  the  Comptroller  General, 
the  use  of  working  capital  funds  greatly  reduces  the  number  of  “pockets  of 
funds”  in  industrial  and  commercial  type  activities  (in  fact,  this  is  stated  in  the 
Commission’s  report  as  an  advantage  of  working  capital  funds).  Although 
there  are  possible  alternative  ways  to  simplify  fund  control  and  accounting  in 
such  cases  without  the  use  of  working  capital  funds,  the  Commission’s  task 
force  has  not  covered  them  in  its  recommendations.  However,  such  technical 
corrections  would  still  not  enable  the  Department  of  Defense  to  obtain  the  man¬ 
agement  advantages  inherent  in  the  use  of  working  capital  funds. 

After  issuance  of  its  report  on  budget  and  accounting,  the  Commission  released 
its  report  on  “Business  Organization  of  the  Department  of  Defense.”  This  was  a 
more  comprehensive  study  of  management  and  organization  by  a  separate  task 
force  headed  by  Mr.  Charles  R.  Hook,  Sr.  By  endorsement  of  that  report,  the 
Commission  accepted  without  qualification  or  reservation  the  use  of  working 
capital  funds  and  recommended  their  extension  wherever  suitable.  No  disadvan¬ 
tages  were  found.  It  may  be  considered,  therefore,  that  the  later  report  serves 
to  correct  the  budget  and  accounting  report  in  this  respect. 

Implementation. — The  Department  of  Defense  will  cooperate  in  any  review 
which  may  be  undertaken. 

Recommendation  No.  16 

That  the  executive  agencies  accelerate  the  installation  of  adequate  monetary 
property  accounting  records  as  an  integral  part  of  their  accounting  system. 

Department  of  Defense. — Concur. 

Comments. — The  Department  of  Defense  is  required  by  law  to  meet  this  ob¬ 
jective. 

The  military  departments  have  more  property  than  other  Government  agencies, 
and  the  conditions  under  which  property  must  be  accounted  for  are  unusually 
difficult.  While  varying  degrees  of  progress  have  been  made  in  each  of  the  three 
military  departments,  much  remains  to  be  accomplished — especially  in  integrat¬ 
ing  property  accounting  with  fund  accounting  and  in  extension  overseas  of 
financial  accounting  for  property.  The  use  of  working  capital  funds,  wherever 
appropriate,  facilitates  integration  of  financial  accounting  for  property  and  fund 
accounting. 

Implementation . — The  Department  of  Defense  will  continue  its  efforts  to  in¬ 
stall  adequate  financial  accounting  for  property  in  connection  with  implemen¬ 
tation  of  title  IV  of  the  National  Security  Act,  as  amended. 

Recommendation  No.  17 

That  each  department  and  agency  be  authorized  to  maintain  a  single  account 
under  each  appropriation  title  or  fund  for  controlling  the  amount  available  for 
the  liquidation  of  valid  obligations. 

Department  of  Defense  position. — Concur. 

Comments. — This  recommendation  requires  congressional  authority  to  im¬ 
plement.  It  would  greatly  facilitate  and  simplify  integrated  accounting  for 
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obligations,  accrued  expenditures,  and  disbursements  under  annual  appropria¬ 
tions.  The  recommendation  is  not  clearly  stated  and  may  be  misunderstood. 
However,  the  discussion  in  the  report  seems  to  be  clear  enough  as  to  the  objective 
and  general  method  of  accomplishment.  Nevertheless,  it  might  have  been  de¬ 
sirable  to  clearly  indicate,  as  one  of  the  features  of  the  proposal,  that  provision 
should  be  made  for  “lapsing”  the  unobligated  balances  of  annual  appropriations 
and  also  such  portion  of  unliquidated  obligations  (subject  to  necessary  adjust¬ 
ment)  carried  forward  at  the  beginning  of  each  fiscal  year  as  may  be  deter¬ 
mined  subsequently  to  be  in  excess  of  the  actual  amounts  to  be  payable. 

Implementation. — The  Department  of  Defense  will  support  the  necessary  legis¬ 
lation  and  make  the  necessary  study  of  its  detailed  application. 

Recommendation  No.  IS 

That  vouchers  which  are  otherwise  valid  but  as  to  which  appropriations  have 
lapsed  should  not  be  referred  as  “claims”  to  the  General  Accounting  Office,  but 
should  be  settled  within  the  agencies. 

Department  of  Defense  position. — Concur. 

Comments.- — The  Department  of  Defense  hopes  that  authority  will  be  grauted 
to  implement  this  recommendation. 

Implementation. — Department  of  Defense  will  support  the  necessary  legisla¬ 
tion  and  any  appropriate  implementing  action  of  the  General  Accounting  Office. 

Recommendation  No.  19 

That  the  Comptroller  General  be  given  the  authority  to  relieve  accountable 
officers  of  financial  liability  except  where  losses  result  from  their  gross  negli¬ 
gence  or  fraud. 

Department  of  Defense  position. — Concur  in  principle  but  do  not  believe  the 
recommendation  goes  far  enough. 

Comments. — This  recommendation  has  been  partially  implemented  through 
adoption  of  Public  Law  365,  84th  Congress,  approved  August  11,  1955.  It  is 
believed,  however,  that  the  permissive  authority  for  clearance  should  have  been 
carried  further.  The  Department  of  Defense  sees  no  reason  to  continue  with  a 
procedure  which  requires  relief  of  disbursing  officers  when  they  have  not  been 
found  guilty  of  fraud  or  gross  negligence.  Instead,  each  department  or  agency 
head  should  have  the  duty  of  making  positive  findings  of  fraud  or  gross  negli¬ 
gence  and  taking  such  steps  as  may  be  normal  to  institute  criminal  action  as 
well  as  to  recover  losses.  The  Comptroller  General  would  always  have  the 
privilege  of  commencing  appropriate  action  if  he  disagreed  with  agency  findings 
or  found  the  agency  delinquent  in  taking  necessary  action. 

Implementation. — The  Department  of  Defense  will  support  the  necessary  legis¬ 
lation,  preferably  for  authorizing  the  procedure  outlined  in  the  comments  above. 

Recommendation  No.  20 

That  the  Bureau  of  the  Budget  and  General  Accounting  Office  make  a  study 
to  determine  what  can  be  done  to  eliminate:  (a)  Duplicate  accounts  within  the 
Treasury  Department;  and  (b)  duplicate  accounting  as  between  the  Treasury 
Department  and  the  various  departments  and  agencies. 

Department  of  Defense  position. — Concur. 

Comments. — Simplification  of  procedures,  through  elimination  of  duplicate 
records,  without  loss  of  control  is  believed  to  be  feasible. 

Implementation. — None  required  in  Department  of  Defense.  However,  if 
requested,  the  Department  of  Defense  will  cooperate  in  the  study. 

Recommendation  No.  21 

That  increased  and  continuing  emphasis  be  placed  upon  the  review  and  mod¬ 
ernization  of  central  fiscal  reports  by  the  Treasury  Department  to  the  end  that 
they  may  meet  the  changing  requirements  of  the  executive  branch,  the  Congress, 
and  the  public.  These  fiscal  reports  should  show  the  Government’s  cash  position 
and  related  cash  transactions. 

Department  of  Defense  position. — The  Department  of  Defense  concurs  on  the 
basis  of  the  present  departmental  assignment  of  functions,  but  see  comment  on 
Recommendation  No.  22. 

Recommendation  No.  22 

That  Congress  consider  amending  the  Budget  and  Accounting  Procedures  Act 
of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  comprehen¬ 
sive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results  of 
the  activities  of  the  Government  as  a  whole  and  of  its  major  component  activities. 
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Department  of  Defense  position. — Concur  but  do  not  believe  the  recommen¬ 
dation  should  exclude  fiscal  reports. 

Comments. — While  the  Dpartment  of  Defense  concurs,  it  is  believed  that  the 
recommendation  should  be  more  specific  and  comprehensive — that  is,  the  func¬ 
tion  of  all  central  reporting  (including  fiscal  reporting)  for  the  Federal  Govern¬ 
ment,  as  a  whole,  should  be  transferred  from  the  Department  of  the  Treasury  to 
the  Bureau  of  the  Budget.  Such  action  would  be  required  in  order  to  implement 
Recommendations  Nos.  2  and  10.  Such  a  step  would  eliminate  duplicate  report¬ 
ing  channels  and  central  agency  reporting  responsibilities ;  it  would  thus  concen¬ 
trate  overall  central  reporting  responsibilities  for  the  Federal  Government. 

Implementation. — If  requested,  the  Department  of  Defense  will  support  neces¬ 
sary  legislation.  It  will  also  undertake  to  implement  any  action  that  may  be 
undertaken  for  the  Government  as  a  whole  under  the  direction  of  the  Bureau 
of  the  Budget. 

Recommendation  No.  23 

That  in  selecting  individuals  for  comptrollership,  civilians  with  broad  man¬ 
agement  and  accounting  experience  and  competence  be  appointed. 

Comments. — The  Department  of  Defense  concurs  in  the  need  for  selecting  in¬ 
dividuals  for  comptrollership  positions  who  have  broad  management  and  ac¬ 
counting  experience  and  competence.  The  problem  as  to  whether  these  posi¬ 
tions  should  be  staffed  exclusively  with  civilian  personnel  is  being  studied  in 
connection  with  Recommendations  13  and  14  of  the  Hoover  Commission  Report 
on  Business  Organization  of  the  Department  of  Defense  and  will  be  commented 
upon  in  connection  with  that  report. 

Recommendation  No.  24 

That  the  comptrollers  in  the  military  departments  be  responsible  only  to  the 
secretary  of  their  respective  services,  and  that  concurrent  responsibility  to  a 
chief  of  staff  or  equivalent  be  discontinued. 

Department  of  Defense  position. — The  substance  of  this  recommendation  is 
included  in  Recommendation  No.  19  of  the  Report  on  Business  Organization  of 
the  Department  of  Defense,  and  comments  thereon  will  be  included  in  the 
statement  to  be  submitted  concerning  that  report. 

Recommendation  No.  25 

That  the  Bureau  of  the  Budget  and  the  General  Accounting  Office  be  requested 
to  make  an  intensive  study  to  determine  the  adequacy  of  internal  auditing  in 
Government  agencies  and  what  steps  should  be  taken  to  improve  it. 

Department  of  Defense  positions. — No  objection.  However,  see  comment  be¬ 
low. 

Comments.— The  Department  of  Defense  has  no  objection  to  such  a  study, 
if  it  is  desired.  However,  such  a  study  within  the  Department  of  Defense  has 
been  made,  and  it  discloses  the  need  and  direction  for  further  development 
and  improvement  of  internal  auditing.  Vigorous  steps  have  been  taken,  in 
different  degree  in  each  mililtary  department,  to  institute  internal  audit  pro¬ 
grams — a  relatively  new  activity.  Any  special  external  study  would  not  be 
productive,  it  is  believed. 

Implementation. — Will  cooperate  in  such  a  study  if  one  is  undertaken. 


Exhibit  E 

Comptroller  General  of  the  United  States, 

Washington ,  March  7, 1955. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 

Dear  Mr.  Chairman  :  Your  letter  of  February  21, 1956,  acknowledged  February 
23,  requests  our  views  and  recommendations  on  H.  R.  9402,  84th  Congress,  which 
would  carry  out  various  recommendations  in  the  Report  of  the  Hoover  Commis¬ 
sion  on  Budget  and  Accounting. 

Section  1  (a). — This  section,  which  relates  to  additional  comprehensive  reports 
other  than  purely  fiscal  reports  to  be  prepared  by  the  Director,  Bureau  of  the 
Budget,  pertains  to  the  operations  of  the  Bureau  of  the  Budget  in  the  discharge 
of  its  own  responsibilities  and  primarily  involves  management  decisions  affecting 
the  Bureau.  While  these  are  matters  that  can  best  be  determined  by  the  Bureau 
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and  the  Congress,  we  believe  that  this  information  should  be  obtained  through 
the  regular  budgetary  processes  and  included  in  the  President’s  annual  budget. 

Sec.  1  ( b ). — This  section  would  amend  section  216  of  the  Budget  and  Account¬ 
ing  Act,  1921.  If  cost-based  budgets  were  used  for  management  purposes  in 
making  fund  allocations  within  the  departments  and  establishments  as  proposed 
by  section  216  (a),  the  information  submitted  by  the  departments  and  establish¬ 
ments  to  the  Bureau  of  the  Budget  for  budgetary  purposes  wrould  be  substantially 
more  meaningful.  This  would  permit  periodic  reports  on  accomplishments  or 
performance  to  be  related  to  budgets  in  terms  of  costs,  the  advantages  of  which 
are  discussed  more  fully  in  our  comments  on  the  proposed  amendment  to  section 
216  (c).  We  endorse  this  proposal. 

As  to  the  proposed  section  216  (b),  we  believe  the  President  should  be  kept 
informed  in  a  timely  manner  of  significant  factors  relating  to  the  operating 
agencies  of  the  executive  branch.  The  annual  consideration  of  the  budget  of 
each  agency  serves  as  the  basis  for  a  review  of  operations.  While  the  type  of 
annual  report  intended  under  the  proposed  section  216  (b)  is  not  entirely  clear, 
the  desirability  of  a  separate  report  for  the  executive  branch  as  a  whole  seems 
questionable.  We  are  inclined  to  think  that  the  total  Government  area  is  so 
broad  that  information  and  evaluation  is  ordinarily  most  meaningful  at  the 
major  program  or  bureau  level.  We  believe  that  this  information  should  be 
obtained  by  the  Bureau  of  the  Budget  to  the  extent  deemed  necessary  through 
the  regular  budgetary  processes  and  could  be  submitted  in  support  of  the  annual 
budget  without  the  enactment  of  specific  legislation. 

The  proposed  sections  216  (c)  and  (d),  if  effectively  carried  out,  would  offer 
a  great  opportunity  for  improvement  in -  the  financial  management  of  executive 
agencies.  The  background  discussion  and  explanation  for  Recommendation  No. 
6  in  the  reports  of  the  Hoover  Commission  and  its  task  force  on  budget  and 
accoTinting  explains  the  need  for  this  amendment  and  need  not  be  repeated  here. 
Briefly,  the  more  important  advantages  are : 

1.  Cost  data  (based  on  man  days  worked,  materials  used,  etc.)  can  he 
directly  related  to  work  accomplished  in  prior  periods  and  offers  a  basis 
for  comparison  with  proposed  plans. 

2.  A  proposed  work  plan  (budget)  stated  in  terms  of  costs  (total  resources 
to  be  consumed)  can  be  realistically  evaluated  against  new  money  require¬ 
ments  by  taking  into  consideration  inventories  and  other  resources  on  order 
and  on  hand  at  the  beginning  and  those  resources  to  be  carried  over  for 
use  in  subsequent  periods. 

3.  Cost  data  can  be  related  to  the  responsibilities  of  each  segment  of  the 
organization  and  its  accomplishments. 

4.  Cost  budgeting  permits  maximum  opportunity  for  exercise  of  manage¬ 
ment  initiative  and  precludes  need  for  rigid  fund  control  (on  a  detailed 
basis)  with  its  deadening  influence. 

The  primary  advantage  of  budgeting  on  a  cost  basis  to  both  maangement  and 
the  Congress  is  that  total  resources  to  be  used  (on  hand,  on  order  and  to  be 
procured)  are  reviewed  rather  than  limiting  the  budget  review  processes  to 
new  money  in  the  form  of  an  appropriation  request.  In  terms  of  numbers  of 
activities  or  appropriations,  there  is  a  relatively  close  relationship  between 
obligations,  expenditures  and  costs  in  those  many  operations  primarily  concerned 
with  personal  services.  On  the  other  hand,  dollar-wise,  the  greatest  significance 
attaches  to  those  appropriations  relatively  few  in  number  but  which  provide  for 
operations  involving  vast  quantities  of  materials  and  physical  assets.  Major 
procurement,  construction  and  research  and  development  ordinarily  fall  in 
the  latter  category  and  it  is  in  these  areas  that  budgeting  on  a  cost  basis  would 
produce  major  savings,  although  its  adoption  would  improve  financial  manage¬ 
ment  in  many  other  areas  to  a  lesser  degree. 

It  should  be  noted  that  agency  budgets  can  be  formulated  and  administered 
on  a  cost  basis  under  present  practices  of  stating  appropriation  authorizations 
on  an  obligation  basis  and  this  is  currently  being  done  in  some  cases.  The  cost 
presentation  is  confined  to  the  justification  material  in  the  greater  number  of 
such  instances.  However,  the  impetus  to  furnish  cost  data  to  the  Congress  would 
be  greatly  enhanced  by  teaming  up  the  cost  based  budget  with  the  proposal  for 
stating  appropriations  on  an  accrued  expenditure  basis  as  proposed  in  Rec¬ 
ommendation  No.  7  of  the  Hoover  Commission  Report  on  Budget  and  Accounting. 
This  would  provide  the  best  opportunity  for  improved  correlation  of  programing, 
budgeting  and  accounting.  We  strongly  recommend  the  inclusion  in  this  bill 
of  further  amendments  to  provide  for  stating  appropriations  on  an  accrued  ex¬ 
penditure  basis  for  the  reasons  stated  below. 
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Accrued  expenditure  appropriations. — Congressional  control  of  costs  and  ex¬ 
penditures  can  only  be  achieved  by  the  maximum  utilization  of  many  tools. 
Budgeting  on  a  cost  basis  and  placing  the  executive  budget  and  congressional 
appropriations  on  the  basis  of  annual  accrued  expenditures  can  be  made  important 
tools  for  the  Congress  if  effectively  installed. 

The  basic  need  of  the  Congress  is  adequate  factual  data  as  a  basis  for  decision 
making.  The  facts  furnished  to  the  Congress  can  be  no  better  than  those  avail¬ 
able  to  the  management  for  its  own  purposes,  that  is,  the  needs  of  the  two  for  fi¬ 
nancial  and  operating  data,  although  differing  as  to  extent  of  detail,  are  en¬ 
tirely  compatible.  It  seems  reasonable  to  conclude  that  the  best  basic  approach 
to  a  review  of  the  budget  is  one  which  provides  for  (1)  consideration  of  a  pro¬ 
posed  work  plan  or  program  to  be  accomplished,  (2)  what  was  accomplished  in 
preceding  periods  and  (3)  costs  for  both  in  terms  of  total  resources  consumed. 
With  this  point  of  departure  the  budget  can  then  be  assessed  in  term  of  (a) 
costs  to  be  incurred,  ( b )  resources  already  available  in  terms  of  inventories,  etc., 
plus  carried-over  funds,  and  (c)  new  money  or  authority  needed.  The  essen¬ 
tial  difference  in  this  approach,  which  ties  in  with  the  recommendations  for 
cost  budgets  and  accrued  expenditure  appropriations,  as  contrasted  with  present 
practices  based  on  appropriations  stated  in  terms  of  obligation  authority  is  the 
degree  of  emphasis  which  the  latter  places  on  new  money  rather  than  total  re¬ 
sources  to  be  consumed  and  the  extent  of  resources  already  available. 

In  the  operations  concerned  primarily  with  salaries  and  travel  expense  the 
time  relationship  between  the  creation  of  an  obligation  and  an  expenditure  is  rel¬ 
atively  short.  In  such  circumstances,  resources  available  other  than  new  money 
are  ordinarily  of  no  great  significance  and  there  is  ordinarily  a  rather  direct 
correlation  between  obligations,  expenditures,  aud  costs.  These  are  the  opera¬ 
tions  which  represent  the  larger  group  in  terms  of  numbers  but  represent  the 
less  significant  portion  of  the  budget  from  a  dollar  standpoint.  In  the  area  of 
operations  where  long  lead-time  is  characteristic  such  as,  major  procurement, 
construction,  and  research  and  development,  which  represent  the  greater  dollar 
portion  of  the  budget,  obligation  and  expenditure  data  have  their  greatest  limita¬ 
tions  for  both  Congress  and  management. 

The  advantages  of  placing  appropriations  on  an  accrued  expenditure  basis  are 
both  tangible  and  intangible.  The  annual  budget  surplus  or  a  deficit  is  determined 
on  the  basis  of  expenditures.  Establishing  a  direct  correlation  between  annual 
appropriations  and  expenditures  vests  in  the  Congress  a  much  greater  opportunity 
to  control  the  level  of  operations  during  a  particular  budget  year.  This  would 
mean  the  elimination  of  the  vast  carryover  balances  now  available  for  the  expendi¬ 
ture  at  the  discretion  of  the  executive  agencies.  The  present  situation  concerning 
available  balances  stems  from  the  fact  that  congressional  control  through  appro¬ 
priation  authorizations  and  Budget  Bureau  control  through  apportionments  are 
both  stated  in  terms  of  authority  to  obligate  rather  than  budgeted  work  plans  for 
the  cost  of  goods  and  services  estimated  to  be  received. 

On  the  intangible  side,  it  has  often  been  pointed  out  that  there  is,  perhaps,  an 
unavoidable  implication  that  funds  which  have  not  been  obligated  are  either  not 
needed  or  are  available  in  lieu  of  new  money.  This,  of  course,  is  a  fallacious 
assumption  when  total  authority  is  granted  in  a  lump  sum  initially  for  activities 
involving  long  lead  time  such  as  ship  construction.  Nevertheless,  attention  may 
well  be  diverted  from  the  question  of  accomplishments  at  minimum  cost  over  the 
period  of  the  program  to  the  one  of  almost  sole  emphasis  on  the  amount  of  new 
money  being  requested.  In  the  past,  it  has  sometimes  been  said  that  expenditures 
are  the  inevitable  result  of  granting  obligation  authority  with  the  attendant  impli- 
cation  that  once  having  granted  obligation  authority  all  opportunity  for  subse- 
quent  adjustment  is  lost.  An  examination  of  present-day  practices  in  the  long 
lead  time  area  (procurement,  construction,  and  research  and  development)  dem¬ 
onstrates  the  obvious  fallacy  of  this  reasoning  as  evidenced  by  the  extensive 
reprograming,  multitudinous  changes  in  engineering  plans  and  specifications  dur¬ 
ing  the  period  of  production  of  many  items  and  other  similar  factors.  Because 
of  these  inherent  factors  in  the  operations  involved,  cost  budgets,  teamed  with  ap¬ 
propriations  on  an  accrued  expenditure  basis,  would  require  a  type  of  continuing 
budget  presentation  that  would  bring  out  the  adequacy  of  management  planning 
or  the  lack  of  it  and  give  the  Congress  an  opportunity  to  have  a  voice  m  setting 


the  level  of  operations  from  year  to  year.  .  .  .  . 

It  is  inherent  in  the  recommendations  under  discussion  that  congressional 
authority  be  granted  for  the  advance  planning  which  necessarily  precedes  the 
phase  of  operations  covered  in  an  annual  accrued  expenditure  budget.  In  the 
past,  this  authority  has  been  termed  contract  authorizations  but  it  is  a  signif¬ 
icant  fact  that  heretofore  both  contract  authorizations  and  subsequent  appro- 
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priations  were  stated  in  terms  of  obligational  authority  whereas  under  the  rec¬ 
ommendations  herein  being  considered  only  the  initial  authorization  would 
be  stated  in  terms  of  the  broad  and  difficult  to  apply  concept  of  obligations 
whereas  annual  authority  could  be  stated  much  more  definitely  in  terms  of 
accrued  expenditures  because  of  the  time  factor.  It  is  essential  that  the  initial 
authority  which  may  cover  a  forward  period,  sometimes  as  great  as  5  years 
or  more,  be  in  the  most  flexible  terms,  and  requests  for  such  authority  obviously 
cannot  be  supported  with  detailed  plans.  On  the  other  hand,  as  these  plans 
take  shape  in  succeeding  years  much  more  precise  planning  and  authorizations 
are  practical  when  stated  in  terms  of  accrued  expenditures.  Thus,  the  current 
recommendations  are  not,  nor  need  not  be,  viewed  as  a  return  to  prior  practices 
during  the  period  when  coutract  authorizations  were  prevalent  and  significant 
weaknesses  were  apparent. 

Section  1  (c). — The  proposed  section  218  of  the  Budget  and  Accounting  Act, 
1921,  pertains  to  the  operations  of  the  Bureau  of  the  Budget  in  the  discharge 
of  its  own  responsibilities  and  primarily  involve  management  decisions  affecting 
that  Bureau.  We  believe  these  are  matters  which  can  best  be  determined  by 
the  Bureau  and  the  Congress  and,  accordingly,  we  offer  no  specific  views  in 
the  matter. 

Section  2  (a).— Our  comments  above  on  the  proposed  sections  216  (c)  and 
(d)  are  equally  applicable  to  this  section  2  (a).  We,  therefore,  endorse  the 
objective  to  obtain  consistency  in  organizational  structure,  budget  classifi¬ 
cations,  and  accounting  systems  within  each  executive  agency. 

Section  2  (It). — We  endorse  this  amendment  to  section  113  of  the  Budget  and 
Accounting  Procedures  Act  of  1950.  The  maintenance  of  accounts  on  an  accrual 
basis  is  one  facet  which  is  essential  to  the  accomplishment  of  the  objectives  set 
forth  in  other  sections  of  the  bill.  Experience  under  the  joint  accounting  im¬ 
provement  program  clearly  indicates  that  the  accrual  basis,  when  applied  to 
significant  items,  is  a  major  factor  in  providing  better  control  over  resources  and 
liabilities  and  is  an  essential  element  in  obtaining  adequate  cost  data.  Our 
statement  of  accounting  principles  provides  for  the  appropriate  use  of  the  accrual 
basis.  We  also  believe  that  adequate  monetary  property  accounting  records, 
as  an  integral  part  of  accounting  systems,  are  essential  to  several  other  pro¬ 
posed  amendments  such  as  accrual  accounting,  cost  budgeting,  etc.,  as  well  as 
the  specific  advantages  to  management  which  will  result  from  adequate  financial 
accounting  for  property. 

Section  2  (c).— The  proposed  section  120  of  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  would  establish  a  “Staff  Office  of  Accounting”  in  the  Bureau 
of  the  Budget.  The  objective  of  this  recommendation,  as  we  understand  it, 
is  to  afford  a  means  by  which  the  executive  branch  can  more  effectively  meet  its 
responsibilities  to  stimulate  improvements  in  accounting.  The  recommendation 
recognizes  a  need  for  continuing  joint  action  of  the  executive  and  legislative 
branches  as  now  provided  for  under  the  joint  program  for  improving  accounting 
in  the  Federal  Government.  The  Budget  and  Accounting  Procedures  Act  of 
1950  recognized  the  coordinate  responsibilities  of  agency  management,  the  Secre¬ 
tary  of  the  Treasury,  the  Director  of  the  Bureau  of  the  Budget,  and  the  Comp¬ 
troller  General  for  making  continuing  improvements  in  the  financial  management 
of  Federal  Government  activities. 

In  its  accounting  and  reporting  provisions  the  statute  clearly  places  responsibil¬ 
ity  upon  the  Comptroller  General  for  principles,  standards,  and  related  require¬ 
ments;  directs  the  General  Accounting  Office  to  cooperate  with  the  executive 
agencies  in  the  development  of  their  accounting  systems  and  to  approve  them 
when  deemed  by  the  Comptroller  General  to  be  adequate  and  in  conformity  with 
the  principles,  standards  and  related  requirements  prescribed  by  him  ;  and  places 
upon  the  General  Accounting  Office  the  responsibility  for  the  review  of  account¬ 
ing  systems  of  the  executive  agencies.  As  recognized  in  the  report  of  the  Hoover 
Commission  on  Budget  and  Accounting,  the  Comptroller  General  has  equipped 
himself  to  carry  out  these  responsibilities  through  the  exercise  of  his  accounting 
system  function.  Particular  stress  in  the  report  is  laid  upon  the  excellent 
cooperation  developed  between  the  General  Accounting  Office  and  the  executive 
agencies.  No  diminution  or  change  in  this  cooperative  working  relationship  be¬ 
tween  the  General  Accounting  Office  and  the  executive  agencies  is  contemplated, 
nor  do  we  presume  that  any  change  is  intended  or  implied  bv  the  recommenda¬ 
tions  under  discussion. 

Within  the  executive  branch  the  head  of  each  executive  agency  is  assigned  the 
responsibility  by  section  113  (a)  of  the  Budget  and  Accounting  Procedures  Act 
of  1950  of  establishing  and  maintaining  adequate  systems  of  accounting  and 
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internal  control  in  conformity  with  the  principles,  standards  and  related  require¬ 
ments  prescribed  by  the  Comptroller  General  as  referred  to  therein.  It  is  oui 
view  that  primary  reliance  must,  of  necessity,  continue  to  be  placed  upon  the 
head  of  each  executive  agency  because  of  the  fact  that  accounting  is  an  integral 
part  of  total  management  responsibility  and  any  effort  to  obtain  improvements 
must  have  the  full  support  of  agency  management  to  be  successful.  Added  em¬ 
phasis  on  getting  the  job  done  governmentwide  could  be  very  helpful  in  expediting 
progress  if  appropriately  carried  out.  We  do  not  believe,  however,  that  spe¬ 
cific  legislation  is  required  in  order  for  the  Bureau  of  the  Budget  to  undertake 
action  of  the  character  provided  for  in  the  legislation.  Moreover,  we  question 
the  desirability  of  specifically  providing  for  an  organizational  unit  and  for  the 
position  of  assistant  director  for  accounting  by  statute.  It  is  our  observation 
that  such  statutes  are  likely  to  become  outmoded  when  organizational  provisions 

are  included  therein.  .  ...  ...  ,, 

Such  an  effort  need  in  no  way  be  exercised  in  a  manner  inconsistent  with  the 
join  accounting  improvement  program  carried  on  jointly  by  the  Secretary  of  the 
Treasury  the  Director  of  the  Bureau  of  the  Budget  aud  the  Comptroller  General 
of  the  United  States  for  the  last  several  years.  The  essence  of  this  arrange¬ 
ment  is  the  recognition  of  the  fact  that  each  of  the  central  agencies  concerned, 
along  with  individual  executive  agencies,  has  a  part  to  play  in  the  total  operation 
and  that  the  desired  results  can  only  be  achieved  through  joint  efforts  carried 
out  with  mutual  respect  for  the  responsibilities  of  each. 

The  new  section  121  of  the  Budget  and  Accounting  Procedures  Act  of  lboO, 
also  proposed  by  section  2  (c)  of  the  bill,  would  provide  for  the  appointment  of 
a  comptroller  in  each  executive  agency.  We  endorse  the  emphasis  placed  on  the 
financial  management  function  in  each  executive  agency  which  is  the  apparent 
objective  of  the  proposed  section  121.  However,  because  of  the  wide  diveigence 
in  size,  functions,  and  existing  organizational  patterns  in  the  many  executive 
agencies,  it  is  doubted  that  any  single  pattern  of  organization  will  fit  all  agencies. 
In  the  final  analysis,  the  responsibility  for  financial  management  must  neces¬ 
sarily  rest  upon  the  head  of  each  executive  agency  as  a  part  of  his  total  manage¬ 
ment  responsibility.  This  has  been  made  abundantly  clear  as  a  matter  of  statute 
in  section  113  (a)  of  the  Budget  and  Accounting  Procedures  Act  of  1950,  previ¬ 
ously  referred  to  above.  .  . 

Section  3.— The  simplification  of  the  allotment  system  for  allocating  funds  is 
sound  and  most  desirable.  The  existing  unwarranted  subdivision  of  funds  is 
one  of  the  greatest  deterrents  to  improved  financial  management.  We  believe 
that  administrators  may  be  willing  to  forego  the  type  of  control  associated  with 
many  present  allotment  systems  when  accounting  systems  have  been  installed 
to  provide  costs  as  a  basis  of  operating  control.  Better  programing  tied  in  with 
improved  accounting  through  the  development  of  budgets  based  on  costs,  as 
proposed  by  this  bill,  should  serve  to  answer  this  problem. 

Section  J,.— This  section  would  require  each  executive  agency  to  maintain  a 
single  account  under  each  appropriation  title  or  fund.  We  endorse  the  objective 
of  this  proposal  but  feel  that  it  should  be  adopted  for  only  appropriations  or 
funds  which  are  stated  on  an  accrued  expenditure  basis.  The  Committee  on 
Government  Operations  is  presently  considering  proposed  legislation  (H.  R. 
9593)  which  would  permit  the  consolidation  of  all  prior  year  obligations  under 
each  annual  appropriation  into  one  account  thereby  requiring  only  two  ac¬ 
counts— —one  current  account  and  one  for  prior  year  obligations  under  each 
annual  appropriation  title.  We  strongly  favor  the  use  of  two  accounts  where 
such  accounts  are  not  stated  on  an  accrued  expenditure  basis. 

Section  5. — This  section  would  provide  for  a  joint  study  by  the  Bureau  of  the 
Budget  and  the  General  Accounting  Oflice  relating  to  accounting  and  internal 
auditing.  Much  has  been  accomplished  in  these  areas  in  the  past  by  the  Gen¬ 
eral  Accounting  Office  both  on  its  own  and  under  the  joint  accounting  improve¬ 
ment  program  with  the  Bureau  of  the  Budget  and  the  Secretary  of  the  Treasury. 
This  work  is  carried  on  as  a  regular  part  of  our  comprehensive  audit  program 
and  in  the  discharge  of  our  accounting  systems  responsibilities.  We  expect  to 
continue  these  studies  and  investigations.  The  results  of  these  efforts  are  made 
available  to  the  Congress  through  our  regular  reporting  processes,  but  we  would 
be  pleased  to  cooperate  with  the  Congress  in  any  special  effort  having  as  its 
objective  the  improvement  of  accounting  and  internal  auditing. 

Sincerely  yours, 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 
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Exhibit  F 

Executive  Office  of  the  President, 

Bureau  of  the  Budget, 
'Washington,  D.  C.,  March  23.  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations , 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  This  will  acknowledge  your  letter  of  February  21, 
1956,  inviting  the  Bureau  of.the  Budget  to  comment  on  H.  R.  9402,  a  bill  “To  im¬ 
prove  governmental  budgeting  and  accounting  methods  and  procedures,  and  for 
other  purposes.” 

This  bill  is  based  upon  the  budget  and  accounting  report  of  the  Commission  on 
Organization  of  the  Executive  Branch  of  the  Government.  The  Bureau  of  the 
Budget  has  the  following  comments  to  offer  on  the  various  provisions  of  H  R 
9402. 

amendments  to  the  budget  AND  ACCOUNTING  ACT,  1921 

Section  1  (a). — This  subsection  adds  additional  language  to  section  213  of  the 
Budget  and  Accounting  Act  of  1921.  It  is  designed  to  implement  Recommenda¬ 
tion  Ao.  -i  of  the  Hoover  Commission  budget  and  accounting  report.  In  making 
this  recommendation,  the  Hoover  Commission  suggested  amending  the  Budget 
and  Accounting  Procedures  Act  of  1950  to  make  the  Bureau  of  the  Budget  re¬ 
sponsible  for  developing  comprehensive  reports  of  the  financial  results  of  activi¬ 
ties  foi  the  Government  as  a  whole  and  for  each  of  its  major  component  activities, 
bince  this  subsection  amends  the  Budget  and  Accounting  Act  of  1921  and  specifies 
the  preparation  of  comprehensive  reports  showing  financial  results  for  activities 
of  the  departments  and  establishments,  it  is  more  limited  in  coverage  than  the 
Hoover  Commission  recommendation.  Under  the  definitions  of  the  19->l  act 
the  terms  “department  and  establishments”  exclude  the  legislative  branch  and 
the  Supreme  Court. 

It  should  be  noted  that  this  recommendation  is  also  the  subject  of  separate 

rpnn  a  n0n :  H‘  8236  and  3323>  bi,ls  “to  provide  for  comprehensive 

ieports  by  the  Bureau  of  the  Budget  with  respect  to  all  branches  of  the  Gov- 
ermnent  ana  the  executive  agencies  thereof.”  Both  of  these  latter  bills  amend 
the  Budget  and  Accounting  Procedures  Act  of  1950  and,  as  indicated  bv  their 
titles,  their  coverage  is  broader. 

The  existing  provisions  of  the  Budget  and  Accounting  Procedures  Act  of  1950 
require  that  the  Secretary  of  the  Treasury  prepare  reports  that  will  “nresent 
the  results  of  the  financial  operations  of  the  Government”  and  this  bi'll  does 
not  amend  that  requirement.  This  provision  would,  therefore,  hold  a  potential 
tor  duplication  of  effort  in  the  central  agencies  as  well  as  undesirable  effects 
operating  agencies  required  to  produce  the  necessary  information. 

Ine  development  of  an  integrated  system  of  financial  reporting  by  the  Federal 
Orovernment  that  would  avoid  duplication  of  effort  in  the  operating  and  central 
agencies  is  one  of  the  major  objectives  of  the  joint  accounting  program  Prog- 
ress  has  been  and  is  being  made  in  that  direction,  based  on  the  cooperative  efforts 
of  the  General  Accounting  Office,  the  Bureau  of  the  Budget,  the  Treasury  De¬ 
partment,  and  the  operating  agencies.  Illustrative  are  recent  improvements 
in  the  central  reports  issued  by  the  Treasury  Department.  Work  is  currently 
underway  on  the  development  by  the  operating  agencies  of  the  kinds  of  financial 
infoimation  wdiich  will  be  needed  to  provide  the  basis  of  improved  central 
reports  of  the  types  recommended  by  the  Hoover  Commission.  The  Bureau  of 
“e  Budget  fully  supports  the  objectives  of  the  Commission  in  this  respect.  As 
the  Commission  task  force  noted,  however,  this  objective  cannot  be  completelv 
attained  until  the  accounting  systems  throughout  the  executive  branch  have 
been  developed  sufficiently  to  produce  the  necessary  data. 

In  view  of  these  facts  we  believe  that  legislation  on  this  subject  at  this  time 
would  be  premature.  We  recommend,  therefore,  that  section  1  (a)  be  deleted 
from  H.  R.  9402. 

Section  1  (6).— This  subsection  would  amend  section  216  of  the  Budget  and 
Accounting  Act  of  1921  and  would  have  the  effect  of  writing  into  law  four  of  the 
Hoover  Commission  recommendations.  As  amended,  subsection  (a)  of  section 
216  would  require  the  use  of  cost  based  operating  budgets  bv  all  departments 
and  establishments  as  proposed  in  Recommendation  No.  3  of  the  Hoover  Com¬ 
mission.  Subsection  (b)  would  require  internal  quarterly  performance  reports 
to  the  heads  of  departments  and  establishments ;  annual  agency  reports  on  the 
conduct  of  operations  to  the  Bureau  of  the  Budget;  and  an  annual  report  from 


BUDGET  AND  ACCOUNTING 


247 


the  Bureau  of  the  Budget  to  the  President  on  the  performance  of  all  depart¬ 
ments  and  establishments.  This  would  enact  Recommendation  No.  2  and  the 
remainder  of  Recommendation  No.  3  of  the  Hoover  Commission.  Subsection  (c) 
would  direct  the  preparation  of  appropriation  requests  on  a  cost  basis,  con¬ 
sistent  with  the  suggestions  contained  in  Hoover  Commission  Recommendation 
No.  6.  Subsection  (d)  would  require  the  submission  of  data  on  program  costs 
and  accomplishments  and  provide  for  review  of  organizational  performance, 
thus  covering  that  portion  of  the  Commission's  Recommendation  No.  4  that  is 
not  already  specified  in  the  Budget  and  Accounting  Act,  as  amended. 

The  Bureau  of  the  Budget  is  in  agreement  with  the  objectives  of  each  of  the 
Hoover  Commission  recommendations  involved  in  section  1  (b)  of  H.  R.  9402. 
Each  of  these  proposals  can,  however,  be  implemented  without  specific  legis¬ 
lation  of  the  type  proposed. 

With  regard  to  the  proposed  section  216  (b),  for  example,  the  entire  report¬ 
ing  process  has  been  given  continuous  attention  by  the  Bureau  of  the  Budget 
as  part  of  its  management  functions  and  responsibilities.  The  Bureau  has  en¬ 
couraged  agency  action  in  the  development  and  internal  use  of  suitable  perform¬ 
ance  information  for  management  and  budgetary  purposes.  The  complexity 
of  agency  operations  and  the  variety  of  purposes  to  be  served  makes  it  undesir¬ 
able,  however,  to  fix  the  timing  of  internal  reports  in  the  manner  proposed  in 
this  legislation.  With  respect  to  external  reporting,  the  agencies  regularly  sub¬ 
mit  reports  on  the  conduct  of  operations  to  the  Bureau  of  the  Budget  as  part 
of  the  budget  process;  and  the  Bureau  submits  pertinent  information  of  this 
type  to  the  President  informally  throughout  the  year  and  more  formally  during 
the  period  of  annual  budget  formulation. 

The  matter  of  improving  performance  reports  is  not  so  much  one  of  prescribing 
requirements  as  it  is  one  of  applying  sufficient  staff  to  the  work  to  bring  about 
more  rapid  accomplishment  of  the  desired  improvements.  Work  needs  to  be 
concentrated  on  determining  the  requirements  to  be  met  in  relation  to  the  in¬ 
formation  available  at  each  level  of  operation,  and  on  developing  the  necessary 
data  in  a  form  calculated  to  be  most  helpful  to  those  who  will  use  it.  The  Presi¬ 
dent  and  other  officials  of  the  executive  branch  all  now  have  adequate  authority 
to  obtain  the  reports  and  information  which  they  require.  In  order  to  permit 
the  development  of  reporting  practices  most  suitable  to  the  purposes  to  be  served 
at  each  management  level,  the  Bureau  of  the  Budget  would  therefore  recommend 
against  enactment  of  the  proposed  section  216  (b). 

The  other  proposed  subsections— 216  (a),  (c),and  (d)— specify  the  use  of  costs 
for  management  and  budgetary  purposes.  Costs  are  recognized  as  an  important 
element  in  management  and  budgeting  in  the  executive  branch  and  this  Bureau 
in  recent  years  has  been  encouraging  the  introduction  of  such  data  into  the 
budget  process.  We  understand  by  these  subsections  that  reference  is  made  to 
the  type  of  cost-based  budgets  we  have  been  introducing— showing  costs  recon¬ 
ciled  to  obligations.  The  use  of  cost  information  as  proposed,  however,  is  depend¬ 
ent  upon  the  ability  of  agency  accounting  systems  to  produce  such  data.  While 
the  joint  accounting  program  has  made  considerable  progress  in  advancing  the 
cost  concept  throughout  the  Government,  the  installation  in  the  agencies  of  ac¬ 
counting  systems  that  develop  such  data  will  take  a  long  time.  This  is  recog¬ 
nized  in  section  2  (b)  of  this  bill  which  requires  such  installations  <-as  soon  as 
practicable.”  We  believe  that  a  similar  provision  should  be  included  in  sub¬ 
sections  216  (a),  (c),  and  (d).  In  addition,  we  suggest  the  deletion  of  the  last 
part  of  subsection  (d)  which  requires  a  review  of  performance  by  organizational 
units  whenever  such  units  do  not  coincide  with  performance  budget  classifications. 
This  provision  would  add  much  detail  inappropriate  for  inclusion  in  the  budget 
document  itself.  Such  material  can  be  furnished  the  Congress  as  part  of  the 
budget  justifications.  With  these  changes  the  Bureau  of  the  Budget  has  no  ob¬ 
jection  to  the  enactment  of  subsections  216  (a),  (c),  and  (d). 

Section  1  (c).— This  subsection  of  H.  R.  9402  adds  a  new  section  to  title  II  of 
the  Budget  and  Accounting  Act  of  1921.  The  language  is  directed  toward  par¬ 
tial  implementation  of  the  first  recommendation  in  the  Hoover  Commission 
budget  and  accounting  report — more  particularly  that  part  concerned  with  staff 
assignments  in  the  Bureau  of  the  Budget.  It  directs  the  placement  of  Bureau  em¬ 
ployees  in  the  principal  departments  and  establishments  on  a  rotating  basis, 
specifies  that  not  more  than  two  persons  shall  be  placed  in  each  principal  sub¬ 
division  of  such  units,  and  indicates  that  such  persons  shall  possess  the  com¬ 
bined  skills  of  a  statistician,  cost  accountant,  administrative  expert,  and  pro¬ 
gram  analyst. 


248 


BUDGET  AND  ACCOUNTING 


This  subsection  of  the  bill  involves  the  all-important  area  of  Bureau-agency 
relationships.  For  best  results,  the  Bureau  has  found  that  relationships  with 
the  agencies  must  be  based  on  cooperation  and  mutual  understanding  of  the 
basic  factors  underlying  the  submission  and  presentation  of  agency  budgets. 
Limited  attempts  toward  the  type  of  arrangement  proposed  have  met  with  little 
success  in  the  past.  The  enactment  of  legislation  on  this  point  would,  we  be¬ 
lieve,  have  an  undesirable  effect  on  the  cooperative  effort  required  between 
this  Bureau  and  the  agencies  in  developing  the  executive  budget.  In  addition, 
it  would  be  difficult  for  the  Bureau  to  meet  the  specifics  of  this  section  in  terms 
of  staffing  and  rotation  of  assignments  and  it  would  be  virtually  impossible  to 
find  persons  with  the  stated  qualifications.  The  Bureau  therefore  recommends 
against  enactment  of  section  1  (c).  It  is  proposed  to  adopt  a  substantial  part 
of  Recommendation  No.  1  by  administrative  action. 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  195  0 

Sec.  2  (a). — This  subsection  covers  Hoover  Commission  Recommendation 
No.  5,  which  suggests  further  synchronization  of  agency  organization,  budget, 
and  accounting  classifications.  This  is  a  desirable  objective,  one  that  meets 
with  full  agreement  throughout  the  executive  branch  when  the  principle  is 
applied  on  a  practical  basis.  Since  adoption  of  the  performance  budget  concept, 
the  Bureau  of  the  Budget  and  joint  accounting  program  staff  have  continuously 
emphasized  this  need.  Considerable  progress  has  been  made  and  the  agencies 
are  directing  efforts  toward  the  resoluton  of  existing  problems  in  this  area  under 
instructions  issued  by  the  Bureau  of  the  Budget. 

Experience  has  showm  that  this  principle  must  be  applied  on  an  individual 
agency  basis — striving  for  consistency  to  the  extent  feasible  while  recognizing 
the  need  for  adequate  budget  presentation  of  the  programs  conducted  by  the 
agency.  In  view  of  the  progress  made  to  date,  the  governmentwide  acceptance 
of  this  objective,  and  the  continuous  attention  being  given  this  subject  in  the 
budget  process,  the  legislation  proposed  would  be  unnecessary.  Accordingly, 
the  Bureau  of  the  Budget  recommends  that  section  2  (a)  not  be  enacted. 

Sec.  2  ( b ) . — This  provision  has  the  effect  of  requiring  each  agency  to  maintain 
an  accrual  accounting  system,  including  appropriate  monetary  property 
accounts.  The  purpose  of  this  requirement  is  to  provide  cost  information  to 
serve  the  management  and  budgetary  needs  of  the  agency  and  the  Government. 
The  section  is  based  upon  two  of  the  Hoover  Commission  recommendations  in 
the  accounting  area — Nos.  14  and  16. 

The  maintenance  of  accounts  on  the  accrual  basis  is  generally  recognized  as 
the  most  suitable  method  of  obtaining  information  that  provides  for  full  dis¬ 
closure  of  agency  operations  and  financing.  The  installation  of  such  systems  has 
been  one  of  the  major  objectives  of  the  joint  accounting  program.  By  reason 
of  the  nature  of  the  work  involved,  however,  this  is  a  long-range  job — which 
is  recognized  in  the  language  of  this  subsection.  In  view  of  the  relationship 
of  this  proposal  to  the  legislation  for  cost-based  budgeting  contained  in  section 
1  (b)  of  this  bill,  the  Bureau  of  the  Budget  similarly  has  no  objection  to  the 
enactment  of  section  2  (b). 

Sec.  2  (c).— This  portion  of  the  proposed  bill  would  add  two  additional  sec¬ 
tions  to  the  Budget  and  Accounting  Procedures  Act  of  1950.  These  two  new 
sections  would  establish  a  staff  office  of  accounting  in  the  Bureau  of  the  Budget, 
headed  by  an  assistant  director  for  accounting,  who  would  be  appointed  by  the 
President  and  assigned  specific  duties;  and  would  authorize  and  direct  the  head 
of  each  executive  agency  to  provide  for  the  appointment  of  a  comptroller  who 
would  similarly  be  assigned  specific  duties.  This  reflects  Hoover  Commission 
Recommendation  Nos.  10  and  11,  which  are  also  the  subject  of  separate  pending 
legislation :  H.  R.  7209,  II.  R.  7338,  S.  2369,  and  S.  2480,  bills  uTo  provide  for 
improving  accounting  in  the  executive  branch  of  the  Government,  and  for  other 
purposes.” 

The  substance  of  Recommendation  Nos.  10  and  11  is  very  fundamental  to  the 
general  purpose  of  the  report  on  budget  and  accounting.  Assistant  Director 
Rappaport  has  recently  been  designated  as  responsible  for  expanding  the  account¬ 
ing  group  of  the  Bureau  of  the  Budget  and  implementing  these  recommendations. 

It  is  our  understanding  that  the  purpose  of  the  Hoover  Commission  recom¬ 
mendations  on  this  subject  was  to  propose  these  organizational  arrangements 
for  consideration  of  the  heads  of  the  affected  agencies,  rather  than  to  suggest 
the  passage  of  legislation  on  the  matter.  This  subsection,  however,  would 
prescribe  by  law  the  internal  organization  and  functions  for  financial  manage- 


BUDGET  AND  ACCOUNTING 


249 


me.nt  in  the  executive  agencies.  This  runs  counter  to  the  principle  of  organi¬ 
zational  flexibility  reflected  in  the  recommendations  of  the  first  Hoover  Com¬ 
mission,  which  were  strongly  endorsed  by  the  Congress  in  subsequent  legislative 
enactments.  In  order  to  provide  for  the  most  practicable  and  eflicient  operation 
in  each  agency,  the  responsible  head  of  the  organization  should  be  permitted 
flexibility  in  the  assignment  of  functions  and  duties,  rather  than  to  have  a  rigid 
organization  pattern  imposed  by  law  on  his  fiscal  organization. 

Moreover,  the  provision  for  Presidential  appointment  of  an  assistant  director 
for  accounting  in  the  Bureau  of  the  Budget,  as  prescribed  in  this  legislation,  is 
inconsistent  with  the  present  method  of  appointing  assistant  directors.  Ap¬ 
pointments  are  now  made  by  the  director  of  the  Bureau  of  the  Budget  and  we 
consider  that  to  be  the  appropriate  method. 

The  Bureau  of  the  Budget  feels  that  this  legislation  is  undesirable  and  there¬ 
fore  proposes  deletion  of  section  2  (c)  of  H.  It.  9402. 

ADDITIONAL  PROVISIONS 

The  remaining  three  sections  of  this  bill  establish  new  basic  legislation  in  the 
area  of  budgeting  and  accounting  in  the  Federal  Government. 

Section  3. — This  section  establishes  the  intent  of  Congress  that  the  Govern- 
i  ment’s  allotment  system  should  be  simplified,  with  the  objective  of  establish- 
ing  a  single  allotment  for  each  operating  unit  in  an  agency.  This  would  directly 
implement  Hoover  Commission  Recommendation  No.  13,  which  has  met  with 
complete  agreement  in  the  executive  branch. 

A  single  allotment  for  each  operating  unit  is  desirable  from  the  management 
standpoint  an  is  urged  where  practicable  to  provide  maximum  flexibility  in  the 
conduct  of  operations.  Effective  progress  has  been  made,  particularly  in  the  in¬ 
stallation  of  accrual  accounting  systems.  In  such  installations,  allotments  are 
generally  established  for  fund  control  at  the  highest  practical  level,  with  sub¬ 
ordinate  cost  accounts  utilized  for  operational  control  purposes. 

While  this  work  has  proceeded  and  could  continue  on  the  basis  of  administra¬ 
tive  direction,  the  Bureau  of  the  Budget  would  have  no  objection  to  enactment 
of  this  section  of  the  bill  in  view  of  its  relationship  to  the  provision  for  adoption 
of  accrual  accounting. 

Section  4.— This  part  of  this  proposed  legislation  prescribes  the  use  of  a  single 
account  for  liquidation  of  valid  obligations  under  each  appropriation  or  fund 
in  the  respective  executive  agencies.  This  represents  a  direct  legislative  state¬ 
ment.  of  Hoover  Commission  Recommendation  No.  17,  which  is  directed  toward 
simplification  of  existing  accounting  requirements. 

Legislation  is  necessary  to  enable  implementation  of  this  Hoover  Commission 
proposal,  and  a  bill  suitable  for  this  purpose  has  been  developed  under  the  joint 
accounting  program.  This  proposal  lias  been  introduced  as  separate  legislation, 
designated  as  H.  R.  9593  and  S.  3362.  This  separate  legislation  not  only  would 
provide  for  a  desirable  simplification  in  the  maintenance  of  appropriation  ac¬ 
counts  but  would  also  carry  out  Hoover  Commission  Recommendation  No.  18 — 
which  is  not  covered  by  H.  R.  9402.  This  latter  recommendation  suggests  the 
settlement  of  valid  claims  within  the  agencies  rather  than  by  the  General  Account¬ 
ing  Office. 

The  proposed  bills  mentioned  immediately  above  differ  from  the  provisions  of 
section  4  of  II.  R.  9402  in  that  all  prior  year  accounts  under  a  single  appropria¬ 
tion  would  be  merged  into  one  account  but  would  be  kept  separate  from  the 
current  appropriation.  This  relatively  minor  deviation  from  the  Hoover  Com¬ 
mission  proposal  is  considered  desirable  to  avoid  the  possibility  of  augmentation 
of  current  year  funds  by  excess  obligating  authority  accruing  from  prior  year 
appropriations. 

In  view  of  these  considerations,  the  Bureau  of  the  Budget  recommends  the 
deletion  of  section  4  from  H.  R.  9402,  but  suggests  favorable  consideration  of  the 
separate  legislation  identified  above  in  order  to  attain  the  accounting  simplifica¬ 
tions  desired.  „  .  „  „  . 

Section  5. — The  last  section  of  this  bill  would  require  the  Comptroller  General 
and  the  Director  of  the  Bureau  of  the  Budget  to  make  joint  studies  of  steps  to 
eliminate  duplicate  accounting  within  the  Treasury  Department  and  between 
that  Department  and  other  agencies,  and  of  internal  auditing  in  executive  agen¬ 
cies  ;  and  to  report  to  the  Congress  on  their  findings  within  2  years  of  enactment 
of  the  legislation.  This  is  directed  toward  accomplishment  of  Hoover  Commission 
Recommendation  Nos.  20  and  25. 

As  previously  pointed  out,  the  improvement  of  central  accounting  and  reporting 
has  been  a  major  activity  under  the  joint  accounting  program  since  its  inception. 
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Work  is  currently  underway  on  installation  of  a  system  designed  to  eliminate 
duplicate  accounts  within  the  Treasury  Department.  As  for  the  elimination  of 
duplicate  accounts  between  Treasury  and  the  agencies,  this  is  a  matter  of  cur¬ 
rent  concern  to  a  joint  working  group  established  for  the  simplification  of  the 
central  accounting  and  reporting  processes.  This  group  has  as  a  primary  objec¬ 
tive  the  elimination  of  such  duplicate  accounts  as  soon  as  such  action  is  feasible. 
A  joint  study  like  that  proposed,  therefore,  seems  to  us  to  be  unnecessary. 

The  subject  of  internal  auditing  has  also  been  given  continuous  attention 
under  the  joint  accounting  program.  It  has  been  recognized  as  a  basic  element 
in  the  internal  control  systems  required  in  the  agencies  by  the  Budget  and  Ac¬ 
counting  Procedures  Act  of  1950.  In  this  framework,  the  internal  audit  prac¬ 
tices  of  the  agencies  are  under  continuous  study  by  General  Accounting  Office 
staff  in  the  conduct  of  their  comprehensive  audit  program.  Their  findings  and 
recommendations  on  this  subject  are  included  in  the  audit  reports  prepared  for 
submission  to  the  Congress.  Nevertheless,  as  a  result  of  the  Hoover  Commission 
proposal,  a  special  study  such  as  that  proposed  here  will  be  considered  by  the 
central  agencies  conducting  the  joint  accounting  program. 

In  view  of  the  circumstances  and  the  fact  that  these  are  one-time  investiga¬ 
tions,  legislative  provision  for  the  conduct  of  these  studies  is  unnecessary.  The 
Bureau  of  the  Budget,  therefore,  recommends  against  enactment  of  section  5  of 
the  bill. 

SUMMARY 

After  thorough  consideration  of  the  proposed  H.  R.  9402,  the  Bureau  of  the 
Budget  is  of  the  opinion  that  while  the  basic  objective  of  this  bill  is  meritorious 
and  highly  desirable,  most  of  the  proposed  actions  can  lie  accomplished  more 
readily  and  appropriately  by  administrative  action.  However,  as  indicated 
above,  the  Bureau  of  the  Budget  would  have  no  objection  to  the  enactment  of 
those  sections  of  the  bill  that  provide  for  the  use  of  accrual  accounting  and  cost- 
based  budgeting.  Such  legislative  provisions  would  firmly  establish  these  prin¬ 
ciples  for  use  in  governmental  budgeting  and  accounting,  which  would  in  turn  sup¬ 
port  current  efforts  under  the  joint  accounting  program,  and  provide  a  stimulus 
for  further  implementation  of  other  Hoover  Commission  proposals  relating  to 
budgeting  and  accounting. 

Sincerely  yours, 

(Signed)  Rowland  Hughes, 

Director. 


Exhibit  G 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 

Dear  Congressman  Dawson  :  This  is  in  reply  to  your  request  of  February  21. 
1956,  for  a  report  on  H.  R.  9402,  a  bill  “To  improve  governmental  budgeting  and 
accounting  methods  and  procedures,  and  for  other  purposes.” 

This  Department  favors  the  objectives  of  this  bill,  but  regards  some  of  the 
proposed  specific  statutory  changes  as  unnecessary.  Significant  progress  toward 
the  orderly  development  and  improvement  of  Federal  budget  and  accounting 
practices  is  being  made  under  present  laws. 

The  bill  provides  for  the  amendment  of  the  Budgeting  and  Accounting  Act  of 
1921  and  the  Budget  and  Accounting  Procedures  Act  of  1950  in  accordance  with 
certain  recommendations  contained  in  the  Budget  and  Accounting  Report  of  the 
1955  Commission  on  Organization  of  the  Executive  Branch  of  the  Government. 
The  Department  of  Agriculture  offers  the  following  comments  on  the  specific  pro¬ 
visions  of  H.  R.  9402.  y 

.  Section  1  (a).— This  section  amends  section  213  of  the  Budget  and  Account- 
ing  Act  of  1921  to  make  the  Bureau  of  the  Budget  responsible  for  developing 
comprehensive  reports  showing  the  financial  results  of  the  activities  of  the  depart¬ 
ments  and  establishments.  It  is  substantially  the  same  as  Hoover  Commission 
Budget  and  Accounting  Recommendation  No.  22,  except  that  it  excludes  the 
legislative  branch  and  the  Supreme  Court. 

The  Department  in  general  has  no  objections  to  this  provision.  It  is  our 
opinion  that,  under  present  accounting  systems,  the  financial  information  appar¬ 
ently  contemplated  in  the  bill  can  be  furnished  without  undue  difficulty  We 
assume  that  the  Director  of  the  Bureau  of  the  Budget,  in  prescribing  regulations 
for  the  preparation  of  the  reports,  would  take  into  consideration  the  kinds  of 
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accounting  and  program  data  available  and  appropriate  to  the  types  of  opera¬ 
tions  conducted.  Furthermore,  much  of  the  financial  information  of  the  type 
referred  to  in  the  bill  now  appears  in  the  annual  budget,  and  any  reporting  regu¬ 
lations  which  may  be  issued  upon  enactment  of  this  bill  should  be  drawn  so  as 
to  avoid  duplication  of  this  reported  information. 

In  view  of  the  existing  responsibilities  of  the  Treasury  Department  in  the 
area  of  central  financial  reports,  it  is  believed  the  bill  should  more  clearly  dis¬ 
tinguish  between  the  responsibilities  of  the  Treasury  and  the  Budget  Bureau  in 
order  to  avoid  all  possible  confusion  or  duplication,  particularly  in  their  rela¬ 
tionships  with  individual  agencies.  Section  114  of  the  Budget  and  Accounting 
Procedures  Act  of  1950  placed  in  the  Treasury  Department  the  primary  respon¬ 
sibility  for  overall  financial  reporting  on  the  Government’s  activities.  The  lan¬ 
guage  proposed  in  section  1  (a)  of  the  subject  bill  could  serve  to  generate  an 
overlapping  of  functions  and  a  duplication  in  reporting  requirements. 

Sections  1  ( b )  and  2  (b),  in  part.— Section  1  (b)  provides,  in  part,  for  the 
amendment  of  section  21G  of  the  Budget  and  Accounting  Act  of  1921  to  require 
the  use  of  cost-based  operating  budgets  by  all  departments  and  establishments 
(sec.  21(5  (a))  and  to  require  the  preparation  of  appropriation  requests  on  a 
cost  basis  (sec.  21(1  ( c ) ) .  Section  2  (b)  provides,  in  part,  for  the  amendment 
of  section  113  of  the  Budget  and  Accounting  Procedures  Act  of  1950,  to  require 
that  each  agency  maintain  its  accounts  on  an  accrual  basis.  These  changes  were 
proposed  in  Recommendations  Nos.  3,  6,  and  14  of  the  Hoover  Commission 
Report  on  Budget  and  Accounting. 

The  Department  is  opposed  to  the  blanket  application  of  these  requirements  to 
ail  agencies  in  all  instances.  The  Department  has  favored  the  development  and 
application  of  cost  budgeting  and  accrual  accounting  in  program  areas  where 
these  concepts  can  be  used  in  a  meaningful  and  beneficial  manner.  We  are  not 
convinced,  however,  that  these  principles  could  or  should  be  extended  to  all 
activities. 

In  this  Department,  the  cost  and  accrual  concepts  are  genuinely  applicable 
only  in  rare  instances,  principally  businesstype  activities,  where  these  concepts 
are  now  being  used  to  the  extent  possible.  However,  in  the  great  majority  of 
our  activities,  the  cost  of  providing  public  services  is  virtually  synonymous  with 
the  obligations  for  such  services  and  there  would  be  scant  justification  for 
incurring  the  expenses  of  converting  to  the  cost  basis  for  budget  presentation, 
and  the  accrued  expenditure  basis  for  accounting,  where  the  differences  from 
obligations  would  be  so  slight — particularly  since  it  will  be  necessary,  in  any 
event,  to  continue  to  maintain  controls  and  accounts  on  an  obligation  basis. 

In  any  evaluation  of  the  merits  of  budgeting  for  accrued  expenditures,  com¬ 
pared  with  budgeting  for  obligations,  the  real  issue  to  be  considered  is  whether 
the  one  offers  a  superior  method  of  Congressional  or  administrative  control. 
Payments  are  made,  and  accrued  expenditures  are  incurred,  as  a  consequence 
of  obligations  made  by  Government  agencies.  It  is  the  authority  to  make  firm 
obligations  against  the  Government  which  gives  rise  to  the  expenditure  of  Gov¬ 
ernment  funds  and  controls  the  level  of  such  expenditures.  Traditionally,  the 
authority  to  obligate  has  served  as  the  control  on  the  part  of  the  Congress. 
If  Congress  is  to  control  Federal  expenditures  effectively,  it  must  continue  to 
provide  and  control  obligating  authority,  through  the  use  of  contract  authoriza¬ 
tions  or  some  similar  means. 

As  the  initial  step  in  the  expenditure  process,  obligations  incurred  commends 
itself  as  an  effective  control  point.  Both  Congress  and  the  administrators  of 
programs  can  control  obligations.  Goods  and  services  received  in  a  given  fiscal 
year  cannot  be  as  effectively  controlled  by  those  charged  with  the  responsibility 
for  a  program.  The  goods  and  services  actually  received  might  depend  on 
numerous  factors  which  cannot  be  estimated  or  controlled. 

The  orderly  prosecution  of  an  authorized  program  could  well  be  hampered  by 
a  limitation  on  the  amount  of  goods  and  services  which  could  be  received  in 
pursuance  of  obligations  properly  incurred. 

In  summary,  the  Department  believes  that  if  cost-based  budgeting  and  accrued- 
expenditure  accounting  are  to  be  written  into  law,  it  would  be  most  desirable 
to  do  so  on  a  permissive  basis.  This  could  stimulate  the  use  of  these  techniques 
in  areas  where  they  have  positive  value,  such  as  businesstype  activities  and 
long  lead-time  construction  programs,  while  avoiding  the  problems  involved  in 
applying  them  in  areas  where  they  would  not  be  genuinely  beneficial. 

Section  1  (b). — The  remainder  of  this  section  would  further  amend  section 
216  of  the  Budget  and  Accounting  Act  of  1921  to  require  internal  quarterly  per¬ 
formance  reports  to  the  heads  of  departments  and  establishments,  annual  agency 
reports  on  the  conduct  of  operations  to  the  Bureau  of  the  Budget,  and  an  annual 
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report  from  the  Bureau  of  the  Budget  to  the  President  on  the  performance  of 
all  departments  and  establishments  (sec.  216  (b)).  It  would  also  require  that 
the  budget  contain  data  on  program  costs  and  accomplishments  and  a  review  of 
performance  by  organizational  units,  when  these  do  not  coincide  with  perform¬ 
ance  budget  classifications  (sec.  216  (d)).  These  provisions  were  contained  in 
Recommendations  Nos.  2,  3,  and  4  of  the  Hoover  Commission’s  Budget  and 
Accounting  Report. 

The  Department  favors  the  objective  implicit  in  section  216  (b),  but  feels  that 
it  can  be  accomplished  within  existing  laws.  We  strongly  believe  that  over¬ 
elaborate  reports  should  be  avoided.  To  be  most  useful,  reports  should  be  con¬ 
cise  and  be  directed  toward  showing  the  existence  of  effective  management  im¬ 
provement  plans  and  performance.  Reporting  requirements  should  be  kept  flexi¬ 
ble  and  unnecessary  duplication  with  reports  required  by  other  central  staff 
agencies  should  be  avoided. 

The  Department  favors  the  objectives  contemplated  in  section  216  (d),  but 
feels  that  they  can  be  achieved  under  present  legislation. 

Section  1  (c). — This  portion  of  the  bill  adds  a  new  section  to  title  II  of  the 
Budget  and  Accounting  Act  of  1921.  It  calls  for  the  placement  of  Bureau  of 
the  Budget  employees  in  the  major  departments  and  establishments  on  a  2-year 
rotating  basis  and  is  directed  toward  partial  implementation  of  the  first  Hoover 
Commission  recommendation  on  budget  and  accounting. 

This  section  of  the  bill  involves  the  important  area  of  Bureau  of  the  Budget- 
agency  relationships  in  the  preparation  of  the  budget  estimates.  The  deter¬ 
mination  of  budget  estimates  is  one  of  the  primary  responsibilities  of  a  depart¬ 
ment  head.  This  responsibility  might  possibly  be  impaired  by  the  presence  in 
the  process  of  that  determination,  of  a  representative  of  the  agency  which  will 
later  review  these  estimates. 

The  Department  has  found  the  existing  cooperative  relationships  with  the 
Bureau  of  the  Budget  highly  satisfactory.  It  is  advantageous  to  be  able  to 
consult  directly  with  Bureau  personnel  on  presidential  policy  with  respect  to 
budget  and  other  matters.  This  service  might  be  impaired,  to  the  extent  that 
the  Bureau  representatives  assigned  to  agencies  could  lose  touch  with  current 
Bureau  procedures  and  policy.  The  enactment  of  legislation  in  this  area  would 
have  an  undesirable  effect  on  the  existing  cooperative  relationships  and  intro¬ 
duce  difficulties  into  a  system  that  is  now  functioning  smoothly. 

Section  2  (a). — This  amendment  to  section  104  of  the  Budget  and  Accounting 
Procedures  Act  of  1950  requires  the  departments  to  work  toward  maximum  pos¬ 
sible  consistency  in  organizational  structure,  budget  classifications,  and  account¬ 
ing  systems.  It  covers  Hoover  Commission  Budget  and  Accounting  Recommenda¬ 
tion  No.  5. 

The  Department  favors  the  objectives  of  this  section,  but  feels  that  they  are 
being  achieved  under  existing  laws.  Significant  progress  is  being  made,  along 
established  lines,  to  achieve  the  consistency  contemplated  in  the  bill,  to  the 
extent  that  it  is  feasible.  It  should  be  recognized  that  complete  consistency 
cannot  be  achieved  in  all  cases  and  that  the  budget  structure,  organizational 
arrangements,  and  accounting  systems  for  each  agency  should  be  designed  to  meet 
its  particular  circumstances.  In  this  Department,  with  its  complex  programs 
and  widespread  field  activities,  an  attempt  at  complete  consistency  would  some¬ 
times  require  unwieldy,  complicated,  and  costly  adjustments.  It  would  also 
deprive  administrators  of  essential  flexibility  in  operating  programs. 

Section  2  (6). — The  remainder  of  this  section  provides  for  the  amendment  of 
section  113  of  the  Budget  and  Accounting  Procedures  Act  of  1950,  to  require  that 
agency  accounting  systems  include  adequate  monetary  property  accounting 
records.  This  provision  is  contained  in  Recommendation  No.  16  of  the  Hoover 
Commission  Report  on  Budget  and  Accounting. 

The  Department  favors  the  objectives  of  this  section,  but  feels  that  additional 
legislation  is  unnecessary.  We  now  require  that  accounting  records  be  main¬ 
tained  for  personal  property.  Regulations  are  now  being  formulated  for  the 
installation  and  maintenance  of  proper  monetary  real  property  records,  which 
will  be  made  an  integral  part  of  the  agency  accounting  system  when  completed. 

Section  2  (c). — This  portion  of  the  bill  would  add  two  new  sections  to  the 
Budget  and  Accounting  Procedures  Act  of  1950.  The  first  would  provide  for  a 
staff  office  of  accounting  in  the  Bureau  of  the  Budget,  headed  by  an  assistant 
director  for  accounting,  who  would  be  appointed  by  the  President  (sec.  120). 
The  second  would  authorize  and  direct  the  head  of  each  agency  to  appoint  a 
comptroller  (sec.  121).  These  changes  were  suggested  in  recommendations 
Nos.  10  and  11  of  the  Hoover  Commission  Report  on  Budget  and  Accounting. 
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The  Department  is  in  general  agreement  with  the  objective  of  strengthening 
accounting  and  budgeting  in  the  Government,  but  we  believe  that  this  can  be 
accomplished  without  legislation  specifically  requiring  the  appointment  of  an 
assistant  director  of  the  Bureau  of  the  Budget  for  accounting  and  the  establish¬ 
ment  of  a  “comptroller”  in  each  agency. 

The  first  of  these  provisions  would  place  in  the  Bureau  of  the  Budget  a  staft 
comparable  to  the  Accounting  Systems  Division  of  the  General  Accounting  Office. 
The  Department  strongly  believes  that  accounting  leadership  should  be  fixed  in 
one  central  agency  and  not  divided  between  two  such  agencies.  We  endorse  and 
actively  participate  in  the  joint  program  to  improve  accounting  in  the  Federal 
Government,  sponsored  by  the  Bureau  of  the  Budget,  General  Accounting  Of¬ 
fice,  and  the  Treasury  Department.  At  present,  the  accounting  systems  division 
of  GAO  is  actively  assisting  agencies  in  accounting  systems  work  and  the  sig¬ 
nificant  progress  that  has  been  made  in  such  work  is  largely  attributable  to  the 
effectiveness  of  that  group.  Since  working  relationships  with  this  group  have 
been  most  satisfactory,  it  is  believed  that  continuation  on  the  present  basis 
is  desirable.  The  division  of  direction  in  this  field  could  result  in  confusion 
and  jurisdictional  problems  which  would  impede  continued  progress. 

The  Department  is  in  complete  agreement  with  the  objectives  of  the  second 
provision— namely,  that  the  duties  and  responsibilities  specifically  enumerated 
in  this  section  of  the  bill  should  be  assigned  to  a  single  individual  who  occupies 
an  organizational  position  that  will  insure  that  they  receive  prompt  attention. 
We  believe  that  the  Department  is  now  achieving  the  objectives  of  this  provision. 
The  director  of  finance  and  budget  officer  in  the  Department  is  responsible  for 
all  matters  relating  to  the  administration  of  the  Department’s  financial  affairs. 
We  do  not  believe  that  it  is  necessary  to  identify  the  position  as  “comptroller, 
in  order  to  accomplish  the  desired  results. 

Section  3.— This  section  would  establish  new  basic  legislation  in  the  area  ot 
budgeting  and  accounting.  It  establishes  the  intent  of  Congress  that  the  Gov¬ 
ernment’s  allotment  system  should  be  simplified,  with  the  objective  ol  establish¬ 
ing  a  single  allotment  for  each  operating  unit  in  an  agency.  It  would  implement 
Hoover  Commission  recommendation  No.  13  on  budget  and  accounting. 

The  Department  favors  the  objective  of  this  provision,  but  feels  that  it  can  be 
accomplished  under  existing  legislation.  It  is  the  continuing  policy  ot  the  De¬ 
partment  to  simplify  the  allotment  pattern  to  the  maximum  practical  extent. 

Section  1,. — This  portion  of  the  bill  would  provide  new  legislation  prescribing 
the  use  of  a  single  account  for  the  liquidation  of  valid  obligations  undei  eat  1 
appropriation  or  fund  in  the  respective  executive  agencies.  It  expresses  directly 
Hoover  Commission  recommendation  No.  17  on  budget  and  accounting. 

The  Department  is  in  favor  of  the  objectives  of  this  provision,  which  has 
also  been  included  in  separate  legislation,  designated  as  H.  R.  9.>93  and  b.  33b- 
This  separate  legislation  would  provide  for  desirable  simplification  in  the  main¬ 
tenance  of  appropriation  accounts  and  would  also  carry  out  Hoover  Commission 
recommendation  No.  18  on  budget  and  accounting,  which  is  not  covered  by 
H.  R.  9402.  In  addition,  H.  R.  9593  and  S.  3362  include  a  minor  but  desirable 
deviation  from  the  Hoover  Commission  proposal,  by  requiring  that  all  prior  yeai 
accounts  under  a  single  appropriation  would  be  merged  into  one  account,  but  kept 
separate  from  the  current  appropriation.  . 

In  the  light  of  these  considerations,  this  Department  concurs  with  the  Budget 
Bureau  recommendation  to  you  in  its  letter  of  March  20,  1956,  that  section  4  o 
H  R.  9402  be  deleted  in  favor  of  H.  R.  9593  and  S.  3362. 

Section  5.— This  final  section  of  the  bill  also  proposes  new  basic  legislation. 
It  would  require  the  Comptroller  General  and  the  Director  of  the  Bureau  ot  the 
Budget  to  make  joint  studies  of:  (a)  Steps  to  eliminate  duplicate  accounting 
within  the  Treasury  Department  and  between  that  Department  and  other  agen¬ 
cies ;  and  (b)  the  adequacy  of  internal  auditing  in  executive  departments  and 
agencies.  This  section  would  implement  recommendation  Ao.  -0  and  —>  or  tne 
Hoover  Commission  Report  on  Budget  and  Accounting. 

The  Department  favors  the  provision  concerning  the  study  of  duplicate  ac¬ 
counting.  However,  in  view  of  the  continuing  studies  by  the  General  Account¬ 
ing  Office  of  the  adequacy  of  agency  internal  audit  programs,  the  provision  con¬ 
cerning  this  subject  seems  to  be  unnecessary.  ....  , , 

The  Bureau  of  the  Budget  advises  that  there  is  no  objection  to  the  submissio 
of  this  report. 

Sinceiely  \ouis,  True  D.  Morse,  Acting  Secretary. 
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Exhibit  H 

Department  of  State, 
Washington,  May  5,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 

Dear  Mr.  Dawson  :  In  accordance  with  your  request  of  February  21,  1956, 
which  was  acknowledged  on  February  23,  the  Department  of  State  submits 
herewith  a  report  and  comments  on  H.  R.  9402,  “To  improve  governmental 
budgeting  and  accounting  methods  and  procedures,  and  for  other  purposes.” 
The  bill  proposes  to  amend  the  Budget  and  Accounting  Act  of  1921,  as  amended, 
and  the  Budget  and  Accounting  Procedures  Act  of  1950  so  as  to  implement 
certain  recommendations  of  the  Commission  on  Organization  of  the  Executive 
Branch  of  the  Government  contained  in  its  report  to  the  Congress  in  June  1955 
on  budget  and  accounting. 

Section  1  (a)  of  H.  R.  9402  would  require  the  Director  of  the  Bureau  of  the 
Budget  to  prepare  comprehensive  reports  showing  the  financial  results  of  the 
activities  of  departments  and  establishments  of  the  Government.  It  is  noted 
that  section  114  of  the  Budget  and  Accounting  Act  of  1950  provides  “The  Secre¬ 
tary  of  the  Treasury  shall  prepare  such  reports  for  the  information  of  the  Presi¬ 
dent,  the  Congress  and  the  public  as  will  present  the  results  of  the  financial  opera¬ 
tions  of  the  Government”  and  requires  executive  agencies  to  furnish  the  Secre¬ 
tary  of  the  Treasury  such  reports  and  information  relating  to  financial  condi¬ 
tion  and  operations  as  may  be  required.  It  appears  that  this  law  provides 
adequate  authority  and  fixes  responsibility  for  the  preparation  of  comprehen¬ 
sive  reports  with  respect  to  the  financial  results  of  Government  activities.  Fur¬ 
ther,  passage  of  the  proposed  bill  in  incorporating  section  1  (a)  would  appear 
to  create  a  duplication  of  responsibility  between  the  Treasury  and  the  Bureau 
of  the  Budget  for  the  same  function. 

Section  1  (b)  of  the  bill  would  require  all  agencies  to  prepare  and  administer 
their  budgets  on  a  “cost”  basis  rather  than  on  the  basis  of  obligations  incurred. 
The  Department  feels  that  the  comments  on  this  subject  contained  in  the  June 
1955  report  of  the  Commission  are  most  applicable  to  business-type  operations 
of  the  Government,  and  that  the  related  recommendations  of  the  Commission 
are  adaptable  less  readily  to  programs  of  the  type  found  in  this  Department. 
In  activities  of  the  sort  which  are  characteristic  of  the  Department  of  State, 
it  is  believed  care  should  be  exercised  to  make  certain  that  increased  accounting 
costs  are  not  incurred  without  a  commensurate  increase  in  the  effectiveness  of 
the  management  of  the  program.  The  requirements  of  current  Budget-Treasury 
regulations  are  such  that  obligations  and  accrued  expenditures  are  virtually 
identical  for  all  objects  of  expenditure  except  office  supplies,  materials,  and 
equipment,  which  represent  a  very  small  percentage  of  the  expenditures  made 
by  the  Department.  The  additional  cost  of  pricing  and  distributing  withdrawals 
from  inventory  and  depreciation  on  equipment  and  other  property  would  appear 
to  be  excessive  in  light  of  the  extremely  small  adjustments  they  would  introduce. 
In  the  absence  of  substantial  fluctuations  in  inventory  level  of  office  supplies, 
and  in  replacement  schedules  on  equipment,  obligation  amounts  do  not  differ 
materially  at  the  appropriation  level  from  accrued  expenditures. 

In  connection  with  this  section  of  the  bill,  the  Department  invites  the  attention 
of  the  committee  to  the  dissents  of  Commissioners  Brown,  Farley,  and  Holifield  as 
set  forth  in  the  Commission’s  report. 

Section  1  (b)  of  H.  R.  9402  provides  also  for  a  system  of  performance  report¬ 
ing.  The  Commission  noted  in  its  report  that  the  current  problem  is  not  a  result 
of  lack  of  legal  authority,  which  was  granted  in  the  Budget  and  Accounting 
Procedures  Act  of  1950,  but,  rather,  technical  difficulties  in  implementing  the 
authority.  It  is  believed,  therefore,  that  further  elaboration  of  the  existing  law 
may  not  be  requisite  to  a  solution  of  the  problem.  The  Department  has  been 
working  closely  with  the  Bureau  of  the  Budget  to  improve  its  owrn  statements  of 
program  and  performance  which  appear  in  the  published  budget. 

Section  1  (e)  of  the  bill  would  require  the  Director  of  the  Bureau  of  the 
Budget  to  assign  personnel  to  the  principal  departments  and  establishments  of  the 
Government  for  the  purpose  of  maintaining  a  continuous  review  of  budget 
preparation  and  administration,  would  establish  the  qualifications  of  such  per¬ 
sonnel,  and  would  limit  their  tours  of  duty  to  2  years.  The  Department  feels 
that  working  relationships  with  the  Bureau  of  the  Budget  have  been  satisfactory. 
In  the  present  circumstances,  the  Department  can  benefit  from  the  comments  and 
suggestions  of  a  larger  cross-section  of  the  Bureau  staff  than  might  be  available 
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under  a  continuous  on-site  review  by  a  more  limited  staff.  On  several  occasions, 
cooperative  arrangements  resulted  in  the  Director  of  the  Bureau  assigning  mem¬ 
bers  of  his  staff  to  the  Department  on  a  limited  basis,  and  it  is  believed  that  the 
purposes  of  the  on-site  review  can  be  served  best  by  such  periodic  visits.  Limiting 
the  assignment  of  an  individual  to  any  department  to  2  years  would  result  in  a 
continuing  apprenticeship  and  the  loss  of  valuable  training  by  frequent  reassign¬ 
ment  to  differing  programs.  It  is  believed  that  the  present  arrangement  furthers 
mutual  understanding  and  appreciation  of  the  complex  forces  and  factors  under¬ 
lying  the  Department’s  budget  presentations,  and  provides  a  means  for  exchange 
of  views  on  management  problems. 

Section  2  (a)  of  H.  R.  9402  would  require  each  executive  agency  to  take  action 
to  achieve  consistency,  insofar  as  possible,  in  its  organizational  structure,  budget 
classifications,  and  accounting  systems.  As  in  the  case  of  section  1  (b),  the 
Department  believes  that  adequate  legal  authority  exists  to  accomplish  this  pur¬ 
pose  ;  at  present  the  Department’s  budget  is  based  on  functions,  activities,  and 
projects  to  the  extent  that  it  is  deemed  feasible,  considering  the  nature  of  the 
Department’s  responsibilities  and  the  size  and  organization  of  its  operations. 
The  relationships  between  the  Department’s  organization  structure  and  its  fiscal 
system  are  under  continuous  review. 

Section  2  (b)  would  require  the  maintenance  of  accounts  on  an  accrual  basis, 
and  the  inclusion  of  monetary  property  accounting  records  as  an  integral  part 
of  the  accounting  system.  The  comments  on  section  1  (b)  set  forth  above  apply 
likewise  to  the  proposal  to  maintain  all  Government  accounting  records  on  an 
accrued  basis.  The  Department  is  of  the  opinion  that  monetary  property 
accounting  is  significant  in  the  operation  of  an  accrual  accounting  system ;  how¬ 
ever,  it  is  believed  that  the  activities  of  this  Department  do  not  lend  themselves 
readily  to  accrual  accounting  on  an  economical  basis.  The  Department  is  in 
favor  of  property  accounting  in  terms  of  items  and  believes  that  the  present  rec¬ 
ords  which  are  maintained  in  this  manner  are  adequate. 

Section  2  (c)  of  H.  Ii.  9402  proposes  to  establish  in  the  Bureau  of  the  Budget 
a  staff  office  of  accounting,  headed  by  an  assistant  director  for  accounting,  who 
would : 

(1)  Develop  and  promulgate  an  overall  plan  for  accounting  and  reporting 
by  executive  agencies; 

(2)  Expedite,  guide,  and  assist  in  the  introduction  of  modern  accounting 
methods ; 

(3)  Set  schedules  for  the  performance  of  the  functions  of  executive 
agencies ; 

(4)  Stimulate  the  building  of  competent  accounting  and  auditing  organi¬ 
zations,  and  assist  actively  in  the  selection,  training,  and  retention  of  capable 
personnel ;  and 

(5)  Report  periodically  with  respect  to  the  status  of  accounting  in  each 
of  the  executive  agencies. 

The  Department  endorses  the  principle  set  by  the  Congress  in  enacting  the 
Budget  and  Accounting  Procedures  Act  of  1950,  which  placed  on  the  head  of 
each  agency  the  responsibility  for  developing  an  accounting  system  respondent 
to  the  needs  of  his  agency.  This  principle  is  meritorious  in  that  it  recognizes 
that  each  executive  agency  is  dealing  with  its  own  unique  functions,  and  that 
economical  and  efficient  management  requires  the  tailoring  of  organization  and 
administration  to  meet  the  requirements  of  each  singular  situation.  The  De¬ 
partment  feels  that  the  proposed  centralization  of  control  of  fiscal  methods 
and  procedure  would  impinge  upon  the  responsibilities  of  the  Departments  and 
agencies,  and  would  tend  to  overemphasize  uniformity  in  methods.  While 
believing  that  accounting  uniformity  is  necessary  and  desirable  to  a  certain  ex¬ 
tent,  the  Department  does  not  agree  that  uniformity  alone  is  a  sound  basis  for 
adopting  procedure  which  does  not  further  the  efficiency  or  economy  of  its 
operations. 

Under  existing  provisions  of  law,  the  Comptroller  General  cooperates  with 
executive  agencies  in  the  development  of  their  accounting  systems,  and  has 
organized  facilities  for  providing  advice  and  assistance  in  this  field.  Further, 
he  is  required  to  review  accounting  systems  of  the  executive  agencies,  and  re¬ 
port  his  findings  to  the  Congress  as  well  as  to  the  heads  of  agencies,  the  Bu¬ 
reau  of  the  Budget,  and  the  Treasury  Department.  It  would  appear  that  the 
proposed  section  2  (c)  of  H.  R.  9402  contemplates  duplicating  these  functions  in 
the  Bureau  of  the  Budget.  In  these  circumstances  an  executive  agency  would 
be  uncertain  as  to  whether  the  views  of  the  Bureau  of  the  Budget  or  the  views 
of  the  General  Accounting  Office  should  prevail  in  the  event  of  differences. 
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The  proposed  bill  requires  the  assistant  director  for  accounting  “(3)  to  set 
reasonable  and  definite  schedules  for  the  performance  of  the  functions”  of  ex¬ 
ecutive  agencies,  “and  to  watch  and  report  on  their  progress.”  While  the 
present  wording  would  encompass  program  functions  as  well  as  administrative, 
it  is  assumed  the  intent  is  to  limit  his  responsibilities  to  his  area  of  competence ; 
namely,  to  the  accounting  functions  of  the  executive  agencies. 

The  provision  that  the  assistant  director  for  accounting  would  “assist  actively 
in  the  selection,  training,  and  retention  of  capable  personnel”  would  appear  in¬ 
advisable  from  the  viewpoint  of  organizational  responsibility. 

Section  2  (c)  also  would  authorize  and  direct  the  head  of  each  executive 
agency  to  appoint  a  comptroller  responsible  directly  to  him.  The  desirability 
of  this  type  of  organization  has  been  recognized,  and  recently  the  comptroller 
function  has  been  established  in  the  Department  of  State.  However,  the  Depart¬ 
ment’s  concept  of  this  function  is  broader  than  that  contemplated  by  H.  R.  9402, 
and  it  is  believed  that  the  present  responsibilities  of  the  Department’s  controller 
permit  a  more  active  role  in  agency  management. 

With  regard  to  section  3  of  the  proposed  bill,  the  Department  in  the  past 
several  years  has  simplified  its  allotment  structure  but  has  not  found  it  possible 
under  all  appropriations  to  finance  each  operating  unit  from  a  single  allotment. 

The  Department  endorses  the  provisions  of  section  4  of  H.  R.  9402  as  being  in 
the  interest  of  simplification.  However,  while  the  Department  adheres  to  the 
precepts  of  section  1311,  Public  Law  063,  it  should  be  recognized  that  there  will 
always  be  necessity  for  adjustments  upward  or  downward  in  the  unliquidated 
obligations  of  record. 

The  Department  has  been  informed  by  the  Bureau  of  the  Budget  that  there 
is  no  objection  to  the  submission  of  this  report. 

Sincerely  yours, 


Robert  C.  Hill, 
Assistant  Secretary 
(For  the  Acting  Secretary  of  State). 


Exhibit  I 

Executive  Office  of  the  President, 

Bureau  of  the  Budget, 
Washington,  D.  C.,  March  19, 1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  This  is  in  reply  to  your  letters  of  July  11  and  July 
15,  1955.  requesting  the  views  of  the  Bureau  of  the  Budget  on  H.  R.  7209  and 
H.  R.  7338,  respectively,  bills  “To  provide  for  improving  accounting  methods  in 
the  executive  branch  of  tiie  Government,  and  for  other  purposes.” 

Both  of  these  bills  would  amend  the  Budget  and  Accounting  Procedures  Act 
of  1950.  They  are  identical  except  that  H.  R.  7209  sets  forth  the  amount  of 
compensation  to  be  paid  the  incumbents  of  the  positions  established  by  the 
bill,  while  H.  R.  7338  does  not  specify  a  given  amount.  Each  of  these' bills, 
however,  would  establish  a  staff  office  of  accounting  in  the  Bureau  of  the 
Budget,  headed  by  an  assistant  director  for  accounting,  who  would  be  appointed 
by  the  President  subject  to  confirmation  by  the  Senate  and  assigned  specific 
duties;  and  would  authorize  and  direct  the  head  of  each  executive  agency  to 
provide  for  the  appointment  of  a  comptroller,  who  would  be  assigned  specific 
functions  and  duties. 

These  bills  are  evidently  intended  to  carry  out  Recommendation  Nos.  10  and 
11  in  the  report  on  Budget  and  Accounting  of  the  Commission  on  Organization 
of  the  Executive  Branch.  In  that  regard  it  is  not  our  understanding  that  the 
Commission  necessarily  intended  that  those  recommendations  should  be  carried 
out  through  legislation,  but  rather,  that  they  are  proposals  directed  to  the 
responsible  heads  of  the  executive  agencies  involved.  It  should  be  understood, 
therefore,  that  our  comments  which  are  set  out  below  are  directed  to  the  use 
of  legislation  to  carry  out  these  proposals  rather  than  to  the  implementation  of 
the  recommendations  themselves. 

The  proposed  legislation  would  prescribe  by  law  the  internal  organization 
and  functions  for  financial  management  in  the  executive  agencies.  This  conflicts 
with  the  principle  of  flexibility  reflected  in  organizational  proposals  of  the  first 
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Hoover  Commission.  The  Congress  subsequently  endorsed  this  principle  in  the 
legislative  enactment  of  those  proposals,  which  generally  placed  responsibility 
for  agency  functions  in  the  agency  head  rather  than  in  subordinate  officials. 
This  allows  agency  heads  flexibility  in  the  assignment  of  functions  and  specific 
duties  in  such  a  way  as  to  provide  the  most  practicable  aud  efficient  operation. 
These  bills  would  run  counter  to  this  principle,  and  we  believe  that  it  would  be 
undesirable  to  impose  by  law  a  rigid  organization  pattern  on  the  agencies  and 
require  specific  assignments  of  duties. 

Additionally,  the  provisions  in  these  bills  for  appointment  of  the  assistant 
director  for  accounting  in  the  Bureau  of  the  Budget  are  not  consistent  with  the 
method  of  appointing  existing  assistant  directors.  Such  appointments  are  now 
made  by  the  Director  of  the  Bureau  of  the  Budget,  and  we  consider  that  to  be 


the  appropriate  method. 

In  view  of  these  facts, 
two  bills. 

Sincerely  yours, 


this  office  recommends  against  enactment  of  these 


Rowland  Hughes,  Director. 


Exhibit  J 

Comptroller  General  of  the  United  States, 

Washington,  November  10, 1955. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 

Dear  Mu.  Chairman:  Reference  is  made  to  your  letter  of  July  11,  1955, 
acknowledged  on  July  12,  enclosing  a  copy  of  H.  R.  7209,  84th  Congress,  request¬ 
ing  our  views  and  recommendations  thereon.  We  also  have  your  letter  dated 
July  15,  1955,  in  reference  to  H.  R.  7338  which  was  acknowledged  on  July  20, 
1955.  These  bills  are  identical  except  the  latter  leaves  blank  the  rate  of  com¬ 
pensation  proposed  for  the  statutory  positions  provided  for  therein. 

Our  letter  of  October  26,  1955,  in  response  to  your  request  of  August  18,  1955, 
set  forth  our  views  in  some  detail  on  each  of  the  recommendations  contained  in 
the  budget  and  accounting  report  of  the  Hoover  Commission  and,  accordingly, 
we  shall  not  repeat  the  background  portion  of  our  comments  in  this  letter. 

This  legislation  is  designed  to  implement  Recommendations  Nos.  10,  11  and  12 
of  the  budget  and  accounting  report  of  the  Commission  on  Organization  of  the 
Executive  Branch  of  the  Government.  Section  120  provides  for  a  staff  office  of 
accounting  in  the  Bureau  of  the  Budget  and  defines  the  duties  of  such  office. 
The  purpose  of  this  section  is  to  provide  a  central  authority  which  would  have 
the  responsibility  for  expediting  the  accomplishment  of  improved  accounting 
throughout  the  executive  branch.  This  would  be  in  addition  to  the  responsibili¬ 
ties  assigned  to  the  heads  of  executive  agencies  in  section  113  (a)  of  the  Budget 
and  Accounting  Procedures  Act  of  1950.  The  definition  of  duties  recognizes  and 
is  not  inconsistent  with  the  responsibility  of  the  Comptroller  General  of  the 
United  Slates  to  prescribe  principles,  standards,  and  related  requirements  pur¬ 
suant  to  section  112  (a)  of  the  Budget  and  Accounting  Procedures  Act  of  1950 
and,  if  appropriately  carried  out,  need  not  detract  from  the  effectiveness  of  the 
current  cooperative  working  arrangements  between  the  General  Accounting  Office 
and  the  executive  agencies  for  systems  developments. 

It  is  our  view  that  primary  reliance  must,  of  necessity,  continue  to  be  placed 
upon  the  head  of  each  executive  agency  because  of  the  fact  that  accounting  is  an 
integral  part  of  total  management  responsibility  and  any  effort  to  obtain  improve¬ 
ments  must  have  the  full  support  of  management  to  be  successful.  However,  the 
objective  of  the  proposed  legislation,  namely,  placing  added  emphasis  on  getting 
the  job  done  Government-wide,  could  be  very  helpful  in  expediting  progress  and 
need  in  no  way  be  deemed  inconsistent  with  the  joint  accounting  improv  ement 
program  carried  on  jointly  by  the  Secretary  of  the  Treasury,  Director  of  the 
Bureau  of  the  Budget,  and  the  Comptroller  General  of  the  United  States  for 
several  years. 

We  do  not  believe  that  specific  legislation  is  required  in  order  for  the  Bureau 
of  the  Budget  to  undertake  action  of  the  character  provided  for  in  the  legisla¬ 
tion  Moreover,  we  question  the  desirability  of  specifically  providing  for  an 
organizational  unit  and  for  the  position  of  assistant  director  for  accounting  by 
statute.  It  is  our  observation  that  such  statutes  are  likely  to  become  outmoded 
when  organizational  provisions  are  included  therein. 
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Section  121  provides  for  comptrollers  in  each  executive  agency.  Here,  again, 
we  do  not  believe  that  legislation  is  required.  Because  of  the  wide  divergence 
in  size,  functions  and  existing  organizational  patterns  in  the  many  executive 
agencies,  we  believe  it  would  be  preferable  for  the  statute  to  omit  or,  in  any 
event,  be  less  specific  as  to  the  title  and  compensation  of  the  official  to  whom 
the  head  of  the  agency  would  assign  the  functions  and  duties  described  if  legis¬ 
lation  is  deemed  desirable. 

Sincerely  yours, 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 


Exhibit  K 


Treasury  Department,  March  21,  1956. 


Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 
House  Office  Building,  Washington,  D.  C. 


My  Dear  Mr.  Chairman  :  Reference  is  made  to  your  letter  of  July  15,  request¬ 
ing  the  views  of  the  Treasury  Department  on  H.  It.  7338,  a  bill  “to  provide  for 
improving  accounting  methods  in  the  executive  branch  of  the  Government,  and 
for  other  purposes.” 

The  bill  would  carry  into  effect  Recommendations  Nos.  10,  11,  and  12  con¬ 
tained  in  the  report  on  budget  and  accounting,  dated  June  1955,  made  by  the 
Commission  on  Organization  of  the  Executive  Branch  of  the  Government  to  the 
Congress.  These  recommendations  are  to  the  effect  that  the  Bureau  of  the 
Budget  should  take  over  leadership  and  responsibility  for  improving  the  Govern¬ 
ment’s  accounting  and  financial  reporting  and  that  the  controllership  function, 
as  recognized  in  business,  should  be  established  in  each  major  department  or 


agency. 

The  Treasury  Department,  in  recent  years,  has  been  a  partner  of  the  Bureau 
of  the  Budget  and  the  General  Accounting  Office  in  conducting  a  joint  program 
to  improve  accounting  and  reporting  in  the  Federal  Government  as  provided 
for  in  the  Budget  and  Accounting  Procedures  Act  of  1950  (64  Stat.  832).  Hence, 
the  Department  is  in  complete  accord  with  the  end  purpose  of  the  bill  to  give 
tiie  Government  the  best  possible  accounting  and  reporting  at  the  least  possible 
cost.  There  is  some  question,  however,  whether  the  bill  in  its  present  form  will 
further  this  objective.  Comments  on  the  provisions  of  the  bill  are  furnished 
in  the  attached  memorandum. 

The  Department  has  been  advised  by  the  Bureau  of  the  Budget  that  there 
is  no  objection  to  the  submission  of  this  report  to  your  committee. 

Very  truly  yours, 


(Signed)  W.  Randolph  Burgess, 

Acting  Secretary  of  the  Treasury. 


Comments  on  H.  R.  733S 

With  regard  to  section  120  of  the  bill,  it  appears  that  the  duties  to  be  imposed 
upon  the  assistant  director  for  accounting  (in  the  Bureau  of  the  Budget)  would 
overlap  the  present  statutory  duties  and  authority  of  the  Comptroller  General 
of  the  United  States  as  specified  in  the  Budget  and  Accounting  Act,  1921  (42 
Stat.  20),  Federal  Property  and  Administrative  Services  Act  of  1949  (  63  Stat. 
377),  Post  Office  Department  Financial  Control  Act  of  1950  (64  Stat.  460),  and 
Budget  and  Accounting  Procedures  Act  of  1950  (64  Stat.  832).  Moreover,  it 
is  possible  that  because  of  the  reference  to  reporting,  in  section  120,  the  statutory 
duties  of  the  Secretary  of  the  Treasury  regarding  financial  reporting  as  specified 
in  the  Budget  and  Accounting  Procedures  Act  of  1950  and  other  laws  might  be 
involved.  Enactment  of  the  bill  in  its  present  form,  without  clearing  up  these 
questions  regarding  a  statutory  realinement  of  authority  and  responsibilities, 
would  inevitably  lead  to  disputes  and  uncertainties  due  to  jurisdictional  conflicts, 
particularly  where  the  General  Accounting  Office  as  an  agent  of  the  Congress  is 
concerned.  It  is  believed  that  the  executive  departments  and  agencies  should 
not  be  placed  in  the  position  of  not  knowing  precisely  to  what  central  authority 
they  must  look  in  the  matter  of  accounting  and  reporting  requirements. 

In  addition  to  the  above  reservations,  the  Treasury  is  opposed  to  specific 
provisions  of  the  bill  as  follows : 
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(1)  A  division  of  accounting  control  responsibilities  between  the  Comp¬ 
troller  General  and  the  assistant  director  for  accounting  as  provided  in 
section  120  (b)  (1),  which  appears  to  violate  to  some  extent  the  generally 
accepted  principle  of  independent  audit  and  raises  the  question  as  to  who 
is  primarily  responsible  for  such  control  from  an  administrative  standpoint ; 

(2)  the  provision  in  section  120  (b)  (3)  which  requires  the  assistant 
director  for  accounting  to  set  schedules  for  performance  of  functions  in  the 
agencies  but  does  not  confine  the  functions  involved  to  accounting  and 
reporting ; 

(3)  the  provision  in  section  120  (b)  (4)  requiring  the  assistant  director 
for  accounting  to  assist  actively  in  the  selection,  training,  and  retention  of 
capable  personnel  in  the  agencies,  which  is  viewed  as  an  infringement  on 
the  responsibilities  of  the  agencies ;  and 

(4)  the  enactment  of  section  120  which  requires  the  head  of  each  agency 
to  provide  for  appointment  of  a  Comptroller  with  the  advice  of  the  assistant 
director  for  accounting  and  prescribes  the  functions  of  the  comptroller.  We 
do  not  believe  it  is  necessary  or  desirable  to  require  the  establishment  of  the 
position  of  comptroller  in  all  agencies  regardless  of  the  need  or  circumstances 
which  might  prevail  in  a  particular  agency.  Such  action  would  be  a  retro¬ 
gressive  step  from  the  progress  already  made  as  a  result  of  the  previous 
Hoover  Commission  recommendations  in  the  direction  of  making  heads  of 
agencies  responsible  for  proper  internal  organization  and  alinement  of  func¬ 
tions.  For  example,  Reorganization  Plan  No.  26  of  1950  places  such  respon¬ 
sibility  on  the  Secretary  of  the  Treasury.  Therefore,  if  the  position  of 
Comptroller  should  ever  be  considered  necessary  or  desirable,  legislation 
would  not  be  necessary  to  establish  the  position  and  functions.  The  proposed 
provisions  of  section  121  are  contrary  to  the  provisions  of  section  113  (a)  of 
the  Budget  and  Accounting  Procedures  Act  of  1950  which  places  responsi¬ 
bility  for  the  establishment  and  maintenance  of  systems  of  accounting  and 
internal  control  upon  the  heads  of  agencies. 


Exhibit  L 

The  Secretary  of  Commerce, 
Washington,  D.  G.,  March  29, 1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives, 

Washington,  D.  C. 

Dear  Mr.  Chairman  :  This  letter  is  in  reply  to  your  request  for  the  views  of 
this  Department  with  respect  to  H.  R.  7338  and  H.  R.  7209,  identical  bills  to 
provide  for  improving  accounting  methods  in  the  executive  branch  of  the  Gov¬ 
ernment,  and  for  other  purposes. 

These  bills  would  implement  recommendations  made  by  the  Commission  on 
Organization  of  the  Executive  Branch  in  its  report  on  budget  and  accounting 
procedures. 

This  Department  would  interpose  no  objection  to  enactment  of  either  of  these 
bills  if  amended  as  set  forth  below. 

At  present  overall  responsibility  for  the  development  of  approved  accounting 
systems  rests  with  the  Comptroller  General  and  is  carried  on  within  his  office 
by  the  accounting  systems  division.  The  bills  would  provide  for  the  establish¬ 
ment  of  a  similar  function  in  the  Bureau  of  the  Budget  of  the  executive  branch. 
It  is  not  clear,  however,  if  the  bill  would  provide  for  discontinuance  of  the  ac¬ 
counting  systems  division  of  the  General  Accounting  Office.  It  would  appear  that 
the  subject  bills  should  be  amended  to  provide  that  the  function  would  be  car¬ 
ried  on  only  at  the  Bureau  of  the  Budget. 

These  bills  would  establish  in  each  executive  agency  an  office  of  the  comp¬ 
troller  who  would  be  appointed  by  the  head  of  the  agency  with  the  advice  of 
the  assistant  director  for  accounting  established  in  the  Bureau  of  the  Budget. 
The  comptroller  would  be  responsible  for  accounting,  management,  and  budget 
functions  of  the  agency.  It  is  believed  that  the  head  of  the  executive  agency 
should  not  be  required  to  clear  such  appointments  with  the  Bureau  of  the  Bud¬ 
get  and,  in  any  event,  clearance  with  an  assistant  director  for  accounting  would 
tend  to  place  undue  emphasis  upon  the  accounting  portion  of  the  comptroller’s 
responsibilities. 
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The  bills  provide  for  an  assistant  director  for  accounting  in  the  Bureau  of  the 
Budget  to  be  appointed  by  the  President  and  with  the  advice  and  consent  of 
the  Senate.  At  present  the  Director  of  the  Bureau  of  the  Budget  is  appointed 
by  the  President  without  confirmation  by  the  Senate  and  there  appears  to  be 
no  reason  why  the  assistant  director  should  be  appointed  with  the  advice  and 
consent  of  the  Senate. 

Both  bills  would  provide  a  comptroller  “for  executive  agencies.”  It  is  sug¬ 
gested  that  this  language  be  amended  to  read  “each  executive  department  or 
independent  establishment  in  the  executive  branch  of  the  Government,  including 
any  wholly  owned  Government  corporation.”  The  revision  would  make  clear 
that  subordinate  bodies  within  a  Department  were  not  intended  to  be  covered 
by  the  language. 

It  is  not  believed  to  be  desirable  that  the  compensation  of  the  comptrollers 
of  all  independent  agencies  should  be  established  at  a  uniform  rate.  The  com¬ 
plexity  of  management,  budgeting,  and  accounting  varies  widely  from  agency 
to  agency.  It  would  appear  appropriate,  therefore,  to  provide  some  flexibility  in 
this  area,  although  the  position  of  comptroller  of  each  of  the  departments  would 
appear  to  warrant  the  grade  of  GS-15. 

It  also  appears  to  be  inappropriate  to  provide  that  the  comptroller  will  report 
directly  to  the  head  of  the  agency  since  many  of  the  departments  have  estab¬ 
lished  an  assistant  secretary  for  administration  who  would  appear  to  be  the 
most  appropriate  official  to  exercise  direct  supervision  of  the  comptroller. 

It  should  be  noted  that  this  bill  would  constitute  a  departure  from  the  prac¬ 
tice  of  placing  responsibility  in  the  head  of  the  agency  for  delegation  to  such 
officers  as  he  deems  appropriate.  Although  the  policy  of  centralizing  control  in 
the  head  of  the  agency  is  deemed  by  this  Department  to  be  extremely  desirable, 
we  would  interpose  no  objection  to  the  enactment  of  II.  R.  7338  or  H.  R.  7209, 
amended  as  set  forth  above,  if  the  Congress  believes  the  establishment  of  a  comp¬ 
troller  for  each  Department  and  independent  agency  to  be  desirable. 

We  have  been  advised  by  the  Bureau  of  the  Budget  that  it  would  interpose 
no  objection  to  the  submission  of  this  report  to  your  committee. 

Sincerely  yours, 


Sinclair  Weeks, 
Secretary  of  Commerce. 


Exhibit  M 

General  Services  Administration, 

Washington,  D.  C.,  March  29,  1956. 

Re  H.  R.  7209  and  II.  R.  7338. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

Ilouse  of  Representatives,  Washington,  D.  C. 

Dear  Mr.  Chairman:  Further  reference  is  made  to  your  letter  of  July  11  re¬ 
lating  to  H.  R.  7209  and  your  letter  of  July  15  relating  to  H.  R.  7338.  Each  of 
these  bills  bears  the  same  title,  “To  provide  for  improving  accounting  methods 
in  the  executive  branch  of  the  Government,  and  for  other  purposes,”  and  the 
comments  of  GSA  are  requested  thereon.  These  bills  are  identical  except  in  the 
minor  detail  that  H.  R.  7338  does  not  state -the  amount  of  compensation  to  be  paid 
to  the  assistant  director  for  accounting,  and  comptrollers  in  each  agency. 

These  bills  would  establish  a  staff  office  of  accounting  in  the  Bureau  of  the 
Budget.  Au  assistant  director  for  accounting  would  be  appointed  by  the  Presi¬ 
dent  whose  duties  would  consist  of  establishing  policy  for  accounting  and  re¬ 
porting  by  the  various  executive  agencies.  Such  assistant  director  would  assist 
in  introducing  modern  accounting  methods ;  set  definite  schedules  for  executive 
agencies ;  assist  actively  in  selecting,  training,  and  retaining  personnel ;  and  re¬ 
port  to  the  Director  of  the  Bureau  of  the  Budget. 

Further,  provision  is  made  for  the  head  of  each  executive  agency,  with  the 
advice  of  the  assistant  director  for  accounting,  to  appoint  a  comptroller  who 
would  be  directly  responsible  to  him.  Such  comptroller  in  each  agency  would 
work  closely  with  the  assistant  director  for  accounting  in  carrying  out  the  func¬ 
tions  of  such  director  as  set  out  hereinabove. 

It  appears  that  the  requirement  that  each  and  every  agency  head  must  seek 
“the  advice  of  the  assistant  director  for  accounting”  in  the  appointment  of  a 
comptroller,  is  too  restrictive.  Such  procedure  might  very  well  set  a  precedent 
that  would  require  executive  agency  heads  to  “seek  advice”  of  some  other  person 
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prior  to  the  appointment  of  any  ranking  official  whose  services  would  be  re¬ 
quired  to  perform  the  functions  of  the  agency. 

The  proposal  would  also  dilute  the  advantages  of  the  coordinating  role  en¬ 
joyed  by  the  Bureau  of  the  Budget,  since,  to  a  greater  extent  than  at  present, 
the  Bureau  would  be  brought  into  operations.  Further,  it  would  serve  to  divide 
authority,  while  vesting  a  responsibility  for  operations  at  variance  with  its 


agency  control  functions. 

There  would  be  no  objection  to  an  agency  head  seeking  advice  of  the  assistant 
director  for  accounting  but  it  is  believed  this  should  be  done  on  a  voluntary 
basis  without  statutory  requirement. 

For  the  reasons  above  stated,  GSA  does  not  favor  this  proposed  legislation 
in  its  present  form. 

The  Bureau  of  the  Budget  has  advised  that  there  is  no  objection  to  the  sub¬ 
mission  of  this  report  to  your  committee. 

Sincerely  yours, 

Franklin  G.  Floete, 

Administrator. 


Exhibit  N 

Department  of  State, 
Washington,  March  23,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  oj  Representatives. 

Dear  Mr  Dawson  :  In  accordance  with  your  request  of  July  15,  1955,  which 
was  acknowledged  on  July  21,  1955,  the  Department  of  State  submits  herewith 
a  report  and  comments  on  H.  R.  7338,  a  bill  “To  provide  for  improving  account¬ 
ing  methods  in  the  executive  branch  of  the  Government,  and  for  other  pur¬ 
poses.”  This  bill  is  identical  in  wording  to  H.  R.  7209,  on  which  the  Department 
has  been  requested  to  comment,  except  that  the  latter  bill  specifies  the  salaries  to 
be  paid  to  the  proposed  assistant  director  for  accounting  and  agency  comptrollers. 

Section  120  of  the  bill  proposes  to  establish  in  the  Bureau  of  the  Budget  a  staff 
office  of  accounting,  headed  by  an  assistant  director  for  accounting,  who  would : 

(1)  Develop  and  promulgate  an  overall  plan  for  accounting  and  reporting 
by  executive  agencies ; 

(2)  expedite,  guide,  and  assist  in  the  introduction  of  modern  accounting 

methods ;  ...... 

(3)  set  schedules  for  the  performance  of  the  functions  of  executive  agen- 

cies; 

(4)  stimulate  the  building  of  competent  accounting  and  auditing  organiza¬ 
tions,  and  assist  actively  in  the  selection,  training,  and  retention  of  capable 

personnel,  and  . .  .  . 

(5)  report  periodically  with  respect  to  the  status  of  accounting  in  each  of 

the  executive  agencies. 

The  Department  endorses  the  principle  set  by  the  Congress  m  enacting  the 
Budget  and  Accounting  Procedures  Act  of  1950,  which  placed  on  the  head  of 
each5  agency  the  responsibility  for  developing  an  accounting  system  respondent 
to  the  needs  of  his  agency.  This  principle  is  meritorious  in  that  it  recognizes 
that  each  executive  agency  is  dealing  with  its  own  unique  functions,  and  that 
economical  and  efficient  management  requires  the  tailoring  of  organization  and 
administration  to  meet  the  requirements  of  each  singular  situation.  The  Depart¬ 
ment  feels  that  the  proposed  centralization  of  control  of  fiscal  methods  and 
procedure  would  impinge  upon  the  responsibilities  of  the  departments  and  agen¬ 
cies,  and  would  tend  to  overemphasize  uniformity  in  methods.  While  believing 
that  accounting  uniformity  is  necessary  and  desirable  to  a  certain  extent,  the 
Department  does  not  agree  that  uniformity  alone  is  a  sound  basis  for  adopting 
procedure  which  does  not  further  the  efficiency  or  economy  of  its  operations. 

Under  existing  provisions  of  law,  the  Comptroller  General  cooperates  with 
executive  agencies  in  the  development  of  their  accounting  systems,  and  has 
organized  facilities  for  providing  advice  and  assistance  in  this  field.  Further, 
he^  is  required  to  review  accounting  systems  of  the  executive  agencies,  and 
report  his  findings  to  the  Congress  as  well  as  to  the  heads  of  agencies,  the  Bureau 
of  the  Budget,  and  the  Treasury  Department.  It  would  appear  that  the  proposed 
bill  H.  R.  7338  contemplates  duplicating  these  functions  in  the  Bureau  of  the 
Budget. 
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Section  120  fb)  (3)  requires  the  assistant  director  for  accounting  “to  set 
reasonable  and  definite  schedules  for  the  performance  of  the  functions”  of  exec¬ 
utive  agencies,  “and  to  watch  and  report  on  their  progress.”  While  the  present 
wording  would  encompass  program  functions  as  well  as  administrative,  it  is 
assumed  the  intent  was  to  limit  his  responsibilities  to  the  accounting  functions 
of  the  executive  agencies. 

The  provision  that  the  assistant  director  for  accounting  would  “assist  actively 
in  the  selection,  training,  and  retention”  of  accounting  personnel  of  other  agen¬ 
cies  would  appear  inadvisable  from  the  viewpoint  of  organizational  responsibility. 

Section  121  of  the  bill  would  authorize  the  head  of  each  executive  agency  to 
appoint  a  comptroller  responsible  directly  to  him.  The  desirability  of  this  type 
of  organization  has  been  recognized,  and  recently  the  comptroller  function  has 
been  established  in  the  Department  of  State.  However,  the  Department’s  concept 
of  this  function  is  broader  than  that  contemplated  by  H.  R.  7338,  and  it  is  believed 
that  the  present  responsibilities  of  the  Comptroller  permit  a  more  active  role  in 
the  Department’s  management. 

The  Department  has  been  informed  by  the  Bureau  of  the  Budget  that  there 
is  no  objection  to  the  submission  of  this  report. 

Sincerely  yours, 


Robert  C.  Hill, 
Assistant  Secretary 
(For  the  Secretary  of  State). 


Exhibit  O 


Department  of  Agriculture, 
Washington,  D.  C.,  April  6, 1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 


Dear^Congressman  Dawson  :  Reference  is  made  to  your  letters  of  July  11  and 
15,  1955,  requesting  the  comments  of  this  Department  with  respect  to  two  bills, 
II.  It.  7209  and  7338,  which  provide  for  improving  accounting  methods  in  the  execu¬ 
tive  branch  of  the  Government,  and  for  other  purposes. 

This  Department  is  in  general  agreement  with  the  objectives  of  these  bills  to  im¬ 
prove  accounting  practices,  but  we  believe  that  this  can  be  accomplished  without 
additional  legislation. 

With  respect  to  section  120  which  establishes  an  accounting  staff  in  the  Bureau 
of  the  Budget  to  guide  agencies  in  accounting  work,  we  strongly  believe  that 
accounting  leadership  should  be  fixed  in  one  central  agency  and  not  be  divided 
between  two  such  agencies.  We  endorse  and  actively  participate  in  the  joint 
accounting  improvement  program  sponsored  by  the  Bureau  of  the  Budget,  Gen¬ 
eral  Accounting  Office,  and  Treasury  Department.  At  present  the  GAO  has  a 
group  which  is  actively  assisting  agencies  in  accounting  systems  work  and  the 
significant  progress  made  in  such  work  is  largely  attributable  to  the  cooperative¬ 
ness  of  this  group.  Since  working  relations  with  GAO  have  been  most  satisfac¬ 
tory,  it  is  believed  continuation  on  the  present  basis  is  desirable.  Confusion  and 
jurisdictional  problems  could  arise  with  split  direction  in  this  field  which  would 
impede  progress. 

With  respect  to  section  121  which  provides  for  the  appointment  of  a  “Comp¬ 
troller”  in  each  agency,  the  Department  is  in  complete  agreement  with  the  ap¬ 
parent  objectives,  namely,  that  the  duties  enumerated  should  be  assigned  to  an 
individual  located  within  an  agency  organizationally  and  functionally  which 
would  assure  prompt  and  appropriate  attention  to  fiscal  and  accounting  activities. 
The  Department  is  presently  following  the  objectives  of  this  proposal.  We  do 
not  believe  it  is  necessary  to  identify  a  position  as  “Comptroller”  to  accomplish 
the  desired  results.  In  our  opinion  the  present  assignment  of  duties  and  responsi¬ 
bilities  to  the  position  of  director  of  finance  and  budget  officer  of  the  Department 
meets  all  the  major  duties  and  functions  specified  in  section  121. 

The  Bureau  of  the  Budget  advises  that  there  is  no  objection  to  the  submission 
of  this  report. 

Sincerely  yours, 


True  D.  Morse, 
Acting  Secretary. 
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Exhibit  P 


Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 
House  of  Representatives, 

Washington,  D.  C. 


Dear  Mr.  Chairman  :  This  is  in  response  to  your  request  for  the  views  of  the 
Department  of  Justice  relative  to  the  substantially  similar  hills  (H.  R.  7209  and 
H.  R.  7338)  “To  provide  for  improving  accounting  methods  in  the  executive 
branch  of  the  Government,  and  for  other  purposes.” 

Section  1  of  H.  R.  7209  would  amend  the  Budget  and  Accounting  Procedures 
Act  of  1950  so  as  to  establish  a  staff  office  of  accounting  in  the  Bureau  of  the 
Budget,  the  head  of  which  would  be  an  assistant  director  for  accounting  appointed 
by  the  President  by  and  with  the  advice  and  consent  of  the  Senate  at  an  annual 
compensation  of  $15,000.  Generally  described,  the  responsibilities  of  this  office 
would  entail  developing  improved  accounting  procedures  and  organizations  in 
the  executive  branch. 

The  section  would  also  amend  the  Budget  and  Accounting  Procedures  Act  of 
1950  to  provide  for  the  appointment  of  a  comptroller  by  the  head  of  each  execu¬ 
tive  agency,  with  the  advice  of  the  assistant  director  for  accounting,  at  an  an¬ 
nual  compensation  of  $15,000.  The  comptroller  would  be  responsible  directly 
to  the  agency  head  and  would  supervise  all  accounting  work  and  accounting  per¬ 
sonnel  of  the  agency. 

H.  R.  7338  is  identical  with  II.  R.  7209  except  that  the  rate  of  compensation  of 
the  assistant  director  for  accounting  and  the  comptrollers  is  left  blank  in  that 
bill.  These  bills  appear  to  carry  out  recommendations  10  and  11  of  the  Hoover 
Commission  Report  on  Budget  and  Accounting. 

Since  the  proposed  creation  of  the  staff  office  of  accounting  involves  a  change 
in  the  organizational  structure  of  the  Bureau  of  the  Budget,  as  to  which  subject 
the  Department  of  Justice  has  no  special  competence,  the  Department  prefers 
to  make  no  recommendation  concerning  it.  The  creation  of  a  position  of  comp¬ 
troller  in  each  executive  agency  to  coordinate  fiscal  matters  would  be  desirable. 
Since,  however,  the  accounting  function  is  only  one  aspect  of  administrative 
management,  which  management  includes  such  other  administrative  services  as 
personnel,  procurement,  etc.,  the  Committee  may  desire  to  consider  whether 
the  comptroller  should  be  directly  responsible  to  an  official  in  the  nature  of  an 
administrative  assistant  secretary,  rather  than  to  the  head  of  the  agency. 

On  the  question  of  whether  these  positions  should  be  created  by  legislative 
enactment  or  by  administrative  action,  I  am  advised  that  the  Bureau  of  the 
Budget  has  indicated  to  your  committee  opposition  to  legislation  and  that  greater 
flexibility  would  be  afforded  by  administrative  action. 

The  Bureau  of  the  Budget  has  advised  that  there  is  no  objection  to  the  sub¬ 


mission  of  this  report. 
Sincerely, 


William  P.  Rogers, 
Deputy  Attorney  General. 


Exhibit  Q 

United  States  Department  of  Labor, 

Office  of  the  Secretary, 
Washington,  April  18,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

Dear  Congressman  Dawson  :  This  is  in  further  response  to  your  request  for 
a  report  on  II.  R.  7209  and  H.  R.  7338,  identical  bills  “to  provide  for  improving 
accounting  methods  in  the  executive  branch  of  the  Government,  and  for  other 

purposes.”  ,  , 

The  bills  apparently  are  designed  to  effectuate  recommendations  Iso.  10  and 
No.  11  by  the  Commission  on  Organization  of  the  Executive  Branch  of  the  Gov¬ 
ernment  in  its  report  entitled  “Budget  and  Accounting.”  The  measures  would 
amend  the  Budget  and  Accounting  Procedures  Act  of  1950  so  as  to  establish  in 
the  Bureau  of  the  Budget  a  staff  office  of  accounting  headed  by  an  assistant 
director  for  accounting  and  to  provide  for  the  appointment  of  a  comptroller  in 
each  of  the  executive  agencies.  The  functions  and  duties  of  these  officers  would 
be  those  specified  in  the  bills. 
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While  those  recommendations  of  the  Commission  in  themselves  have  my 
approval,  I  do  not  believe  that  these  hills  provide  the  best  method  of  attaining 
the  results  desired  by  the  Commission.  The  recommendations,  in  fact,  do  not 
require  legislative  action,  but  can  be  put  into  effect  by  administrative  action. 

The  vesting  of  functions  in  subordinate  officers  of  executive  agencies,  as  pro¬ 
posed  by  this  legislation,  is  inconsistent  with  the  principle  of  placing  the  respon¬ 
sibility  for  the  internal  organization  of  executive  agencies  under  the  direction 
of  agency  heads.  This  principle  was  embodied  in  the  recommendation  of  the 
first  Hoover  Commission  in  its  first  report  on  February  7,  1949,  that  “each 
department  head  should  receive  from  the  Congress  administrative  authority  to 
organize  his  department  and  to  place  him  in  control  of  its  administration.” 
Congress  recognized  the  validity  of  this  proposition  in  assenting  to  the  various 
reorganization  plans  transferring  to  agency  heads  all  duties  and  functions  placed 
by  statute  in  subordinate  officers  in  their  agencies.  II.  R.  7209  and  H.  R.  7338 
would  seem  to  detract  from  this  established  principle,  and  would  create  an 
unnaturally  rigid  organization  pattern  within  the  agencies. 

For  these  reasons  I  would  not  favor  the  enactment  of  these  bills. 

The  Bureau  of  the  Budget  advises  that  it  has  no  objection  to  the  submission 
of  this  report. 

Sincerely  yours, 


James  P.  Mitchell, 

Secretary  of  Labor. 


Exhibit  R 


Comptroller  General  of  the  United  States, 

Washington  25,  D.  C.,  February  3, 1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 


Dear  Mr.  Dawson  :  This  is  in  response  to  your  request  of  January  9,  1956, 
acknowledged  January  13,  requesting  a  report  on  H.  R.  8236,  84th  Congress, 
entitled  “A  bill  to  provide  for  comprehensive  reports  by  the  Bureau  of  the  Budget 
with  respect  to  all  branches  of  the  Government  and  the  executive  agencies 
thereof.” 

The  proposed  legislation  would  carry  out  recommendation  No.  22  contained 
in  the  budget  and  accounting  report  of  the  Hoover  Commission.  As  stated  in  our 
comments  of  October  26,  1955,  B-125294,  to  you,  on  the  Hoover  Commission 
Report  on  Budget  and  Accounting,  we  fully  endorse  the  objective  of  full  disclosure 
of  the  financial  results  of  the  activities  of  the  Government  in  a  manner  most 
useful  to  the  executive  branch,  the  Congress,  and  the  public.  Enactment  of  the 
instant  bill  would  tend  to  accomplish  that  objective.  The  executive  agency  to  be 
responsible  for  developing  comprehensive  financial  reports,  however,  is  a  matter 
for  determination  by  the  executive  branch  with  the  consent  of  the  Congress  and 
we  offer  no  specific  comment  on  this  point. 

Although  adequate  central  reporting  can  only  be  achieved  after  agency  ac¬ 
counting  systems,  maintained  on  an  accrual  basis,  have  been  developed  suffi¬ 
ciently  to  provide  reliable  and  concise  financial  data  susceptible  of  consolida¬ 
tion,  a  comprehensive  program  to  develop  central  reporting  should  be  given  a 
high  priority  and  should  be  aggressively  conducted  by  the  executive  branch. 
Such  a  program  should  also  provide  for  an  increased  and  continuing  review 
as  to  the  usefulness  of  the  present  published  data.  There  is  underway  at  the 
present  time  a  project  under  the  joint  program  of  the  Bureau  of  the  Budget, 
Treasury  Department,  and  General  Accounting  Office  to  improve  the  system 
of  reporting  the  assets,  liabilities,  and  financial  transactions  of  all  revolving- 
fund  operations  and  selected  commercial-type  enterprises.  A  proposed  Treasury 
regulation  to  replace  existing  instruction  has  been  reviewed  by  all  agencies  of 
the  Government  and  is  expected  to  be  issued  in  the  near  future. 

This  reporting  requirement  is  tied  in  very  closely  with  the  requirements  for 
reporting  by  these  business-type  enterprises  under  the  budget  process  to  enable 
the  Bureau  of  the  Budget  and  others  concerned  to  compare  financial  progress 
of  agency  programs  throughout  the  year  against  their  budget  estimates.  This 
type  of  reporting  will  also  fulfill  a  long  recognized  need  for  central  financial 
statements  reflecting  the  assets  and  liabilities  of  a  large  segment  of  the  Govern¬ 
ment’s  operations. 

Sincerely  yours,  Joseph  Campbell, 

Comptroller  General  of  the  United  States. 
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Executive  Office  of  the  Pbesident, 

Bureau  of  the  Budget, 
Washington  25,  D.  C.,  March  19,  1956. 


Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  This  will  acknowledge  your  letter  of  January  9, 
195G,  inviting  the  Bureau  of  the  Budget  to  comment  on  H.  R.  8236,  a  bill  “To  pro¬ 
vide  for  comprehensive  reports  by  the  Bureau  of  the  Budget  with  lespect  to  all 
branches  of  the  Government  and  the  executive  agencies  thereof.” 

This  bill  is  evidently  based  upon  recommendation  No.  22  in  the  budget  and 
accounting  report  issued  by  the  (Hoover)  Commission  on  Organization  of  the 
Executive  Branch  of  the  Government:  “That  Congress  consider  amending  the 
Budget  and  Accounting  Procedures  Act  of  1950  to  make  the  Bureau  of  the  Budget 
responsible  for  developing  comprehensive  reports  (other  than  purely  fiscal  re¬ 
ports)  showing  the  financial  results  of  the  activities  of  the  Government  as  a  whole 
and  of  its  major  component  activities.  ,  , 

This  bill  would  amend  the  Budget  and  Accounting  Procedures  Act  of  1950  by 
adding  a  new  section  that  would  require  the  Bureau  of  the  Budget  to  piesent 
to  the  Congress  annual  reports  on  the  financial  results  of  Government  activities, 
and  provides  that  each  executive  agency  shall  furnish  the  Bureau  ysitli  the  infoi- 
mation  required  for  such  reports.  The  effect  of  the  enactment  of  H.  R.  S-o6  is 
not  clear,  however,  since  existing  provisions  of  the  Budget  and  Accounting  1  ro- 
cedures  Act  of  1950  require  the  Secretary  of  the  Treasury  to  prepare  reports 
that  will  “present  the  results  of  the  financial  operations  of  the  Government' 
and  H  R  8236  does  not  amend  that  requirement.  The  proposed  legislation, 
therefore,  holds  a  potential  for  duplication  of  effort  in  the  central  agencies  as 
well  as  undesirable  effects  in  the  operating  agencies  required  to  produce  the 


necessary  information. 

The  development  of  an  integrated  system  of  financial  reporting  by  the  Govern¬ 
ment  that  would  avoid  duplication  of  effort  in  the  operating  and  central  agencies 
is  one  of  the  major  objectives  of  the  joint  accounting  program.  Progress  lias 
been  and  is  being  made  in  that  direction,  based  on  the  cooperative  efforts  of 
the  General  Accounting  Office,  the  Treasury  Department,  the  Bureau  of  the 
Budget,  and  the  operating  agencies.  Illustrative  of  the  results  being  obtained 
are  the  recent  improvements  in  the  central  reports  issued  by  the  Treasuiy  De¬ 
partment.  Work  is  currently  underway  in  this  program  on  the  development 
by  the  operating  agencies  of  the  kinds  of  financial  information  which  will  be 
needed  to  provide  the  basis  of  improved  central  reports  of  the  types  ^com¬ 
mended  by  the  Hoover  Commission.  As  the  Commission  task  force  noted,  how¬ 
ever,  this  objective  cannot  be  completely  attained  until  the  accounting  systems 
throughout  the  executive  branch  have  been  developed  sufficiently  to  produce 

the  necessary  data.  ,  ,  ,  ,.  .  .  .  ... 

In  view  of  these  facts,  the  Bureau  of  the  Budget  believes  that  legislation  on 
this  subject  at  this  time  would  be  premature  and  recommends  against  the 
enactment  of  H.  R.  8236. 

Sincerely  yours,  _  Tx.  , 

Rowland  PIughes,  Director. 


Exhibit  T 


April  26, 1956. 


Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Mr.  Chairman  :  Reference  is  made  to  your  request  for  the  views 
of  the  Treasury  Department  on  H.  R.  8236,  a  bill  “To  provide  for  comprehensive 
reports  by  the  Bureau  of  the  Budget  with  respect  to  all  branches  of  the  Govern¬ 
ment  and  the  executive  agencies  thereof.”  „  ..  t, 

The  bill  would  authorize  and  direct  the  Director  of  the  Bureau  of  the  RiiLaCt 
to  prepare  or  cause  to  be  prepared  for  submission  to  the  Congress  at  each  regular 
session  thereof  a  comprehensive  report  (other  than  a  purely  fiscal  report)  with 
respect  to  the  financial  results  of  the  activities  of  all  branches  of  the  Government 
and  of  each  executive  agency  thereof,  and  would  require  each  executive  ageny 
to  furnish  such  information  as  the  Director  of  the  Bureau  of  the  Budget  might 
require  for  such  purpose. 
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It  is  not  entirely  clear  what  is  meant  by  “a  comprehensive  report  (other  than 
a  purely  fiscal  report),”  which  the  Director  of  the  Bureau  of  the  Budget  would 
be  required  to  prepare.  Section  114  of  the  Budget  and  Accounting  Procedures 
Act  of  1950  (64  Stat.  832)  provides  that  the  Secretary  of  the  Treasury  shall 
prepare  such  reports  for  the  information  of  the  President,  the  Congress  and  the 
public  as  will  present  the  results  of  the  financial  operations  of  the  Government, 
and  each  agency  is  required  to  furnish  the  Secretary  of  the  Treasury  such 
reports  and  information  relating  to  its  financial  condition  and  operations  as 
the  Secretary,  by  rules  and  regulations,  may  require  for  the  effective  perform¬ 
ance  of  his  responsibilities. 

By  virtue  of  the  nature  of  the  Treasury’s  operations  as  the  financial  depart¬ 
ment  of  the  Government,  it  is  the  source  of  a  great  deal  of  fiscal  data  and  the 
focal  point  of  much  of  the  Government’s  accounting.  Therefore,  it  is  not  only 
logical  but  practical  for  the  Treasury  to  be  the  operating  center  of  accounting 
and  financial  reporting  as  provided  for  in  section  114,  referred  to  above.  In 
this  connection,  the  Treasury  now  prepares  various  central  reports  pertaining 
to  receipts  and  expenditures,  the  status  of  appropriations,  the  public  debt, 
foreign  currencies,  assets  and  liabilities  of  executive  agencies,  long-range  com¬ 
mitments  and  contingencies,  and  other  reports  having  to  do  with  the  Govern¬ 
ment’s  finances  from  an  overall  standpoint.  There  appears  to  be  no  real  neces¬ 
sity  or  advantage  to  make  the  Bureau  of  the  Budget,  which  is  essentially  a  staff 
agency  of  the  President,  an  operating  agency  instead  of  the  Treasury  in  this 
respect. 

Accordingly,  the  Treasury  Department  does  not  recommend  enactment  of  the 
proposed  legislation. 

The  Department  has  been  advised  by  the  Bureau  of  the  Budget  that  there  is 
no  objection  to  the  submission  of  this  report  to  your  Committee. 

Very  truly  yours, 


W.  Randolph  Bukgess, 
Acting  Secretary  of  the  Treasury. 


Exhibit  U 

Department  of  Agriculture, 
Washington,  D.  C.  March  30,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

Home  of  Representatives. 

Dear  Congressman  Dawson  :  This  is  in  reply  to  your  request  of  January  9, 
1956,  for  a  report  on  H.  R.  8236,  a  bill  to  provide  for  comprehensive  reports  by 
the  Bureau  of  the  Budget  with  respect  to  all  branches  of  the  Government  and 
the  executive  agencies  thereof. 

The  bill  amends  the  Budget  and  Accounting  Procedures  Act  of  1950  so  as  to 
make  the  Director  of  the  Bureau  of  the  Budget  responsible  for  the  annual  prepa¬ 
ration  and  submission  to  the  Congress  of  a  comprehensive  report  (other  than  a 
purely  fiscal  report)  showing  the  financial  resources  and  financial  results  of 
operations  of  all  branches  of  the  Government  and  of  each  executive  .agency  there¬ 
of.  It  also  requires  the  head  of  each  executive  agency  to  furnish  such  informa¬ 
tion  as  the  Director  of  the  Bureau  of  the  Budget  may  require  in  the  preparation 
of  the  comprehensive  report. 

The  Department  agrees  that  a  comprehensive  report  showing  the  financial  re¬ 
sources  and  financial  results  of  operations  should  be  available,  but  understands 
that  this  objective  can  be  accomplished  without  additional  legislation. 

It  is  our  opinion  that,  under  present  accounting  systems,  the  financial  infor¬ 
mation  apparently  contemplated  in  the  bill  can  be  furnished  without  undue 
difficulty.  In  prescribing  regulations  for  the  preparation  of  the  reports,  we 
assume  the  Director  of  the  Bureau  of  the  Budget  would  take  into  consideration 
the  kinds  of  accounting  and  program  data  available  and  appropriate  to  the  types 
of  operations  conducted.  Furthermore,  it  should  be  recognized  that  much  of 
the  financial  information  of  the  type  referred  to  in  the  bill  now  appears  in  the 
annual  budget,  and  any  reporting  regulations  which  may  be  issued  upon  enact¬ 
ment  of  this  bill  should  be  so  drawn  as  to  avoid  duplication  of  this  reported 
information. 

In  view  of  the  existing  responsibilities  of  the  Treasury  Department  in  the 
area  of  central  financial  reports,  it  is  believed  that  the  bill  should  more  clearly 
distinguish  between  the  responsibilities  of  the  Treasury  and  the  Budget  Bureau 
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in  order  to  avoid  all  possible  confusion  or  duplication,  particularly  in  their 
relationships  with  individual  agencies.  Section  114  of  the  Budget  and  Account¬ 
ing  Procedures  Act  places  in  the  Treasury  Department  the  primary  responsibility 
for  overall  financial  reporting  on  the  Government’s  activities.  The  mere  addi¬ 
tion  of  section  120,  as  proposed  in  the  bill,  could  serve  to  generate  an  overlapping 
of  functions  or  a  duplication  in  reporting  requirements.  The  adjustment  of  the 
Budget  Bureau-Treasury  relationships  on  financial  reporting  would  have  to  be 
determined  outside  this  Department. 

The  Bureau  of  the  Budget  advises  that  there  is  no  objection  to  the  submission 
of  this  report. 

Sincerely  yours, 

Tkue  D.  Mouse,  Acting  Secretary. 


Exhibit  V 


Department  of  the  Interior, 

Office  of  the  Secretary, 
Washington,  D.  G.,  March  28, 1956. 


Hon.  William  A.  Dawson, 

Chairman,  Committee  on  Government  Operations, 
House  of  Representatives,  Washington,  D.  C. 


My  Dear  Mr.  Dawson  :  This  responds  to  your  request  for  the  views  of  this 
Department  on  H.  It.  8236,  a  bill  to  provide  for  comprehensive  reports  by  the 
Bureau  of  the  Budget  with  respect  to  all  branches  of  the  Government  and  the 
executive  agencies  thereof. 

We  recommend  that  the  bill  not  be  enacted. 

H.  R.  8236  would  amend  the  Budget  and  Accounting  Procedures  Act  of  1950 
by  adding  a  new  section  which  would  require  the  Director  of  the  Bureau  of  the 
Budget  to  transmit  to  the  Congress  at  the  beginning  of  each  session  a  compre¬ 
hensive  report  on  the  financial  results  of  the  activities  of  the  Government.  The 
report  would  contain,  with  respect  to  the  operations  and  activities  of  each  agency, 
information  concerning:  (1)  Costs;  (2)  assets  and  liabilities;  (3)  the  extent 
of  contingent  liabilities;  and  (4)  any  other  pertinent  information  determined 
by  the  Director  of  the  Bureau  of  the  Budget  to  be  pertinent. 

It  appears  that  H.  R.  8236  is  designed  to  make  effective  recommendation  No. 
22  of  the  report  on  budget  and  accounting  of  the  Commission  on  Organization 
of  the  Executive  Branch  of  the  Government.  That  recommendation  is : 

“That  Congress  consider  amending  the  Budget  aud  Accounting  Procedures  Act 
of  1950  to  make  the  Bureau  of  the  Budget  responsible  for  developing  compre¬ 
hensive  reports  (other  than  purely  fiscal  reports)  showing  the  financial  results 
of  the  activities  of  the  Government  as  a  whole  and  of  its  major  component 
activities.” 

Executive  agencies  are  required  now  to  submit  annual  reports  to  the  Congress 
dealing  with  the  conduct  of  their  operations.  Numerous  other  regular  and 
special  reports  and  substantial  detailed  information  is  made  available  to  the 
Appropriations  Committees  and  the  Committees  on  Government  Operations,  and 
other  committees  of  the  Congress  and  to  the  Bureau  of  the  Budget.  It  would 
seem  that  all  of  the  documents  would  furnish  sufficient  information  and  data 
with  respect  to  the  performance  by  the  various  agencies  of  their  functions  and 
activities  without  requiring  the  preparation  of  an  additional  detailed  and  com¬ 
plicated  report,  the  preparation  of  which  would  consume  much  time,  effort,  and 
money. 

With  respect  to  the  specific  provisions  of  the  bill,  this  Department  would  find 
itself  in  a  difficult  position  to  comply  fully  with  the  reporting  requirements 
because  of  the  accounting  systems  now  in  use.  A  cost  accounting  system  is  not 
utilized  throughout  the  Department,  particularly  with  respect  to  those  bureaus 
and  offices  which  conduct  only  administrative-type  operations.  Those  same 
bureaus  and  offices  which  have  purely  administrative-type  operations  do  not 
utilize  accrual  accounting  procedures,  which  are  required  in  arriving  at  state¬ 
ments  of  liabilities.  Thus,  enactment  of  legislation  along  the  lines  proposed 
in  the  bill  would  result  in  our  undertaking  considerable  accounting  system  work 
not  otherwise  required  by  our  responsibilities  and  activities. 

The  Bureau  of  the  Budget  has  advised  that  there  is  no  objection  to  the  sub¬ 
mission  of  this  report  to  your  committee. 

Sincerely  yours, 


D.  Otis  Beasley, 

Administrative  Assistant  Secretary  of  the  Interior. 
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Exhibit  W 


Department  of  State, 
Washington,  March  30,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives. 

Dear  Mr.  Dawson  :  In  accordance  with  your  request  of  January  9,  1956,  which 
was  acknowledged  on  January  16,  the  Department  of  States  submits  herewith  a 
report  and  comments  on  H.  R.  8236,  “To  provide  for  comprehensive  reports  by 
the  Bureau  of  the  Budget  with  respect  to  all  branches  of  the  Government  and 
the  executive  agencies  thereof.” 

The  bill  proposes  to  amend  the  Budget  and  Accounting  Procedures  Act  of  1950 
by  adding  a  new  section  No.  120  which  would  require  the  Director  of  the  Bureau 
of  the  Budget  to  transmit  to  the  Congress  at  the  outset  of  each  regular  session  a 
comprehensive  report  with  respect  to  the  financial  results  of  the  activities  of  all 
branches  of  the  Government.  This  proposal  would  implement  one  of  the  recom¬ 
mendations  of  the  Commission  on  Organization  of  the  Executive  Branch  of  the 
Government  contained  in  its  report  to  the  Congress  in  June  1955,  on  budget  and 


accounting. 

The  Budget  and  Accounting  Procedures  Act  of  1950  places  on  the  Secretary 
of  the  Treasury  the  responsibility  for  preparing,  for  the  information  of  the 
President,  the  Congress,  and  the  public,  such  reports  as  will  present  the  results 
of  the  financial  operations  of  the  Government.  It  appears  that  this  law  provides 
adequate  authority  and  fixes  responsibility  for  the  preparation  of  comprehensive 
reports  with  respect  to  the  financial  results  of  Government  activities.  Further, 
the  passage  of  the  proposed  bill  would  appear  to  create  a  duplication  of  respon¬ 
sibility  between  the  Treasury  and  the  Bureau  of  the  Budget  for  the  same  func¬ 


tion. 

In  its  report  to  the  Commission  on  Organization  of  the  Executive  Branch  of 
the  Government,  the  task  force  on  budget  and  accounting  referred  to  the  rec¬ 
ommendation  on  comprehensive  reports  as  follows : 

“The  Bureau  of  the  Budget  can  meet  this  responsibility  completely  only 
after  agency  accounting  systems,  maintained  on  the  accrual  basis,  have  been 
developed  sufficiently  to  provide  reliable  and  concise  financial  data  susceptible 
of  consolidation.” 

From  this  it  would  appear  that  the  Commission’s  task  force  believed  that  de¬ 
cisions  on  certain  fundamental  accounting  issues,  such  as  whether  the  accrual 
accounting  basis  should  be  adopted  for  all  agencies,  logically  should  precede 
further  development  of  the  reporting  system.  In  this  regard,  the  Department 
invites  the  attention  of  the  committee  to  the  dissents  of  Commissioners  Brown, 
Farley,  and  Ilolifield  as  set  forth  in  the  Commission’s  report. 

The  Department  has  been  informed  by  the  Bureau  of  the  Budget  that  there  is 
no  objection  to  the  submission  of  this  report. 

Sincerely  yours, 

Robert  C.  Hill, 

Assistant  Secretary 
(For  the  Secretary  of  State) . 


Exhibit  X 

General  Services  Administration, 

Washington,  D.  C.,  April  20,  1956. 

Re  FI.  R.  8236 
William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives, 

Washington,  D.  C. 

Dear  Mr.  Chairman  :  Further  reference  is  made  to  your  letter  of  January 
9,  1956,  which  requested  GSA’s  comments  on  H.  R.  8236,  a  bill  “To  provide  for 
comprehensive  reports  by  the  Bureau  of  the  Budget  with  respect  to  all  branches 
of  the  Government  and  the  executive  agencies  thereof.” 

This  proposed  legislation  would  authorize  and  direct  the  Director  of  the 
Bureau  of  the  Budget  to  submit  annually  to  the  Congress  a  comprehensive  re¬ 
port  (other  than  a  purely  fiscal  report),  with  respect  to  the  financial  results 
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of  the  activities  of  all  branches  of  the  Government  and  of  each  executive  agency 
thereof.  The  Director  of  the  Bureau  of  the  Budget  would  be  given  authority  to 
determine  the  type  of  information  required  to  be  submitted  by  the  governmental 
departments  and  agencies.  This  bill  appears  to  be  an  implementation  of  Rec¬ 
ommendation  No.  22  of  the  recent  Commission  on  Organization  of  the  Executive 
Branch  of  the  Government. 

In  the  event  that  the  Director  of  the  Bureau  of  the  Budget  should  determine 
to  report  minute  operating  detail,  as  could  be  required  under  the  provisions  of 
this  legislation,  this  could  result  in  imposing  a  heavy  administrative  and  re¬ 
porting  workload  which  could  prove  to  be  a  burden  to  all  branches  of  the  Gov¬ 
ernment.  To  some  extent,  also,  the  information  required  would  duplicate  that 
included  in  agency  annual  and  special  reports  now  required  to  be  submitted 
to  the  Congress. 

GSA  stated  its  position  on  this  subject  to  the  Director  of  the  Bureau  of  the 
Budget  in  commenting  on  recommendation  No.  22,  referred  to  above,  as  fol¬ 
lows  : 


“GSA  concurs  in  principle  with  a  broad-stroke  annual  report  by  the  President 
on  past  performance  of  the  executive  branch  as  a  whole.  Unless  it  is  in  broad 
strokes,  such  a  report  on  the  world’s  largest  business  would  be  such  a  mass 
of  statistics  that  it  would  be  of  little  use.” 

It  would  appear  that  the  comprehensive  features  of  the  proposed  report 
must  necessarily  include  a  report  on  agency  fiscal  operations.  Thus,  a  report 
which  is  aimed  at  a  review  of  the  operational  aspects  of  an  agency  would  be  a 
vehicle  for  a  financial  study  under  a  new  guise.  This  would  seem  to  duplicate 
the  reporting  requirement  of  the  Budget  and  Accounting  Procedures  Act  of 
1950  which  requires  the  Secretary  of  the  Treasury  to  prepare  reports  that  will 
“present  the  results  of  the  financial  operations  of  the  Government.”  H.  R.  8236 
holds  a  potential  for  duplication  of  effort  in  the  central  agencies  as  well  as 
undesirable  effects  in  the  operating  agencies  required  to  produce  the  neces¬ 
sary  information. 

In  view  of  these  facts,  GSA  believes  that  legislation  on.  this  subject  at  this 
time  would  not  prove  a  benefit  and  therefore,  recommends  against  the  enact¬ 
ment  of  H.  R.  8236. 

The  Bureau  of  the  Budget  has  advised  that  there  is  no  objection  to  the  sub¬ 
mission  of  such  report  as  GSA  may  deem  appropriate. 

Sincerely  yours, 


Franklin  G.  Fi.oete, 

Administrator. 


Exhibit  Y 

United  States  Department  of  Labok, 

Office  of  the  Secretary, 
Washington,  April  11,  1956. 

Hon.  William  L.  Dawson, 

Chairman,  Committee  on  Government  Operations, 

House  of  Representatives,  Washington,  D.  C. 

Deab  Congressman  Dawson  :  This  is  in  reply  to  your  request  for  my  com¬ 
ments  on,  H.  R.  8236,  a  bill  “to  provide  for  comprehensive  reports  by  the  Bureau 
of  the  Budget  with  respect  to  all  branches  of  the  Government  and  the  executive 
agencies  thereof.” 

The  bill  would  require  the  Director  of  the  Bureau  of  the  Budget  to  submit 
to  Congress  in  each  regular  session  a  complete  financial  report  on  Government 
activities  which  would  be  broken  down  by  agencies  and  would  contain  detailed 
information  on  the  operations  of  each  agency.  The  proposal  apparently  is 
designed  to  implement  Recommendation  No.  22  of  the  Report  of  the  Com¬ 
mission  on  Organization  of  the  Executive  Branch  of  the  Government  on  Budget 
and  Accounting. 

The  information  which  this  bill  would  require  to  be  furnished  to  Congress 
is  for  the  most  part  now  made  available.  Enactment  of  the  bill,  therefore, 
would  result  in  considerable  duplication  in  effort  and  cost.  For  example,  budget 
estimates  now  submitted  to  the  Congress  contain  much  information  of  an  opera¬ 
tional  as  well  as  a  fiscal  nature.  Among  other  things,  these  estimates  record 
accomplishments  for  the  most  recent  complete  fiscal  year  and  for  the  first  half 
of  the  current  fiscal  year.  They  contain  cost  figures  on  both  functional  and 
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organizational  bases.  I  doubt  that  overlapping  and  wasteful  repetition  be¬ 
tween  these  estimates  and  the  reports  contemplated  by  H.  It.  8236  could  be 


eliminated. 

The  requirements  of  the  proposed  bill  would  impose  a  serious  burden  on  all 
the  agencies  of  the  Federal  Government  at  the  approximate  time  when  the 
agencies  are  engaged  in  preparing  material  for  the  annual  appropriation  hear¬ 
ings.  This  material  may  well  duplicate  information  required  under  H.  It.  S236. 

For  these  reasons  I  would  not  favor  the  enactment  of  the  bill. 

The  Bureau  of  the  Budget  advises  that  it  has  no  objection  to  the  submission 
of  this  report. 

Sincerely  yours, 

James  P.  Mitchell, 

Secretary  of  Labor. 
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Sen.  Kennedy,  et  al  introduced  S.  3897  vhich 
■was  referred  to  the  Senate  Committee  on  Govern¬ 
ment  Operations,  Print  of  bill. 

Remarks  of  Sen.  Kennedy. 

Rep.  Rogers,  Fla.,  introduced  H.  R.  11526  which 
was  referred  to  the  House  Committee  on  Govern¬ 
ment  Operations.  Print  of  bill. 

Remarks  of  Rep.  Rogers. 

Senate  committee  ordered  S.  3897  reported. 

Senate  oommittee  reported  S.  3897  without  amend¬ 
ment.  Sen.  Kennedy  discussed  S.  3897. 

S.  3897  was  made  the  unfinished  business. 

(Senate  Report  No.  2265.  Print  of  bill  and  report 

Senate  passed  S.  3897  without  amendment. 

S.  3897  was  referred  to  House  Committee  on 
Government  Operations.  Print  of  bill  &3 
referred. 

House  committee  ordered  H.  R.  11526  reported. 

House  passed  as  reported  H.  R.  11526;  action 
on  this  bill  was  vacated  due  to  passage  of 
S.  3897. 

House  passed  S.  3897  with  amendment  (amendment 
consisted  of  the  insertion  of  the  language  of 
H.R.  11526). 

House  committee  reported  H.  R.  11526  with  amend¬ 
ments,  House  had  previously  passed  H.  R.  11526 
on  July  13.  Print  of  report  only;  bill  as  reported 
not  printed.  House  Repdbt  i'Jo.  2734. 

Senate  conferees  were  appointed  on  S.  3897, 

House  conferees  were  appointed. 

Conferees  agreed  to  file  a  report. 

House  received  and  agreed  to  conference  report. 
House  Report  No.  2872.  Print  of  report. 

Senate  agreed  to  conference  report. 

Approved*  Public  Law  863,  84th  Cong. 


(See  next  page  re  hearings). 
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HEARINGS  : 


House  Committee  on  Government  Operations 
on  H.  R.  9402,  7209,  7338,  8236,  11052  and 
11526.  May  21,  22,  June  12  and  19,  1956. 


Senate  Committee  on  Government  Operations 
on  S.  3362,  S.  2199,  2480,  2369  and  S.  3897. 
Part  I,  March  20,  21,  26,  27,  and  28,  1956. 
(This  eras  not  designated  as  part  I  on  the 
printed  hearing,  but  then  Part  II  came  in 
designated  as  such.) 

Part  II.  Senate  Committee  on  Government 
Operations  on  S.  3897  only.  June  4,  5,  and 
6,  1956. 
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DIGEST  OF  PUBLIC  LAW  863 


AMENDMENTS  TO  BUDGET  AND  ACCOUNTING  ACTS.  Amends  the  Budget 
and  Accounting  Act,  1921,  the  Budget  and  Accounting  procedures 
Act  of  1950,  and  Sec.  3679(g),  Revised  Statutes,  to  provide 
th&t  (a)  requests  for  appropriations  shall,  in  such  manner  and  at 
such  times  as  may  be  determined  by  the  President,  be  developed 
from  cost-based  budgets;  (b)  such  cost-based  budgets  shall  be 
used  by  all  departments  and  their  subordinate  units  for  purposes 
of  administration,  including  use  of  such  budgets  as  a  basis  for 
administrative  subdivision  of  funds;  (c)  as  soon  as  practicable 
and  in  accordance  with  standards  prescribed  by  GAO,  accounts 
shall  be  maintained  on  an  accrual  basis  to  show  resources, 
liabilities  and  costs  of  operations  with  a  view  to  facilitating 
the  preparation  of  cost-based  budgets  required  by  the  Act;  (d) 
accounting  systems  required  by  the  Act  shall  include  adequate 
monetary  property  accounting  records  as  an  integral  part  of  the 
system;  (e)  Departments  shall,  in  consultation  with  the  3udget 
Bureau,  take  action  needed  to  achieve,  insofar  as  is  possible, 
consistency  in  accounting  and  budget  classifications,  synchroni¬ 
zation  between  such  classifications  and  organizational  structure, 
and  support  of  Budget  justifications  by  information  on  perform¬ 
ance  and  program  costs  by  organizational  units;  (f)  the  Budget 
shall  contain,  in  such  form  and  detail  as  the  President  may  de¬ 
termine  and  at  such  times  as  may  be  practicable,  information  on 
program  costs  and  accomplishments;  and  (g)  Departments  shall 
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work  toward  the  objective  of  financing  each  operating  unit, 
at  the  highest  practical  level,  from  net  more  than  one  adnini 
trative  subdivision  for  each  appropriation  or  fund  affecting 


such  unit. 
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81th  CONGRESS 
2d  Session 


S.  3897 


IN  THE  SENATE  OF  THE  UNITED  STATES 

May  21  (legislative  day,  May  7),  1956 

Mr.  Kennedy  (for  himself,  Mr.  Payne,  Mr.  Byrd,  Mr.  Bridges,  Mr.  McClellan, 
Mr.  Jackson,  Mr.  Humphrey,  Mr.  McCarthy,  Air.  Mundt,  Mrs.  Smith  of 
Maine,  Mr.  Bender,  Air.  AIartin  of  Iowa,  Mr.  Welker,  Air.  Chavez,  Air. 
Hruska,  Air.  Bush,  Air.  Flanders,  Mr.  Ives,  Air.  Thye,  Mr.  AIagnuson, 
Air.  Saltonstall,  Air.  Butler,  Air.  AIartin  of  Pennsylvania,  Air.  Dirksen, 
Air.  Bennett,  Air.  Curtis,  Air.  Smith  of  New  Jersey,  Air.  Beall,  Air. 
Mansfield,  Air.  Case  of  South  Dakota,  Air.  Danger,  and  Air.  Barrett) 
introduced  the  following  bill;  which  was  read  twice  and  referred  to  the 
Committee  on  Government  Operations 


A  BILL 

To  improve  governmental  budgeting  and  accounting  methods 
and  procedures,  and  for  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  AA1ENDA1ENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  19  21 

4  Sec.  1.  (a)  Section  201  of  the  Budget  and  Accounting 

5  Act,  1921,  as  amended  (31  U.  S.  C.  11) ,  is  further  amended 

6  by  inserting  “  (a)  ”  after  the  words  ‘‘Sec.  201/  ;  by  chang- 

7  ing  subsection  (a)  to  subparagraph  (1)  ;  hy  adding  aftei 
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25 


subparagraph  (1)  a  new  subparagraph  “(2)  at  such  times 
as  may  be  practicable,  information  on  program  costs  and  ac¬ 
complishments” ;  by  changing  subsections  (b)  through  (j) 
to  subparagraphs  ( 3 )  through  (11),  respectively ;  and  by 
adding  the  following  new  subsections : 

“(b)  The  amounts  of  proposed  appropriations  referred 
to  in  sections  201  (a)  and  203  of  this  Act  shall,  to  the  maxi¬ 
mum  extent  deemed  desirable  and  practicable  by  the  Presi¬ 
dent,  be  determined  on  an  annual  accrued  expenditure  basis. 

“  ‘Annual  accrued  expenditures’  shall  relate  to  goods  and 
services  to  be  received  in  a  fiscal  year,  advance  payments, 
progress  payments,  and  such  other  payments  as  are  author¬ 
ized  by  law  to  be  made  in  such  fiscal  year. 

“This  subsection  shall  not  apply  to  appropriations  made 
specifically  for  the  payment  of  claims  certified  by  the  Comp¬ 
troller  General  and  of  judgments;  appropriations  for  the  re¬ 
fund  of  Federal  taxes  and  of  other  moneys  erroneously 
received  and  covered  into  the  Treasury  of  the  United  States; 
appropriations  made  by  private  relief  Acts  of  Congress; 
appropriations  for  the  payment  of  interest  on  trust  funds; 
revolving  funds  or  appropriations  thereto ;  appropriations  for 
the  payment  to  former  members  of  the  Armed  Forces,  their 
dependents  and  beneficiaries,  of  any  benefits  to  which  they 
are  entitled  by  reason  of  military  service;  appropriations  for 
the  payment  of  pensions  and  annuities;  appropriations  for 


1  the  payment  of  any  obligation  of  the  United  States  for  which 

2  liability  is  fixed  hy  treaty ;  and  other  appropriations  or  funds 

3  analogous  to  the  foregoing. 

4  “(c)  The  conversion  to  the  use  of  annual  accrued  ex- 

5  penditures  for  stating  proposed  appropriations  in  accordance 

6  with  section  201  (b)  of  this  Act  shall  be  accomplished  in 

7  such  manner  and  at  such  times  as  may  be  determined  hy 

8  the  President. 

9  “(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of 

10  any  appropriation  or  fund  made  on  an  annual  accrued  ex- 

11  penditure  basis  over  the  accrued  expenditures  under  such 

12  appropriation  or  fund  shall  lapse,  unless  hereafter  provided 

13  otherwise  in  an  appropriation  Act  or  other  law.  Any  re- 

14  maining  balances  of  each  such  appropriation  or  fund  shall 

15  be  merged  with  any  appropriation  or  fund  made  for  the  same 

16  general  purpose  for  the  ensuing  fiscal  year  and  shall  constitute 
11  a  single  account.” 

18  (b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  0- 

19  24) ,  is  further  amended  hy  inserting  “  (a)  ”  after  the  words 

20  “Sec.  216.”  and  hy  adding  the  following  new  subsections: 

21  “(b)  The  requests  of  the  departments  and  establish- 

22  ments  for  appropriations  shall,  in  such  manner  and  at  such 

23  fbnes  as  may  be  determined  by  the  President,  be  developed 

24  from  cost-based  budgets. 

25  “  (c)  Por  purposes  of  administration  and  operation,  such 


4 


3  cost-based  budgets  shall  be  used  by  all  departments  and 

2  establishments  and  their  subordinate  units.  Administrative 

3  subdivisions  of  appropriations  or  funds  shall  be  made  on  the 

4  basis  of  such  cost-based  budgets.” 

5  AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 

b  PROCEDURES  ACT  OF  19  50 

1  Sec.  2.  (a.)  The  Budget  and  Accounting  Procedures 
3  Act  of  1950  is  amended  by  inserting  after  section  105 
9  thereof  the  following  new  section: 

10  “ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

11  “Sec.  106.  The  head  of  each  executive  agency  shall, 

12  in  consultation  with  the  Director  of  the  Bureau  of  the 

13  Budget,  take  whatever  action  may  be  necessary  to  achieve, 

14  insofar  as  is  possible,  ( 1 )  consistency  in  accounting  and 

15  budget  classifications,  (2)  synchronization  between  account- 

16  ing  and  budget  classifications  and  organizational  structure, 
11  and  (3)  support  of  the  budget  justifications  by  information 
13  on  performance  and  program  costs  by  organizational  units.” 

19  0>)  Section  113  of  such  Act  (31  TJ.  8.  0.  66a)  is 

20  amended  by  adding  at  the  end  thereof  the  following  new 

21  subsection : 

"(c)  As  soon  as  practicable  after  the  date  of  enact- 
ment  of  this  subsection,  the  head  of  each  executive  agency 

24  shall,  in  accordance  with  principles  and  standards  prescribed 

25  V  tbe  Comptroller  General,  cause  the  accounts  of  such 
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agency  to  be  maintained  on  an  accrual  basis  to  show  the 
resources,  liabilities,  and  costs  of  operations  of  such  agency 
with  a  view  to  facilitating  the  preparation  of  cost-based 
budgets  as  required  by  section  216  of  the  Budget  and 
Accounting  Act,  1921,  as  amended.  The  accounting  system 
required  by  this  subsection  shall  include  adequate  monetary 
property  accounting  records  as  an  integral  part  of  the 
system.” 

(c)  Section  118  of  such  Act  is  amended  b}^  inserting 
“113  (c)  ”  after  the  words  “section  111”. 

SIMPLIFICATION  OF  SYSTEM  FOE  SUBDIVIDING  FUNDS 

Sec.  3.  Section  3679  (g) ,  Revised  Statutes,  as  amended 
(31  U.  S.  0.  665  (g)  ) ,  is  further  amended  by  adding  at  the 

end  thereof  the  following  sentence:  “In  order  to  have  a 

• 

simplified  system  for  the  administrative  subdivision  of  appro¬ 
priations  or  funds,  each  agency  shall  work  toward  the 
objective  of  financing  each  operating  unit,  at  the  highest 
practical  level,  from  not  more  than  one  administrative  sub¬ 
division  for  each  appropriation  or  fund  affecting  such  unit.” 
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solved.  That  the  city  clerk  be  directed 
to  fdWard  a  copy  of  this  resolve  to  the  Con- 
gressiren  and  Senators  from  this  district. 

In  cir^  council,  April  25,  1956,  adopted. 

James  T.  Caeey, 

City  Clerk. 

Approved^ay  3,  1956. 

John  F.  Kane, 

Mayor. 


SUPPORT  PRICES  FOR  GRAIN 
SORGHUMS— LETTER 

Mr.  KENNEDY,  air.  President,  I  ask 
unanimous  consent  to.  have  printed  in 
the  Record  a  letter  written  by  Julian  B. 
Thayer,  president,  Easterh.  States  Farm¬ 
ers’  Exchange,  West  Springfield,  Mass., 
dated  May  7,  1956,  to  the  board  of  di¬ 
rectors  of  the  exchange,  relating  to  sup¬ 
port  prices  for  grain  sorghums. 

There  being  no  objection,  thX  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Eastern  States  Farmers’  Exchange, 

West  Springfield,  Mass.,  May  7,  1956. 

To  the  Board  of  Directors: 

Recognizing  our  primary  function  to  pros¬ 
per  our  members  through  the  best  in  the 
procurement  of  farm  supplies,  the  Eastern 
States  Farmers’  Exchange  has  traditionally 
kept  out  of  the  field  of  attempting  to  speak 
as  an  organization  for  its  members  on 
matters  pertaining  to  legislation — except  for 
some  very  broad  issues  in  which  all  coop¬ 
eratives  had  a  vital  stake.  We  will  not  de¬ 
part  from  that  procedure  ’till  such  time  as 
the  board  might  indicate  it  wished  to  do  so. 

We  are,  however,  today  confronted  with  a 
very  serious  issue,  namely,  what  sort  of  a 
farm  bill  is  to  presently  become  law? 

The  inclusion  of  a  proposal  to  support 
grain  sorghums,  oats,  barley,  and  rye  at 
somewhere  between  70  percent  and  81.5  per¬ 
cent  of  parity,  and  to  perhaps  make  manda¬ 
tory  cuts  in  acreage  for  these  grains  up  to 
20  percent  of  last  year’s  production,  can 
have  only  one  effect  on  the  northeastern 
farmers  in  the  feed  deficit  areas. 

My  personal  opinion  is  that  the  very  sub¬ 
stantial  increase  in  the  price  of  grain  which 
our  farmer  members  have  experienced  in  the 
past  few  weeks  is  due  largely  to  the  effects  of 
anticipated  farm  legislation. 

Should  the  new  amendment  referred  to 
above  become  law,  I  can  only  conclude  that 
the  immediate  impact  on  our  already  swollen 
feed  costs  would  be  extremely  serious. 

I  hardly  need  add  that  in  such  an  event 
my  opinion  is  that  our  northeastern  farmers 
would  be  in  a  cost-price  squeeze  deluxe. 

Certainly,  with  the  present  abundance  of 
all  things  we  are  producing  here,  it  would  be 
naive  to  even  hope  to  cover  any  part  of  these 
new  costs  by  an  increase  in  the  price  of  o/r 
products. 

The  purpose  in  bringing  this  mattef  to 
your  attention  is  simply  to  alert  you  tor  some 
of  the  implications  which  appear  to  bgin  this 
proposed  legislation. 

My  profound  respect  for  the  ju/gment  of 
you  men  leads  me  to  believe  thayany  expres¬ 
sion  of  opinion  you  as  individuals  see  fit  to 
send  to  your  respective  Senators  and  Repre¬ 
sentatives  will  be  most  helpful  to  them  in 
the  complex  and  difficult  legislative  situation 
they  must  resolve. 

Faithfully  yours, 

JytiAN  B.  Thayer, 

President.  • 

FLUORIDATION  OF  PUBLIC  WATER 
SUPPLIES— MEMORIAL 

Mr.  KENNEDY.  Mr.  President,  I  ask 
unanimouuTonsent  to  have  printed  in  the 
Record  jymemorial  which  I  have  received 
from  Mrs.  Richard  T.  Cash,  2  Summer 
Street/  R-  F.  D.,  Norwell,  Mass.,  dated 


May  6,  1956,  concerning  the  use  of 
fluorine  in  public-water  supplies. 

There  being  no  objection,  the  memorial 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Norwell,  Mass.,  May  6, 1956. 
Hon.  John  F.  Kennedy, 

Senate  Office  Building, 

Washington,  D.  C. 

Dear  Sir:  In  view  of  increasing  agitation 
for  the  use  of  fluorine  in  public-water  sup¬ 
plies,  we  wish  to  call  to  your  attention  our 
strong  objections  to  such  a  measure.  We  be¬ 
lieve  there  has  been  an  attempt  to  suppress 
any  unfavorable  results  stemming  from  the 
use  of  fluoridated  water,  and  to  present  to 
the  general  public  only  arguments  tending  to 
support  the  practice. 

The  fact  that  there  is  even  an  element  of 
risk  should  justfy  the  exercise  of  caution. 
We  believe  that  you,  sir,  would  not  want  to 
place  your  own  good  health,  or  that  of  your 
family  or  friends  in  jeopardy,  and  feel  sure 
that  after  serious  consideration,  you  will 
agree  that  it  would  be  well  to  determine  what 
the  scientific  evidence  against,  as  well  as  for 
the  procedure  may  be. 

We  believe  that  the  statistics  pertaining 
kto  this  subject  should  Be  examined  by  a  con- 
ressional  body  assisted  by  a  competent  inde¬ 
pendent  satistician. 

fill  you  kindly  read  this  letter  to  Congress / 
andNjave  it  inserted  in  the  Record.  / 

tespectfully  yours, 

Ida  M.  Cash. 

(Mrs.  R.  T.) 
Richard  T.  o£sh. 


THOMAS  M.  PEPPERDAY-/LETTER 
ANB)  MEMORIAI 

Mr.  CHAVEZ  \  Mr.  President,  I  have 
received  a  letter\from /Diego  Abeita, 
chairman  of  the  iViga^ion  Committee, 
Middle  Rio  GrandeVPueblos,  together 
with  a  memorial  adpiiHed  by  the  Tribal 
Council  in  honor  ojr  public-spirited  citi¬ 
zens  in  my  State/ 

I  ask  unanimous  conseniNihat  the  let¬ 
ter  and  memoj/al  may  be  printed  in  the 
Record. 

There  be/6g  no  objection,  tW  letter 
and  memo/ial  were  ordered  to  be  printed 
in  the  Record,  as  follows: 

Isleta  Pueblo, 

Isleta,  N.  Mex.,  May  18, 1956 
De/r  Senator  Chavez:  We  just  thougi 
that  you  might  be  interested  to  know  that's 
tl/4  Pueblos  are  grateful  for  the  services  that 
Public  men  render  to  their  fellow  human 
'beings.  It  is  our  feeling  that  maybe  one  of 
our  delegation  might  have  this  memorial 
placed  in  the  Congressional  Record  as  a  trib¬ 
ute  to  our  friend,  Mr.  Pepperday. 

Thanking  you  very  much  and  with  very 
best  regards,  I  am, 

Sincerely  yours, 

Diego  Abeita, 

Chairman,  Irrigation  Committee, 
Middle  Rio  Grande  Pueblos. 

We  are  the  governors  of  the  pueblos  of 
Cochiti,  Santo  Domingo,  San  Felipe,  Santa 
Ana,  Sandia,  and  Isleta,  and  the  chairmen  of 
their  irrigation  committee.  We  are  meeting 
in  Albuquerque.  We  want  to  say  how  sorry 
we  are  that  Mr.  Thomas  M.  Pepperday,  the 
owner  of  the  Albuquerque  Journal,  is  dead. 
We  speak  not  only  for  ourselves  but  for  all 
of  our  people. 

We  are  sad  in  our  hearts  because  our  good 
friend  is  gone,  and  we  will  miss  him  very 
much. 

We,  the  Indians,  usually  do  not  get  a 
chance  to  visit  great  people  but  Mr.  Pepper¬ 
day  always  was  ready  to  see  us  and  to  hear  us 
tell  our  story.  He  always  gave  his  attention 
to  us  in  his  paper  and  when  he  thought  our 


case  was  right  he  supported  us  even  againsj 
great  powers.  When  he  thought  we  we/ 
wrong  he  did  not  support  us  but  even  then 
he  opened  his  mind  to  us  and  he  toly our 
side  of  the  story  fairly. 

If  we  wanted  to  we  could  put  down/ome  of 
the  gains  that  have  come  to  our  people  di¬ 
rectly  from  the  support  of  Mr.  /epperday. 
But  his  influence  was  greater  than  that.  For 
the  very  fact  that  he  and  the,<Journal  were 
interested  in  us  as  human  be/igs,  that  they 
were  aware  of  our  needs  and/vould  state  our 
case  publicly,  was  in  itself/a  powerful  guar¬ 
anty  that  those  who  were/ employed  to  work 
for  us  would  be  faithful  to  their  trust  and 
that  the  unscrupulou/eould  be  kept  at  bay. 
His  watchfulness  in/our  interest  in  itself 
gave  us  a  feeling  of/comfort  and  confidence. 

Besides,  we  know' that  he  helped  individual 
Indian  young  n/ople  and  hardly  anybody 
knew  about  it./ One  of  our  leaders  today,  a 
man  on  whom'we  rely  heavily,  owes  his  early 
training  an/  his  education  to  Mr.  Pepper- 
day's  hell/' and  encouragement.  We  liked 
Mr.  Pepperday  not  for  what  he  did  for  us, 
not  for  What  we  could  get  from  him,  but  be¬ 
cause  /we  felt  and  knew  that  he  was  our 
friend,  that  he  liked  us  and  we  liked  him. 
We/will  miss  him.  We  want  Mrs.  Pepperday 
ai/d  the  people  who  worked  with  Mr.  Pepper- 
,y  on  the  paper  and  all  the  people  of  Al- 
luquerque  to  know  how  we  feel.  We  will 
pray  for  him.  We  are  going  to  send  a  copy  of 
this  to  Mrs.  Pepperday  and  to  some  of  our 
other  friends,  not  only  in  New  Mexico  but  in 
the  rest  of  the  country,  so  that  they  will 
know  how  we  feel.  We  are  signing  this  at  a 
special  meeting  we  held  in  Albuquerque  on 
May  18,  1956. 

Diego  Aberta,  Chairman,  Irrigation  Com¬ 
mittee,  Middle  Rio  Grande  Pueblos: 
John  C.  Rainer,  Chairman,  All-Pueblo 
Council;  Raymond  Herrera,  Governor, 
Pueblo  of  Cochiti;  Santiago  Pena, 
Governor,  Pueblo  of  Santo  Domingo; 
Pete  Johnson,  Governor,  Pueblo  of  San 
Felipe;  Jose  Bobe  Pino,  Governor, 
Pueblo  of  San  Ana;  Ignacio  Baia,  Gov¬ 
ernor,  Pueblo  of  Sandia;  Ramon  Zuni, 
Governor,  Pueblo  of  Isleta. 


REPORTS  OF  COMMITTEES 

The  following  reports  of  committees 
were  submitted: 

By  Mr.  EASTLAND,  from  the  Committee  on 
the  Judiciary,  without  amendment: 

S.  911.  A  bill  for  the  relief  of  Eftalia  G. 
Stathis  and  Ariadni  Vassiliki  G.  Stathis 
(Rept.  No.  2024) ; 

S.  1869.  A  bill  for  the  relief  of  George  Pa- 
mlias  and  Irene  Papoulias  (nee  Birbilis) 
lept.  No.  2025); 

,  2800.  A  bill  for  the  relief  of  David  Chih- 
WeN  Kwok  (Rept.  No.  2026) ; 

S.  a842.  A  bill  for  the  relief  of  Toini  Mar- 
garetaStfleino  (Rept.  No.  2027); 

H.  R.  1402.  A  bill  for  the  relief  of  Santiago 
Gonzales’CTTigo  (Rept.  No.  2028|; 

H.  R.  204^.  A  bill  for  the  relief  of  Joe  Bar- 
gas  (Rept.  NP-  2030);  and 

H.  R.  5079.  \  bill  for  the  relief  of  Tom 
Wong  (Foo  TaiVam)  (Rept.  No.  2029) . 

By  Mr.  EASTLAND,  from  the  Committee 
on  the  Judiciary ,Nwith  an  amendment: 

S.  1104.  A  bill  foXthe  relief  of  Zoltan  Klar 
and  his  wife,  Vilma,  Hartmann  Klar.  and 
their  minor  son,  TiboiXpar  (Rept.  No.  2031) ; 
and 

H.  R.  909.  A  bill  for  the\elief  of  Charles  O. 
Ferry  and  other  employees  of  the  Alaska  Road 
Commission  (Rept.  No.  2032) 

ILLICIT  NARCOTICS  PROBLEM 

THE  DISTRICT  OF  COLUMBIA 

REPT.  NO.  2033) 

Mr.  DANIEL,  from  the  Commit^ 
the  Judiciary,  pursuant  to  Senate  Re 
lution  67  and  Senate  Resolution  166,  84 
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CongressS.  submitted  a  report  entitled 
“Illicit  Narcotics  Problem  in  the  District 
of  Columbia^’  which  was  ordered  to  be 
printed. 

BILLS  INTRODUCED 

Bills  were  introduced,  read  the  first 
time,  and,  by  unanimous  consent,  the 
second  time,  and  referred  as  follows: 

By  Mr.  CHAVEZ: 

S.  3894.  A  bill  to  facilitate  the  making  of 
lease-purchase  agreements  by  the  Admin¬ 
istrator  of  General  Services  under  the  Pub¬ 
lic  Buildings  Act  of  1949,  as  amended,  and 
by  the  Postmaster  General  under  the  Post 
Office  Department  Property  Act  of\954,  and 
for  other  purposes;  to  the  Committee  on 
Public  Works. 

By  Mr.  SALTONSTALL: 

S.  3895.  A  bill  for  the  relief  of  Clifforck  I>. 
Clarke;  to  the  Committee  on  the  Judicial 

By  Mr.  SALTONSTALL  (by  request)^ 

S.  3896.  A  bill  for  the  relief  of  Venanzio 
Girardi:  to  the  Committee  on  the  Judiciary. 

By  Mr.  KENNEDY  (for  himself,  Mr. 
Payne,  Mr.  Byrd,  Mr.  Bridges,  Mr. 
McClellan,  Mr.  Jackson,  Mr. 
Humphrey,  Mr.  McCarthy,  Mr. 
Mundt,  Mrs.  Smith  of  Maine,  Mr. 
Bender,  Mr.  Martin  of  Iowa,  Mr. 
Welker,  Mr.  Chavez,  Mr.  Hruska, 
Mr.  Bush,  Mr.  Flanders,  Mr.  Ives, 
Mr.  Thye,  Mr.  Magnuson,  Mr.  Sal- 
tonstall,  Mr.  Butler,  Mr.  Martin 
of  Pennsylvania,  Mr.  Dirksen,  Mr. 
Bennett,  Mr.  Curtis,  Mr.  Smith  of 
New  Jersey,  Mr.  Beall,  Mr.  Mans¬ 
field,  Mr.  Case  of  South  Dakota, 
and  Mr.  Langer)  : 

S.  3897.  A  bill  to  improve  governmental 
budgeting  and  accounting  methods  and  pro¬ 
cedures,  and  for  other  purposes;  to  the  Com¬ 
mittee  on  Government  Operations. 

(See  the  remarks  of  Mr.  Kennedy  when  he 
introduced  the  above  bill,  which  appear 
under  a  separate  heading.) 

By  Mr.  KENNEDY: 

S.  3898.  A  bill  for  the  relief  of  Lloyd  C. 
King;  to  the  Committee  on  the  Judiciary. 

By  Mr.  SCHOEPPEL: 

S.  3899.  A  bill  to  provide  for  the  convey¬ 
ance  of  certain  mineral  rights  to  Barney  B. 
Bryant  of  Topeka,  Kans.;  to  the  Committee 
on  Interior  and  Insular  Affairs. 

S.  3900.  A  bill  for  the  relief  of  Jalal 
Besharat;  to  the  Committee  on  the  Judici¬ 
ary. 

By  Mr.  DANIEL  (for  himself.  Mi; 
O’Mahoney.  Mr.  Eastland, 
Welker,  Mr.  Butler,  and 
Neely)  : 

S.  3901.  A  bill  to  amend  certain/^  laws 
affecting  the  control  of  narcotics  in  the  Dis¬ 
trict  of  Columbia,  and  for  other  Purposes; 
to  the  Committee  on  the  l^strict  of 
Columbia. 

(See  the  remarks  of  Mr.  Daniel  when  he 
introduced  the  above  bill, /which  appear 
under  a  separate  heading.) 

By  Mr.  DANIEL: 

S.  3902.  A  bill  for  the'''  relief  of  Andres 
Amadeo  Macha;  to  th§/committee  on  the 
Judiciary. 

By  Mr.  ELLBNJ0ER  (by  request)  : 

S.  3903.  A  bill  to/amend  the  Agricultural 
Trade  Development  and  Assistance  Act  of 
1954,  as  amend*,  so  as  to  increase  the 
amount  authorized  to  be  appropriated  for 
purposes  of  tune  I  of  the  act,  and  for  other 
purposes;  to/the  Committee  on  Agriculture 
and  Forestry. 


RESEARCH  AND  DEVELOPMENT 
PROGRAM  FOR  COAL 

5r.  DIRKSEN  submitted  the  follow- 
iitk  resolution  (S.  Res.  269),  which  was 


referred  to  the  Committee  on  Interior 
and  Insular  Affairs: 

Resolved,  That  the  Committee  on  Interior 
and  Insular  Affairs,  or  any  duly  authorized 
subcommittee  thereof,  is  authorized  to  con¬ 
duct  a  full  and  complete  study  and  investi¬ 
gation  for  the  purpose  of  determining — 

(1)  whether  or  not  there  is  a  possibility  of 
developing  under  existing  law  a  cooperative 
research  venture  in  which  the  Federal  Gov¬ 
ernment,  interested  and  affected  State  gov¬ 
ernments,  industry,  labor  organizations,  and 
private  corporations  might  participate; 

(2)  what  part  the  various  departments  or 
agencies  of  the  Federal  Government  might 
play  in  such  a  research  and  development  pro¬ 
gram  for  coal  and  how  the  Federal  and  State 
governments  might  best  cooperate  in  such 
a  program; 

(3)  whether  or  not  an  effective  research 
program  for  coal  might  be  developed  in  the 
same  magnitude  and  on  the  same  general 
organizational  basis  as  the  various  research 
programs  which  have  been  and  are  now  being 
^conducted  by  the  Atomic  Energy  Commission, 

he  National  Advisory  Committee  for  Aero- 
riSutics,  the  National  Science  Foundatio 
anil  other  similar  groups; 

(4\  which  fields  such  a  research  progn^Tm 
for  coal  should  include  in  order  to  accom¬ 
plish  t\e  best  and  most  expeditious  Results 
for  an  economic  revival  of  the  bituminous 
coal  industry,  including  but  not  limited  to, 
the  general\ategories  of  coal  production,  coal 
transportation,  coal  distribution#'  (including 
market  studiek  and  other  masters  relating 
to  distributional,  coal  utilization  in  conven¬ 
tional  forms,  development  eft  new  and  ex¬ 
panded  uses  of  coal,  gasification,  chemical 
production,  and  a  genei^l  appraisal  of  all 
coal  technology; 

(5)  what  progress  A as  heretofore  been 
made  in  the  productfon\of  synthetic  liquid 
fuel  in  the  overall  energy  program  and 
what  advances  in  our  preseni  knowledge  and 
skills  with  respeot  to  the  production  of  syn¬ 
thetic  liquid  fuel  may  be  reasonably  antici¬ 
pated  in  the  future;  and 

(6)  whether  the  public  interest  would  be 
served  by  the  construction  of  an  experimen¬ 
tal  plant/for  the  conversion  of  coal  into  a 
synthetic  fuel  to  permit  more  rapid  develop 
ment  on  techniques  for  the  production  of 
synthetic  liquid  fuels. 

SBC.  2.  The  committee  shall  report  its  fi: 
inps,  together  with  such  recommendatioi? 

it  may  deem  advisable,  to  the  Senate  at" 
6he  earliest  practicable  date  during  the  pres¬ 
ent  Congress. 

Sec.  3.  For  the  purposes  of  this  resolution, 
the  committee,  or  any  duly  authorized  sub¬ 
committee  thereof,  is  authorized  to  employ 
upon  a  temporary  basis  such  technical,  cleri¬ 
cal,  and  other  assistants  as  it  deems  advis¬ 
able.  The  expenses  of  the  committee  under 
this  resolution,  which  shall  not  exceed 
$  ,  shall  be  paid  from  the  contingent 

fund  of  the  Senate  upon  vouchers  approved 
by  the  chairman  of  the  committee. 


REVISION  OF  GOVERNMENT  APPRO¬ 
PRIATION,  BUDGETING,  AND  AC¬ 
COUNTING  PROCESSES 

Mr.  KENNEDY.  Mr.  President,  I  am 
about  to  introduce  a  bill,  and  I  ask  unani¬ 
mous  consent  that  I  may  speak  on  it 
in  excess  of  the  2  minutes  allowed  under 
the  order  which  has  been  entered. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  Is  there  objection  to  the  request 
of  the  Senator  from  Massachusetts?  The 
Chair  hears  none,  and  the  Senator  from 
Massachusetts  may  proceed. 

Mr.  KENNEDY.  Mr.  President,  on 
behalf  of  myself  and  Senators  Payne, 
Byrd,  Smith  of  Maine,  Bridges,  McClel¬ 


lan,  Jackson,  Humphrey,  McCarthy, 
Mundt,  Bender,  Martin  of  Iowa,  Wel¬ 
ker,  Chavez,  Hruska,  Bush,  Flanders, 
Ives,  Thye,  Magnuson,  Saltonstall, 
Butler,  Martin  of  Pennsylvania,  Dirk¬ 
sen,  Bennett,  Curtis,  Smith  of  New  Jer¬ 
sey,  Beall,  Mansfield,  Case  of  South  Da¬ 
kota,  and  Langer  I  introduce  for  appro¬ 
priate  reference  a  bill  to  revise  the  Gov¬ 
ernment’s  appropriation,  budgeting,  and 
accounting  process. 

This  bill,  which  has  received  vigorous 
bipartisan  support,  implements  recom¬ 
mendations  of  the  Hoover  Commission 
on  budgeting  and  accounting.  In  effect, 
this  bill  would  place  the  entire  govern¬ 
mental  financial  structure  on  an  annual 
accrued  expenditures  basis,  as  opposed 
to  the  obligations  system  now  in  oper¬ 
ation.  This  is  a  revolutionary  change 
in  our  appropriations  process  which  is 
ieing  proposed  only  after  the  most  care¬ 
ful  consideration  and  deliberation.  It 
would  permit  a  much  closer  supervision 
by  Congress  over  the  expenditures  of  the 
executive  branch  of  the  Government 
and  would  provide  for  the  top  manage¬ 
ment  of  the  executive  branch  a  more 
complete  and  more  meaningful  under¬ 
standing  of  the  financial  operations  of 
the  Government.  Almost  all  major  pri¬ 
vate  corporations  have  adopted  this  sys¬ 
tem  of  budgetary  control  and  the  Hoover 
Commission’s  report  substantiated  by  a 
comprehensive  review  by  the  important 
fiscal  departments  and  agencies  in  the 
Government  indicates  that  this  system 
can  profitably  and  effectively  be  adopted 
by  the  Federal  Government.  It  is  evi¬ 
dent  that  a  change  of  this  nature  can¬ 
not  be  made  instantaneously  but  that 
considerable  time  and  effort  will  be  nec¬ 
essary  to  place  this  system  into  oper¬ 
ation — possibly  agency  by  agency  over 
a  number  of  years. 

The  President  in  his  message  to  Con¬ 
gress  of  May  10,  House  Document  No. 
401,  indicated  that  the  executive  branch 
of  the  Government  planned  to  put  into 
operation  those  portions  of  the  Hoover 
Commission  recommendations  on  this 
subject  capable  of  being  implemented  by 
administrative  action.  The  bill  that  we 
have  introduced  today  provides  the  leg¬ 
islation  necessary  to  permit  the  Govern¬ 
ment  to  convert  to  the  accrued  expendi¬ 
ture  basis. 

The  heart  of  this  change  in  procedure 
is  the  provision  of  the  bill  authorizing 
appropriations  to  be  made  on  the  basis 
of  expenditures  actually  made  or  ac- 
crued  by  the  various  departments  and 
agencies  during  any  single  fiscal  year. 
Thus  we  will  no  longer  see  the  depart¬ 
ments  and  agencies  rushing  to  obligate 
their  unused  funds  as  the  end  of  the 
fiscal  year  approaches.  Nor  will  the  Con¬ 
gress  appropriate  money  for  fiscal  year 
1957  which  is  to  be  used  in  1958,  1959, 
or  1960.  The  amount  appropriated  for 
each  fiscal  year  will  equal  the  estimate 
of  the  expenditures  actually  to  be  made 
or  accrued  during  that  year.  This  bill 
does  not  affect  the  right  of  agencies  to 
contract  for  expenditures  in  future  fiscal 
years — they  simply  will  follow  the  ex¬ 
isting  requirement  that  advance  ap¬ 
proval  be  obtained  from  the  Appropria¬ 
tions  Committees.  It  will,  however,  be 
necessary  for  the  agency  to  justify  in 
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the  annual  budget  that  portion  of  any 
long-term  contract  which  accrues  in  the 
fiscal  year,  thereby  providing  Congress 
with  an  annual  review  of  each  agency’s 
program  and  financial  activities. 

In  order  to  enable  Congress  to  appro¬ 
priate  on  this  basis,  it  will  be  necessary 
for  the  agencies  to  use  accrual  account¬ 
ing  and  to  submit  budgets  on  an  accrued 
expenditures  basis.  Thus  the  bill  au¬ 
thorizes  these  changes  to  be  made  in 
the  Government’s  budget  and  account¬ 
ing  processes. 

Hearings  were  held  last  March  by  the 
Reorganization  Subcommittee  on  a  bill 
incorporating  some  of  the  features  of 
the  bill  introduced  today.  At  that  time 
there  was  general  approval  of  the  basic 
goal  of  the  Hoover  Commission  recom¬ 
mendations  and  subsequently  the  Gen¬ 
eral  Accounting  Office  in  cooperation 
with  the  Department  of  the  Treasury 
and  the  Bureau  of  the  Budget  and  staff 
members  of  the  Senate  Government 
Operations  Committee  drafted  the  bill 
which  is  being  introduced  today.  Drafts 
of  this  bill  have  been  distributed  to  all 
of  the  departments  and  major  agencies 
of  the  Government  and  it  is  the  inten¬ 
tion  of  the  Reorganization  Subcommit¬ 
tee  to  hold  additional  hearings  on  this 
important  legislation  beginning  June  4. 

The  Task  Force  on  Budgeting  and  Ac¬ 
counting  of  the  Hoover  Commission, 
headed  by  Mr.  J.  Harold  Stewart,  of 
Boston,  one  of  the  Nation’s  foremost  ac¬ 
countants,  estimated  that  if  the  recom¬ 
mendations  of  the  Hoover  Commission 
on  budgeting  and  accounting,  of  which 
this  bill  is  by  far  the  most  important 
feature,  were  adopted  the  annual  sav¬ 
ings  to  the  Government  would  be  sig- 
nicant.  I  am  sure  it  would  be  difficult 
to  defend  such  an  estimate,  but  I  am 
convinced  from  my  own  study  of  this 
subject  that  there  would  be  substantial 
savings  to  the  American  taxpayer  as  a 
result  of  this  important  change  in  our 
fiscal  process.  Equally  important  would 
be  the  better  understanding  that  the  ex¬ 
ecutive  branch  and  the  Congress  would 
have  of  the  programs  and  financial  op¬ 
erations  of  the  whole  Government. 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  bill  be  permitted  to  lie 
on  the  table  for  3  days  so  that  other 
Senators  who  wish  to  may  join  in  spon¬ 
sorship,  and  that  the  bill  be  printed  in 
the  Record  at  this  point. 

The  ACTING  PRESIDENT  pro  tem¬ 
pore.  The  bill  will  be  received  and  ap¬ 
propriately  referred;  and,  without  ob¬ 
jection,  the  bill  will  be  printed  in  the 
Record. 

The  bill  (S.  3897)  to  improve  govern¬ 
mental  budgeting  and  accounting  meth¬ 
ods  and  procedures,  and  for  other  pur¬ 
poses,  introduced  by  Mr.  Kennedy  (for 
himself  and  other  Senators) ,  was  re¬ 
ceived,  read  twice  by  its  title,  referred 
to  the  Committee  on  Government  Op¬ 
erations,  and  ordered  to  be  printed  in 
the  Record,  as  follows: 

Be  it  enacted,  etc.— 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 
ACT,  1921 

Section  1.  (a)  Section  201  of  the  Budget 
and  Accounting  Act,  1921,  as  amended  (31 
tJ.  S.  C.  11),  is  further  amended  by  inserting 
“(a)”  after  the  words  “Sec.  201.”;  by  chang¬ 


ing  subsection  (a)  to  subparagraph  (1);  by 
adding  after  subparagraph  (1)  a  new  sub- 
paragraph  “(2)  at  such  times  as  may  be  prac¬ 
ticable,  information  on  program  costs  and  ac¬ 
complishments”;  by  changing  subsections 
(b)  through  (j)  to  subparagraphs  (3) 
through  (11),  respectively;  and  by  adding 
the  following  new  subsections: 

“(b)  The  amounts  of  proposed  appropria¬ 
tions  referred  to  in  sections  201  (a)  and 
203  of  this  act  shall,  to  the  maximum  extent 
deemed  desirable  and  practicable  by  the 
President,  be  determined  on  an  annual  ac¬ 
crued  expenditure  basis. 

“  ‘Annual  accrued  expenditures’  shall  re¬ 
late  to  goods  and  services  to  be  received  in 
a  fiscal  year,  advance  payments,  progress 
payments,  and  such  other  payments  as  are 
authorized  by  law  to  be  made  in  such  fiscal 
year. 

“This  subsection  shall  not  apply  to  appro¬ 
priations  made  specifically  for  the  payment 
of  claims  certified  by  the  Comptroller  Gen¬ 
eral  and  of  judgments;  appropriations  for 
the  refund  of  Federal  taxes  and  of  other 
moneys  erroneously  received  and  covered  into 
the  Treasury  of  the  United  States;  appropria¬ 
tions  made  by  private  relief  acts  of  Congress: 
appropriations  for  the  payment  of  interest 
on  trust  funds;  revolving  funds  or  appro¬ 
priations  thereto;  appropriations  for  the  pay¬ 
ment  to  former  members  of  the  Armed 
Forces,  their  dependents  and  beneficiaries,  of 
any  benefits  to  which  they  are  entitled  by 
reason  of  military  service;  appropriations  for 
the  payment  of  pensions  and  annuities;  ap¬ 
propriations  for  the  payment  of  any  obliga¬ 
tion  of  the  United  States  for  which  liability 
is  fixed  by  treaty;  and  other  appropriations 
or  funds  analogous  to  the  foregoing. 

“(c)  The  conversion  to  the  use  of  annual 
accrued  expenditures  for  stating  proposed 
appropriations  in  accordance  with  section 
201  (b)  of  this  act  shall  be  accomplished 
in  such  manner  and  at  such  times  as  may 
be  determined  by  the  President. 

“(d)  As  of  the  end  of  each  fiscal  year, 
the  excess  of  any  appropriation  or  fund  made 
on  an  annual  accrued  expenditure  basis  over 
the  accrued  expenditures  under  such  appro¬ 
priation  or  fund  shall  lapse,  unless  hereafter 
provided  otherwise  in  an  appropriation  act 
or  other  law.  Any  remaining  balances  of 
each  such  appropriation  or  fund  shall  be 
merged  with  any  appropriation  or  fund  made 
for  the  same  general  purpose  for  the  ensu¬ 
ing  fiscal  year  and  shall  constitute  a  single 
account.” 

(b)  Section  216  of  such  act,  as  amended 
(31  U.  S.  C.  24),  is  further  amended  by  in¬ 
serting  "(a)”  after  the  words  “Sec.  216”  and 
by  adding  the  following  new  subsections: 

“(b)  The  requests  of  the  departments  and 
establishments  for  appropriations  shall,  in 
such  manner  and  at  such  times  as  may  be 
determined  by  the  President,  be  developed 
from  cost-based  budgets. 

“(c)  For  purposes  of  administration  and 
operation,  such  cost-based  budgets  shall  be 
used  by  all  departments  and  establishments 
and  their  subordinate  units.  Administrative 
subdivisions  of  appropriations  or  funds  shall 
be  made  on  the  basis  of  such  cost-based 
budgets. 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 
PROCEDURES  ACT  OP  19SO 

Sec.  2  (a)  The  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  is  amended  by  inserting 
after  section  105  thereof  the  following  new 
section : 

“ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

“Sec.  106.  The  head  of  each  executive 
agency  shall,  in  consultation  with  the  Direc¬ 
tor  of  the  Bureau  of  the  Budget,  take  what¬ 
ever  action  may  be  necessary  to  achieve,  inso¬ 
far  as  is  possible,  (1)  consistency  on  account¬ 
ing  and  budget  classifications,  (2)  synchro¬ 
nization  between  accounting  and  budget 
classifications  and  organizational  structure, 
and  (3)  support  of  the  budget  justifications 
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by  information  on  performance  and  program 
costs  by  organizational  units.” 

(b)  Section  113  of  such  act  (31  U.  S.  C. 
66a)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

“(c)  As  soon  as  practicable  after  the  date 
of  enactment  of  this  subsection,  the  head  of 
each  executive  agency  shall,  in  accordance 
with  principles  and  standards  prescribed  by 
the  Comptroller  General,  cause  the  accounts 
of  such  agency  to  be  maintained  on  an  ac¬ 
crual  basis  to  show  the  resources,  liabilities, 
and  costs  of  operations  of  such  agency  with 
a  view  to  facilitating  the  preparation  of  cost- 
based  budgets  as  required  by  section  216  of 
the  Budget  and  Accounting  Act,  1921,  as 
amended.  The  accounting  system  required 
by  this  subsection  shall  include  adequate 
monetary  property  accounting  records  as  an 
integral  part  of  the  system.” 

(c)  Section  118  of  such  act  is  amended  by 
inserting  “113  (c)”  after  the  words  “section 
111.” 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING 
FUNDS 

Sec.  2.  Section  3679  (g).  Revised  Statutes, 
as  amended  (31  U.  S.  C.  665  (g) ),  is  further 
amended  by  adding  at  the  end  thereof  the 
following  sentence:  “In  order  to  have  a  sim¬ 
plified  system  for  the  administrative  subdi¬ 
vision  of  appropriations  or  funds,  each  agency 
shall  work  toward  the  objective  of  financing 
each  operating  unit,  at  the  highest  practical 
level,  from  not  more  than  one  administra¬ 
tive  subdivision  for  each  appropriation  or 
fund  affecting  such  unit.” 

Mr.  KENNEDY.  In  addition,  at  this 
time  I  should  like  to  pay  tribute  and  ex¬ 
press  the  thanks  of  the  Subcommittee 
on  Reorganization  to  the  Senator  from 
Maine  [Mr.  Payne],  who  did  a  tremen¬ 
dous  amount  of  work  on  this  subject,  and 
whose  testimony  before  our  committee 
was  invaluable.  He  is  a  cosponsor  of  the 
bill  which  we  are  introducing.  I  note 
that  he  is  now  present  in  the  Chamber. 

Mr.  PAYNE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KENNEDY.  I  yield. 

Mr.  PAYNE.  I  rise  at  this  time  to  pay 
a  word  of  well-deserved  tribute  to  the 
junior  Senator  from  Massachusetts  [Mr. 
Kennedy]  for  the  great  interest  he  has 
taken  in  this  very  vital  subject.  As  I 
have  stated  on  previous  occasions,  it  is 
a  subject  which  is  not  too  glamorous,  but 
it  certainly  means  a  great  deal  in  the  final 
analysis  in  putting  our  fiscal  house  in 
order. 

Without  the  prodigious  labors  of  the 
junior  Senator  from  Massachusetts,  the 
members  of  his  staff,  and  other  members 
of  the  subcommittee  of  the  Government 
Operations  Committee  in  connection 
with  this  problem,  it  would  have  been  im¬ 
possible  to  bring  the  proposed  legislation 
to  the  point  where  there  is  some  hope  of 
obtaining  action  by  the  Congress  this 
year  to  put  into  effect  something  which 
has  been  needed  for  a  long  time  in  order 
to  place  our  accounting  and  budgeting 
processes  on  an  orderly  basis. 

I  ask  unanimous  consent  that  a  state¬ 
ment  which  I  have  prepared  in  this  con¬ 
nection  be  printed  in  the  Record  at  this 
point  as  a  part  of  my  remarks. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Payne 

My  distinguished  colleague,  the  junior 
Senator  from  Massachusetts  I  Mr.  Kennedy  |, 
has  just  introduced  a  bill,  which  I  am  co- 
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sponsoring,  which  will  carry  out  the  major 
recommendations  of  the  Second  Hoover 
Commission  Report  on  Budget  and  Account¬ 
ing.  Taken  with  the  recent  action  of  the 
President  when  he  approved  the  adoption  by 
the  Bureau  of  the  Budget  of  several  of  the 
Hoover  Commission  recommendations,  this 
bill  will  result  in  implementation  of  sub¬ 
stantially  all  of  the  Hoover  Commission’s 
budget  and  accounting  recommendations. 
If  the  bill  introduced  today  is  passed,  the  net 
result  will  be  a  vastly  improved  financial 
structure  for  our  Federal  Government. 

This  fiscal  procedures  measure  is  the  suc¬ 
cessor  to  S.  3199,  which  I  introduced  on 
February  14  in  behalf  of  myself  and  21  of 
my  distinguished  colleagues.  S.  3199  was 
designed  to  carry  out  the  majority  of  the 
Hoover  Commission  budget  and  accounting 
recommendations  and  included  several  which 
could  be  implemented  by  executive  action, 
but  which  at  that  time  had  not  been  adopted. 
The  bill  did  not  include  what  is  probably  the 
most  important  of  the  25  reoommendations 
of  the  Hoover  Commission  in  this  field, 
namely,  that  the  President’s  budget  and 
congressional  appropriations  be  stated  in 
terms  of  annual  accrued  expenditures  rather 
than  in  terms  of  obligational  authority  as 
at  the  present  time.  Basically,  this  provi¬ 
sion  would  mean  that  Congress  would  only 
appropriate  funds  for  1  year  even  for  long 
lead  time  programs.  It  would  restore  much 
of  the  control  of  the  purse  to  Congress  that' 
has  been- lost  under  "the  present  system  of 
appropriating  the  total  amount  in  advance 
for  a  program  that  will  not  be  completed  for 
several  years. 

Although  I  am  wholly  in  favor  of  Recom¬ 
mendation  No.  7  of  the  Hoover  Commission 
Report  on  Budget  and  Accounting,  I  pur¬ 
posely  did  not  include  it  in  S.  3199  because 
I  felt  that  it  might  be  necessary  to  lay  a 
foundation  of  sound  fiscal  reporting  before 
attempting  such  an  important  change.  It 
was  my  hope  that  the  committee  in  holding 
hearings  on  the  bill  would  give  careful  con¬ 
sideration  to  including  this  provision  in  the 
bill.  On  March  21,  the  Reorganization  Sub¬ 
committee  of  the  Senate  Government  Oper¬ 
ations  Committee,  under  the  very  able  lea¬ 
dership  of  the  junior  Senator  from  Massa¬ 
chusetts  [Mr.  Kennedy],  started  hearings  on 
S.  3199.  In  my  statement  as  the  first  wit¬ 
ness  before  the  subcommittee  I  strongly 
urged  that  testimony  be  heard  on  the  feasi¬ 
bility  of  adopting  the  annual  accrued  ex¬ 
penditure  provision  at  this  time,  and  that 
the  subcommittee  give  careful  attention  to 
the  desirability  of  including  the  provision. 
Following  my  statement,  the  General  Ac¬ 
counting  Office  and  the  Bureau  of  the  Budget 
testified  substantially  in  favor  of  the  bill,  but 
both  wanted  the  annual  accrued  expenditure 
provision  included.  After  several  days  of 
hearings,  the  chairman  of  the  subcommittee 
[Mr.  Kennedy]  directed  the  staff  to  work 
with  the  two  agencies  on  an  amendment  to 
S.  3199  to  include  the  recommendation. 

Shortly  after  the  hearings,  the  Director  of 
the  Bureau  of  the  Budget  announced  that 
several  of  the  Hoover  budget  and  accounting 
recommendations  had  been  adopted,  some  of 
which  were  included  in  S.  3199.  Therefore, 
instead  of  preparing  an  amendment  to  S. 
3199  "a  new  bill  was  drafted  and  has  been 
introduced  today. 

The  subject  of  accounting  lacks  the 
glamor  of  many  other  topics,  but  it  is  no  less 
important.  As  an  accountant  with  experi¬ 
ence  in  business  and  in  government  at  both 
the  State  and  Federal  level,  I  can  and  do 
fully  endorse  the  steps  that  have  been  taken 
by  the  Bureau  of  the  Budget  to  carry  out 
the  intent  of  the  second  Hoover  Commis¬ 
sion.  However,  unless  Congress  acts  favor¬ 
ably  on  the  bill  which  has  just  been  intro¬ 
duced  only  about  half  of  the  job  will  have 
been  done.  As  all  of  us  know,  it  would  be  a 
rare  instance  when  a  job  half  done  could 
achieve  anywhere  near  half  of  the  effective¬ 
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ness  of  the  whole  job,  and  the  case  at  hand 
in  no  exception. 

Without  overstating  the  case,  I  believe  I 
can  say  that  the  bill  which  has  been  intro¬ 
duced  today,  as  unglamorous  as  it  may  be, 
is  one  of  the  most  important  pieces  of 
legislation  before  this  Congress.  In  his  mes¬ 
sage  to  Congress  dated  May  10,  1956,  Presi¬ 
dent  Eisenhower  stated: 

“The  actions  being  taken  by  the  executive 
branch  to  put  many  of  the  [Hoover]  Com¬ 
mission’s  proposals  [budget  and  accounting 
recommendations]  into  effect  will  require 
close  coordination  with  the  legislative 
branch  and  merit  the  support  which  the 
Congress  should  and  can  provide.  I  urge 
that  the  Congress  seek  the  early  enactment 
of  appropriate  legislative  provisions  to  sup¬ 
port  the  major  objectives  of  the  [Hoover] 
Commission’s  recommendations.” 

The  Hoover  Commission  Task  Force  on 
Budget  and  Accounting  estimated  that  the 
savings  which  could  be  expected  to  result 
from  effective  implementation  of  its  rec¬ 
ommendations  would  be  in  the  vicinity  of 
$4  billion.  Obviously  this  is  a  figure  that 
cannot  be  fully  substantiated,  but  it  clearly 
indicates  that  improved  fiscal  performance 
can  mean  very  large  savings  to  the  Nation. 
It  is  my  hope  that  Congress  will  not  adjourn 
without  having  taken  action  on  this  legisla¬ 
tion. 

CONVEYANCE  OP  CERTAIN  PROP¬ 
ERTY  TOTPIERCE  COUNTY,  WASH¬ 
INGTON— AMENDMENT 

Mr.  MORSE  submitted  an  amendment, 
intended  to  be  proposed  by  him,  to  the 
bill  (S.  3457)  to  authorize  the  Secretary 
of  the  Treasury  to  convey  certain  prop¬ 
erty  to  the  county  ok.  Pierce,  State  of 
Washington,  which  wajpordered  to  lie  on 
the  table  and  to  be  prinft 


FEDERAL- AID  HIGHWAY \ACT  OP 
1956— AMENDMENTS 

Mrs.  SMITH  of  Maine.  Mr.  Preside] 
for  6  months  I  have  been  driving\fov  a 
governmental  study  of  means  of  increas¬ 
ing  highway  safety  in  our  countreA  I 
have  made  specific  appeals  to  the  presi 
dent  of  the  United  States  and  to  the  Sen¬ 
ate  Committee  on  Labor  and  Public  Wel¬ 
fare.  President  Eisenhower  /has  re¬ 
sponded  favorably,  but  the  Senate  com¬ 
mittee  has  not  responded  at  all.  I  made 
an  appeal  to  the  Senate  Public  Works 
Committee  but  received  no  response. 

I  am  at  a  loss  as  to  the  thus  far  sena¬ 
torial  indifference  to  this  matter — an  in¬ 
difference  to  a  tragic  and/filarming  condi¬ 
tion — the  annual  tragedy  of  nearly  40,000 
deaths,  a  million  injuries  and  a  multi- 
billion-dollar  economic  loss  caused  by 
automotive  accident/.  In  a  nutshell,  it  is 
a  matter  of  mass  murder  and  maiming 
on  the  highway— -Ao  which  there  is  an 
alarming  and  shocking  degree  of  com¬ 
placency.  / 

At  the  very  beginning  of  this  session, 
on  January  5/1956,  I  introduced  Senate 
Resolution  156  to  investigate  methods  of 
increasing  highway  safety  in  the  United 
States  and/co  have  the  Senate  Labor  and 
Public  Welfare  Committee  make  such 
study.  That  resolution  was  referred  to 
the  Senate  Labor  and  Public  Welfare 
Commi/tee  and  I  regret  to  say  that  as  of 
this  time  that  committee  has  not  given 
any  consideration  to  this  important  pro- 
posa 


In  recent  weeks  representatives  of  the 
Advisory  Council  to  the  President’s  Com¬ 
mittee  for  Traffic  Safety  have  conferred/ 
with  me  and  asked  me,  because  of  th f 
leadership  I  have  taken  in  this  matter,  i 
take  the  lead  in  attempting  to  get  An 
amendment  unsuccessfully  offered/ by 
Representative  Blatnik  to  the  highway 
bill  when  the  House  recently  voted  on 
that  bill — to  get  such  an  amendment 
adopted  by  the  Senate  when  it  considers 
and  votes  on  the  highway  bill. 

I  agreed  to  do  so  but  not  until  May  16, 
1956  did  they  finally  come  up  with  the 
type  of  amendment  they  recommended 
be  offered  instead  of  the  /form  of  the 
Blatnik  amendment.  On /hat  day  they 
also  talked  with  other  Senators  includ¬ 
ing  the  distinguished  junior  Senator  from 
Minnesota  who  shortly^  thereafter  that 
day  took  the  Senate  flpor  and  submitted 
the  proposed  brief  amendment. 

I  wish  to  commend  the  junior  Senator 
from  Minnesota  in/his  very  prompt  ac¬ 
tion  and  I  welcome  him  to  the  drive  that 
I  have  now  be^fi  making  for  several 
months.  I  am  gratified  that  his  response 
was  not  only  so  favorable  in  contrast  to 
the  past  lack  o/ response  from  the  Senate 
committees  l/have  referred  to  but  also 
with  the  veyy  marked  promptness  of  his 
response. 

His  amendment  is  desirable  but  I  am 
not  joini/g  on  it  as  I  feel  that  I  prefer 
an  amendment  in  the  form  modeled 
after  n£y  Senate  Resolution  156.  If  the 
Senat/  is  not  to  look  into  this  matter. 
then/I  would  hope  that  the  executive 
branch  of  the  Government  would. 

aid  so  I  have  taken  the  language  of 
Sqhate  Resolution  156  and  merely  substi- 
ited  the  Secretary  of  Commerce  for  the 
lenate  Committee  on  Labor  and  Public 
Welfare.  In  spite  of  this  I  hope  the 
Senate  committee  will  still  see  fit  to  look 
into  this  matter  and  certainly  no  harm 
or  loss  can  come  from  both  the  Secretary 
of  Commerce  and  the  Senate  looking  into 
the  ways  of  saving  human  lives  and  stop¬ 
ping  wholesale  slaughter  on  the  high¬ 
ways. 

The  objective  of  the  proposed  amend¬ 
ment  of  the  junior  Senator  from  Minne- 
and  the  objective  of  my  proposed 
endment  are  basically  the  same. 
HoVever,  there  are  some  basic  differ¬ 
ences 

In  tije  first  place  I  would  require  the 
Commerce  to  report  2  years 
sooner  tftan  the  junior  Senator  of  Min¬ 
nesota  wotild.  I  would  require  a  report 
in  not  less  than  a  year  and  by  not  later 
than  June  30^1957,  while  the  junior  Sen¬ 
ator  from  Minfyesota  would  allow  3  years 
and  permit  theVreport  to  be  made  by 
June  30,  1959. 

I  differ  on  the  \ime  aspect  because, 
while  I  acknowledgevthat  studies  some¬ 
times  take  a  great  de^  of  time,  all  of  us 
realize  that  a  study  or  a\urvey  can  some¬ 
times  be  the  means  of  V-ushing  some¬ 
thing  aside  and  letting  tl\  mere  opera¬ 
tion  of  time  kill  it. 

I  do  not  want  that  to  happen  on  this 
because  I  consider  this  mattento  be  ex¬ 
tremely  urgent  with  nearly  40, 00O  people 
being  killed  on  the  highway  eacnVear — 
at  that  rate  the  total  in  3  years 
be  120,000. 

Time  is  of  the  essence.  This  canfiot 
be  a  leisurely,  take-your-time  apV 
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IN  THE  HOUSE  OF  REPRESENTATIVES 

May  29, 1956 

Mr.  Rogers  of  Florida  introduced  the  following  bill;  which  was  referred 
to  the  Committee  on  Government  Operations 


A  BILL 

To  improve  governmental  budgeting  and  accounting  methods 
and  procedures,  and  for  other  purposes. 

*i  .  •  *  *r  * 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  19  21 

4  Section  1.  (a)  Section  201  of  the  Budget  and  Ac- 

5  counting  Act,  1921,  as  amended  (31  U.  S.  C.  11),  is  fur- 

6  ther  amended  by  inserting  “(a)”  after  the  words  “Sec. 

7  201.”,  by  changing  subsection  (a)  to  subparagraph  (1)  ; 

8  by  adding  after  subparagraph  (1)  a  new  subparagraph 

9  “(2)  at  such  times  as  may  be  practicable,  information  on 
10  program  costs  and  accomplishments”;  by  changing  subsec- 


I 


2 


1  tions  (b)  through  (j)  to  subparagraphs  (3)  through  (11), 

2  respectively;  and  by  adding  the  following  new  subsections: 

3  “  (b)  The  amounts  of  proposed  appropriations  referred 

4  to  in  sections  201  (a)  and  203  of  this  Act  shall,  to  the 

5  maximum  extent  deemed  desirable  and  practicable  by  the 
g  President,  be  determined  on  an  annual  accrued  expenditure 
rj  basis. 

g  “  ‘Annual  accrued  expenditures’  shall  relate  to  goods  and 
9  services  to  be  received  in  a  fiscal  year,  advance  payments, 
10  Progress  payments,  and  such  other  payments  as  are  author- 
44  ized  by  law  to  be  made  in  such  fiscal  year. 

42  “This  subsection  shall  not  apply  to  appropriations  made 

43  specifically  for  the  payment  of  claims  certified  by  the  Comp- 

14  troller  General  and  of  judgments;  appropriations  for  the 

15  refund  of  Federal  taxes  and  of  other  moneys  erroneously 

16  received  and  covered  into  the  Treasury  of  the  United  States; 

17  appropriations  made  by  private  relief  Acts  of  Congress; 

18  appropriations  for  the  payment  of  interest  on  trust  funds; 

19  revolving  funds  or  appropriations  thereto;  appropriations 

20  for  the  payment  to  former  members  of  the  Armed  Forces, 

21  then*  dependents  and  beneficiaries,  of  any  benefits  to  which 

22  they  are  entitled  by  reason  of  military  service ;  appropriations 

23  for  the  payment  of  pensions  and  annuities ;  appropriations  for 

24  the  payment  of  any  obligation  of  the  United  States  for  which 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


3 


liability  is  fixed  by  treaty ;  and  other  appropriations  or  funds 
analogous  to  the  foregoing. 

“ (c)  The  conversion  to  the  use  of  annual  accrued  ex¬ 
penditures  for  stating  proposed  appropriations  in  accordance 
with  section  201  (b)  of  this  Act  shall  be  accomplished  in 
such  manner  and  at  such  times  as  may  be  determined  by 
the  President. 

“(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of 
any  appropriation  or  fund  made  on  an  annual  accrued  ex¬ 
penditure  basis  over  the  accrued  expenditures  under  such 
appropriation  or  fund  shall  lapse,  unless  hereafter  provided 
otherwise  in  an  appropriation  Act  or  other  law.  Any  re¬ 
maining  balances  of  each  such  appropriation  or  fund  shall 
be  merged  with  any  appropriation  or  fund  made  for  the 
same  general  purpose  for  the  ensuing  fiscal  year  and  shall 
constitute  a  single  account.” 

(b)  Section  216  of  such  Act,  as  amended  (31  IT.  S.  0. 
24) ,  is  further  amended  by  inserting  “  (a)  ”  after  the  words 
“Sec.  216.”  and  by  adding  the  following  new  subsections: 

“(b)  The  requests  of  the  departments  and  establish¬ 
ments  for  appropriations  shall,  in  such  manner  and  at  such 
times  as  may  be  determined  by  the  President,  be  developed 
from  cost-based  budgets. 

“(c)  For  purposes  of  adminisration  and  operation,  such 
cost-based  budgets  shall  be  used  by  all  departments  and 
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establishments  and  their  subordinate  units.  Adminisrative 
subdivisions  of  appropriations  or  funds  shall  be  made  on  the 
basis  of  such  cost-based  budgets.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 
PEOCEDUBES  ACT  OF  1950 

Sec.  2.  (a)  The  Budget  and  Accounting  Procedures 
Act  of  1950  is  amended  by  inserting  after  section  105 
thereof  the  following  new  section: 

“accounting  and  budget  classifications 
“Sec.  106.  The  head  of  each  executive  agency  shall, 
in  consultation  with  the  Director  of  the  Bureau  of  the 
Budget,  take  whatever  action  may  be  necessary  to  achieve, 
insofar  as  is  possible,  (1)  consistency  on  accounting  and 
budget  classifications,  (2)  synchonization  between  account¬ 
ing  and  budget  classifications  and  organizational  structure, 
and  (3)  support  of  the  budget  justifications  by  information 
on  performance  and  program  costs  by  organizational  units,” 
(b)  Section  113  of  such  Act  (31  U.  S.  0.  66a)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
subsection : 

(c)  As  soon  as  practicable  after  the  date  of  enactment 
of  this  subsection,  the  head  of  each  executive  agency  shall, 
in  accordance  with  principles  and  standards  prescribed  by 
the  Comptroller  General,  cause  the  accounts  of  such  agency 
to  be  maintained  on  an  accrual  basis  to  show  the  resources, 


5 


1  liabilities,  and  costs  of  operations  of  such  agency  with  a  view 

2  to  facilitating  the  preparation  of  cost-based  budgets  as  re- 

3  quired  by  section  216  of  the  Budget  and  Accounting  Act, 

4  1921,  as  amended.  The  accounting  system  required  by 

5  this  subsection  shall  include  adequate  monetary  property 

6  accounting  records  as  an  integral  part  of  the  system.” 

7  (c)  Section  118  of  such  Act  is  amended  by  inserting 

8  “113  (c)  ”  after  the  words  “section  111”. 

9  SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

10  Sec.  3.  Section  3679  (g) ,  Revised  Statutes,  as  amended 

11  (31  U.  S.  C.  665  (g)  ) ,  is  further  amended  by  adding  at 

12  the  end  thereof  the  following  sentence:  “In  order  to  have 

13  a  simplified  system  for  the  administrative  subdivision  of 
II  appropriations  or  funds,  each  agency  shall  work  toward  the 

15  objective  of  financing  each  operating  unit,  at  the  highest 

16  practical  level,  from  not  more  than  one  administrative  sub- 
11  division  for  each  appropriation  or  fund  affecting  such  unit.” 
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lent  out  of  many  of  the  businesses 
wiVi  which  it  had  occupied  itself  in 
competition  with  free  enterprise.  There 
are  t^ose  in  this  country  who  will  dis¬ 
agree  Vith  that  effort.  They  are  the 
ones  wnto  believe  the  Federal  Govern¬ 
ment  cairmerform  our  economic  chores 
better  thanycan  free  enterprise. 

For  such  people  I  advocate  a  careful 
reading  of  a\  article  entitled  “What 
Government  Ownership  Does  to  Work¬ 
ers,”  published  in.  U.  S.  News  &  World 
Report  of  May  25/1956. 

I  ask  unanimous  consent  that  the  arti¬ 
cle  be  printed  in  the\Appendix  of  the 
Record. 

There  being  no  objection,  the  article 
was  ordered  to  be  printed  a^.  the  Record, 
as  follows: 

What  Government  Ownership,  Does  to 
Workers — Mines  Lose  Money,  1.0Q0  Welsh 
Miners  Thrown  Out  of  Jobs 
Gwaun-Cae-Gurwen,  Wales.— ThiV  vil¬ 
lage  of  4,000  in  the  coalfields  of  South  wfales 
is  doomed  because  of  its  failure  to  cooper¬ 
ate  with  the  managers  of  Britain’s  social¬ 
ized  coal  industry. 

The  National  Coal  Board  over  in  London,' 
the  agency  which  runs  Britain’s  coal  mines, 
has  anounced  that  on  May  26  it  will  close 
down  for  good  two  mines  that  lie  on  the  out¬ 
skirts  of  this  hillside  town.  The  board  says 
that  the  frequency  of  strikes  and  slowdowns 
at  the  two  mines  makes  it  impossible  to  run 
them  on  anywhere  near  an  economic  basis. 

When  the  mines  are  closed,  the  machinery 
dismantled  and  taken  away,  more  than  1,000 
miners  will  be  out  of  jobs.  For  all  practical 
purposes,  the  village  of  Gwaun-Cae-Gurwen 
will  cease  to  exist  economically. 

Seventy-five  percent  of  the  miners  who 
work  at  the  condemned  East  and  Steer  col¬ 
lieries  live  in  this  village.  When  the  mines 
close  down,  these  families  will  have  to  go 
elsewhere.  There  is  nothing  for  the  men  to 
do  here  if  they  can’t  mine  coal. 

CRITICISM  of  miners 

Except  in  Gwaun-Cae-Gurwen  itself  you 
find  little  sympathy  for  the  miners. 

The  coal  board  condemns  what  it  calls 
the  miners’  lack  of  cooperation  and  their 
refusal  to  keep  output  high  enough  to  justify 
continued  operation  of  the  two  mines. 

The  miners’  union — the  National  Union  of 
Mineworkers — finds  fault  with  the  men  for 
striking  without  union  authorization. 

But,  if  you  walk  the  streets  of  Gwaun-Cae- 
Gurwen  or  talk  with  people  at  random  near 
the  mines,  you  come  up  with  a  story  of 
trouble  in  labor  relations — a  story  that  ‘ 
stretches  back  to  January  1,  1947 — the  da 
Britain  nationalized  her  coal  mines— ahd 
back  into  the  days  when  the  mines  /Were 
privately  owned. 

‘‘The  men  just  don’t  seem  to  have  a&y  con¬ 
fidence  in  the  coal  board,”  said  a  village  of¬ 
ficial.  ‘‘Most  of  this  trouble  has>come  since 
nationalization.  The  men  thiifk  it’s  a  lot 
harder  to  get  anywhere  with  the  officials  now 
than  it  used  to  be.  The  trouble  in  the  pits 
is  certainly  a  lot  worse  noy" 

The  anger  felt  by  the  Workers  toward  the 
coal  board  and  its  loca^representatives  was 
expressed  by  one  min ert in  these  words,  “Why 
pick  on  us?  There/are  worse  troubles  at 
other  pits  in  Wale/  and  England,  but  they 
don’t  close  them/ 

There  is  the /complaint,  too,  that  every¬ 
thing  is  "too  top  heavy”  in  the  coal  board’s 
operations,  /t  doesn’t  do  any  good  to  talk 
to  officials  sft  the  mine,  one  miner  said,  “be¬ 
cause  the/have  to  go  all  the  way  to  London 
to  find  jiut  what  they  can  do.” 

TOO  MUCH  DISEASE? 

You  also  hear  complaints  about  the  nar- 
roj/seams  of  anthracite  and  how  hard  they 
to  work,  and  about  the  incidence  of 


silicosis  and  pneumoconiosis,  which  are  lung 
diseases  caused  by  habitual  inhaling  of  such 
impurities  as  coal  dust.  If  you  remind  the 
miners  that  the  incidence  of  pneumoconiosis 
has  fallen  60  percent  in  2  years  because  of 
improved  methods  of  dust  control,  you  get 
this  answer: 

“You  look  at  a  miner’s  face  when  he  comes 
up.  It’s  black  with  dust.  His  lungs  have 
got  to  be  the  same  way  because  he’s  breath¬ 
ing  that  dust  all  day  at  the  coal  face.” 

At  the  East  and  Steer  pits  you  hear  the 
coal  board  called  “spiteful”  because  it  has 
refused  to  open  the  brick  bathhouses  it  con¬ 
structed  for  the  men  to  use  when  they  come 
up  from  the  pits. 

These  bathhouses  are  the  most  modern 
structures  at  the  mines.  One  was  built  at 
a  cost  of  $84,000;  the  other  cost  twice  as 
much.  They  stand  out  in  contrast  to  the 
dinginess  of  the  other  mine  buildings.  The 
board  keeps  them  closed  because  it  says  it 
would  have  to  spend  $28,000  a  year  to  main¬ 
tain  them  and  the  expense  cannot  be  justi¬ 
fied  in  view  of  the  heavy  losses  incurred  in 
operating  the  East  and  Steer  pits. 

Some  people  here  have  a  feeling  that  the 
coal  board  will  back  down  and  keep  the 
mines  open;  that  it  cannot  afford  to  lose 
this  anthracite.  The  miners  at  a  meeting 
last  week  endorsed  a  union  resolution  urging 
‘them  to  work  harder  in  order  to  prove  to  the  / 


weeks  because  2  men  were  fired  for  slowing 
down  6n  the  job.  Ten  other  pits  in  the  area,, 
with  a  total  of  3,800  miners,  went  out  ii* 
sympathy  with  East  and  Steer.  The  othbr 
mines  went  back  to  work  after  a  union/tle- 
cision  urging  them  to  do  so.  The  m/n  at 
East  and  Steer  remained  out  3  days /longer. 

This  history  of  labor  trouble  at  t/ese  two 
mines  results  from  what  the  Tim/T  of  Lon¬ 
don  calls  “a  process  of  mutual  es&speration” 
between  the  miners  and  the  coaT board. 

As  you  talk  with  them,  yofc  deduce  that 
the  miners  at  East  and  Stj4r  pits  are  not 
satisfied  that  government/bwnership  of  the 
mines  is  the  best  way  /  bring  good  labor 
relations. 

MINERS  STILE  VOTE  “LEFT” 

But,  although  the*  miners  at  Gwaun-Cae- 
Gurwen  voice  nothing  but  scorn  for  the 
National  Coal  Board,  they  vote  solidly  for 
the  Labor  Party  in  national  elections. 

You  heart  Jrtat  quite  a  few  of  the  miners 
are  Communists.  The  president  of  the  south 
Wales  area  of  the  National  Miners  Union, 
Will  Pajmter,  is  an  avowed  Communist. 
Payntrn/ however,  is  one  of  the  most  caustic 
critic/ of  the  miners’  conduct  at  East  and 
Steer  pits. 

e  anthracite  fields  in  south  Wales  are 
Jfitain’s  only  source  of  hard  coal  except  for 
imited  supplies  in  Scotland.  The  coal  that 


ard  that  it  would  be  worthwhile  to  keep/  comes  out  of  the  East  and  Steer  pits— locally 


th\  mines  open.  / 

The  board,  however,  remains  adamant./rt 
says  that  it  is  not  bluffing;  that  the  qrtnes 
will  close  down. 
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STRIKES  AND  SLOWDOWNS 

The  board  says  it  is  losing  the  equivalent 
of  more  than,  a  million  dollars  a /ear  by  op¬ 
erating  the  East  and  Steer  pits/  There  were 
47  strikes  and\slowdowns  ai/the  2  mines 
in  1955.  So  far  this  year  thete  have  been  11. 

The  board  maintains  it/ost  during  1955 
about  $900  for  evefv  mart  employed  at  the 
East  pit  and  $1,100  for  each  man  working  at 
Steer.  It  claims  that  a&tput  per  man-shift — 
the  measuring  stick  JorNgconotnic  operation 
of  British  mines — iVonly  \4  hundredweights 
at  Steer  and  9.2  a t  East,  asVpgainst  an  aver¬ 
age  of  19  for  tl^e  South  Wafljg  division  as  a 
whole. 

Actually  th6re  have  been  24§\  strikes  and 
slowdowns— /&11  unofficial,  unauthorized  by 
the  union/— since  these  two  mines  \were  na¬ 
tionalize/  in  1947.  The  advent  of 'govern¬ 
ment  ownership  at  the  East  and  SteSr  pits 
brought  an  immediate  increase  in  labor 
troubles,  rather  than  any  improvement^ 
n  1948,  1  year  after  the  government  tofe 
ter  the  mines,  both  East  and  Steer  pits  wer^ 
dosed  by  the  coal  board  on  the  charge  that' 
the  miners  engaged  in  too  many  restrictive 
practices.  Later  on,  Steer  pit  was  closed  for 
a  year  and  a  half.  The  board  reopened  both 
mines  after  it  got  a  promise  of  cooperation 
from  the  miners. 

In  May  of  last  year  the  board  dismissed 
149  miners  at  the  two  pits  because,  it  said, 
output  was  too  low.  Output  averaged  4,000 
tons  a  week,  but  the  board  said  it  should 
have  been  6,000  tons. 

The  current  complaint  against  the  miners 
at  Steer  and  East  pits,  as  seen  by  the  coal 
board,  is  based  on  "the  continued  restriction 
of  effort,  lack  of  cooperation  by  the  work¬ 
men,  and  low  productivity  resulting  in  se¬ 
rious  financial  loss.”  The  board  complains 
that  the  miners  failed  to  keep  their  promises 
to  “cooperate  with  the  management  and 
carry  out  their  allotted  tasks.” 

The  coal  board  also  says:  “The  men  at  the 
pits  have  not  honored  agreements  made  on 
their  behalf  nor  have  they  followed  the  ad¬ 
vice  of  their  union.  They  have  not  made 
use  of  the  conciliation  machinery.” 

After  “repeated  trials  over  a  period  of 
nearly  10  years,”  the  coal  board  says,  the 
officials  see  no  signs  of  improvement  at  Steer 
and  East  pits. 

All  the  troubles  came  to  a  head  this  month 
when  both  pits  went  out  on  strike  for  2 


called  “the  best  coal  in  the  world”— is  valu¬ 
able  to  the  British  economy  as  a  source  of 
dollar  income  from  Canada. 

Yet  the  anthracite  fields  are  operated 
under  nationalization  at  heavy  losses.  The 
coal  board  showed  a  loss  of  3.7  million 
pounds  sterling  for  its  southwestern  divi¬ 
sion  in  1955  compared  with  a  loss  of  1.8 
million  pounds  in  1954.  Operations  in  the 
anthracite  fields  of  south  Wales  accounted 
for  3.4  million  pounds  of  the  1955  loss. 

Most  of  the  loss  stems  from  the  inability 
of  the  board  to  keep  the  miners  digging 
enough  coal. 

PROFITS  TO  LOSSES 

In  1939,  under  private  ownership,  output 
of  the  south  Wales  coalfields  stood  at  273 
tons  per  man  per  year.  The  owners  that  year 
realized  profits  of  1.5  million  pounds. 

In  1955,  output  per  man  per  year  had 
dropped  to  230  tons,  and  the  nationalized 
mines  were  operating  at  heavy  losses. 

As  one  observer  puts  it,  “The  Welsh  miners 
said  that  with  profits  taken  away  and  sack¬ 
ing  the  owners  you  would  get  more  coal  and 
cheaper  coal  and  that  they  would  be  happy 
doing  it.”  So  far,  it  hasn’t  worked  out  that 
way. 

In  Gwaun-Cae-Gurwen,  you  don’t  hear 
uch  discussion  of  statistics  like  those, 
ere  is  no  other  employment  in  the  village. 
Tlie  families  here  are  absolutely  dependent 
e  two  mines. 

Th&vcoal  board  is  sinking  a  new  shaft  a 
few  miles  away,  and  it  hopes  to  tap  the  seams 
mined  a\ the  East  and  Steer  pits  from  this 
new  mine\  But  it  will  be  2  or  3  years  before 
the  new  mine  is  ready  for  full  operation. 

MeanwhileNif  the  East  and  Steer  pits  close, 
some  of  the  miners  hope  to  find  work  in  the 
steel  mills  at  Pcl^t  Talbot,  down  on  the  sea- 
coast.  Others  expect  to  go  to  England, 
where  industrial  j^bs  can  be  ■had  for  the 
asking. 

The  coal  board  say^dhat  it  is  not  black¬ 
listing  these  men,  although  other  mines  in 
the  area  won’t  be  able  Nfco  absorb  half  of 
them. 

A  GROWING 

In  the  gray  rows  of  miners’Viomes  along 
the  streets  of  Gwaun-Cae-Gurwen.  you  can 
find  an  atmosphere  of  rising  feai\  that  this 
time  the  coal  board  means  what  iXsays,  of 
fears  that  families  will  have  to  be  uferooted 
and  moved  away. 

Out  at  the  mines  you  sense  frustrationAand 
bitterness  in  the  remarks  of  the  min?- 
when  they  talk  about  the  National  Coal 
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Board.  For  these  miners — whether  they  are 
at  fault  or  notGthe  fact  that  the  Govern¬ 
ment  is  their  boss  has  not  so  far  meant  a 
sense  of  participation  and  belonging.  This 
was  among  the  things  they  were  trying  to 
achieve  when  they  N^hrew  out  the  private 
owners  and  nationalized  the  mines. 
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Revision  of  Government  Appropriation, 
Budgeting,  and  Accounting  Processes 


EXTENSION  OP  REMARKS 


HON.  PAUL  G.  ROGERS 


OP  FLORIDA 

IN  THE  HOUSE  OF  REPRESENTATIVES 

Tuesday,  May  29,  1956 

Mr.  ROGERS  of  Florida.  Mr.  Speaker, 

I  have  introduced  today  legislation  which 
I  believe  is  a  necessary  step  and  long 
overdue  to  place  our  governmental  ac¬ 
counting  and  budgeting  processes  on  a 
more  realistic  and  orderly  basis.  As  I 
am  sure  most  Members  realize,  we  have 
a  backlog  of  unexpended  authorizations 
in  the  amount  of  almost  $80  billion  and 
I  think  all  of  us  realize  the  lack  of  con¬ 
trol  that  this  situation  brings  about.  I 
had  been  working  on  provisions  to  in¬ 
corporate  in  legislation  to  present  to  the 
House  for  consideration  when  a  bill  was 
introduced  in  the  Senate,  being  S.  3897, 
which  incorporates  proposals  to  bring 
about  some  necessary  reforms  as  sug¬ 
gested  by  the  Second  Hoover  Commission 
and  which  has  strong  bipartisan  support 
in  the  Senate.  I  have  introduced  a  com¬ 
panion  bill  to  the  Senate  bill  today. 

It  is  estimated  by  the  Second  Hoover 
Comihission  that  the  reforms  suggested 
and  as  set  forth  in  this  legislation  could 
effect  savings  in  the  amount  of  almost 
$4  billion.  This  figure  is  perhaps  hard  to 
fully  substantiate  but  at  least  it  gives  a 
very  dramatic  evidence  of  the  great  sav¬ 
ings  that  can  be  effected  in  our  Govern¬ 
ment  by  the  enactment  of  this  legislation. 

It  is  my  strong  feeling  that  the  House 
should  consider  this  legislation  at  the 
earliest  possible  time  and  I  am  respect¬ 
fully  asking  for  a  hearing  before  the 
House  Government  Operations  Commit¬ 
tee  on  the  provisions  of  this  measure 
which  I  believe  are  sound  and  should  be 
enacted  by  the  Congress. 

This  measure  proposes  changes  in  ex¬ 
ecutive  branch  accounting  and  formula¬ 
tion  of  budget  requests  for  appropria¬ 
tions,  and  it  proposes  changes  in  con¬ 
gressional  authorization  of  the  expendi¬ 
ture  of  money  on  Federal  programs.  It 
would  place  the  entire  governmental 
financial  structure  on  an  annual  accrued 
expenditures  basis,  as  opposed  to  the 
obligations  system  now  in  operation.  It 
would  permit  a  much  closer  supervision 
by  Congress  over  the  expenditures  of  the 
executive  branch  of  the  Government 
and  would  provide  for  the  top  manage¬ 
ment  of  the  executive  branch  a  more 
complete  and  more  meaningful  under¬ 
standing  of  the  financial  operations  of 
the  Government.  Almost  all  major 
private  corporations  have  adopted  this 
system  of  budgetary  control,  and  the 
Hoover  Commission’s  report  indicates 
that  this  system  can  profitably  and  ef¬ 


fectively  be  adopted  by  the  Federal  Gov¬ 
ernment. 

The  changes  which  are  proposed  are 
generally  stated  in  “where  and  as  prac¬ 
ticable”  terms.  They  are  not  of  as 
much  consequence  to  agencies  which 
spend  money  primarily  for  administra¬ 
tive  and  operating  purposes  such  as  em¬ 
ployee  services,  travel,  rents,  utilities 
bills;  and  which  now  are  granted  ap¬ 
propriations  that  remain  available  for 
incurring  obligations  only  during  a  spec¬ 
ified  fiscal  year.  The  changes  are  more 
substantial  for  agencies  that  are  en¬ 
gaged  in  construction  or  purchase  of 
equipment  in  large  volume,  and  which 
require  appropriations  to  be  available 
for  obligation  over  a  period  that  is  longer 
than  1  fiscal  year. 

For  the  latter  sort  of  Department  or 
agency,  the  bill  would  introduce  prac¬ 
tices  that  are  essentially  different  from 
those  now  followed.  Money  would  be 
provided  by  Congress  only  for  1  year’s 
accrued  expenditures;  contracts  for  work 
in  excess  of  1  year  would  be  authorized, 
but  the  money  would  not  be  provided 
for  more  than  1  year  at  a  time.  At 
the  present,  the  contract  authorization 
is  little  used,  and  money  is  appropriated 
for  incurring  obligations  not  only  in  1 
year  but  over  a  greater  period  the  dura¬ 
tion  of  which  may  be  either  definite— 
multiple-year — or  indefinite — no-year. 

Two  differences  are  to  be  noted:  a 
proposed  one-year-at-a-time  appropria¬ 
tion,  contrasted  with  multiple  or  indefi¬ 
nite  years;  and  appropriation  for  ac¬ 
crued  expenditures  rather  than  obliga¬ 
tions.  As  implied  in  the  remarks  of  an 
earlier  paragraph,  accrued  expenditures 
and  obligations  incurred  do  not  differ 
for  some  important  objects,  such  as 
employees’  services,  travel,  and  com¬ 
munication,  utilities  bills,  rents,  in¬ 
terest,  pensions,  claims,  investments. 
But  accrued  expenditures  do  differ  from 
obligations  incurred  for  lands  and  struc¬ 
tures,  equipment,  supplies  and  materials, 
grants,  subsidies  and  contributions.  Ex¬ 
penditures  accrue  when  goods  and  serv¬ 
ices  are  received,  or  generally,  when  title 
passes  to  the  Government.  Accrual  in¬ 
cludes  the  occasions  when  performance 
on  a  contract  is  accepted  for  the  pur¬ 
pose  of  progress  payments  that  are  made 
before  the  completion  of  the  entire  job. 
Obligations  are  incurred,  on  the  other 
hand,  when  orders  are  placed  and  con¬ 
tracts  are  awarded.  The  accrual  of  ex¬ 
penditures  differs  from  the  incurral  of 
obligations,  when  it  differs  at  all,  in  com¬ 
ing  at  a  later  point  in  the  process  of  the 
Government’s  procurement. 

The  significance  of  the  difference  be¬ 
tween  expenditures  and  obligations  is 
this :  If  appropriations  are  limited  to  the 
year’s  accrued  expenditures  rather  than 
to  authority  to  obligate — whether  or  not 
obligations  are  incurred — then  the  Con¬ 
gress  keeps  much  shorter  the  time  that 
elapses  between  its  authorization  of  the 
expenditure  of  funds  and  the  actual  ex¬ 
penditure  of  the  funds.  The  process  of 
review  of  accomplishments  is  made  more 
immediate. 

The  bill  requires  that  appropriation 
requests  be  in  terms  of  accrued  expendi¬ 
tures.  It  requires  also  that  requests  be 
built  up  from  accounts  of  costs,  and  that 
measurements  of  performance  be  shown. 


These  requirements  are  consistent  with 
making  appropriations  in  terms  of  ac¬ 
crued  expenditures,  but  costs  may  di¬ 
verge  from  expenditures.  If  the  costs 
incurred  in  the  year,  rather  than  the 
obligations  incurred,  are  summarized  in 
building  up  appropriation  requests,  ac¬ 
counts  of  such  assets  as  inventories  and 
of  fixed  properties  will  be  needed.  These 
assets  may  be  used  and  so  become  costs 
in  years  additional  to,  or  other  than, 
that  in  which  they  are  purchased.  The 
actual  cost  of  getting  the  benefits  of  the 
Government’s  programs  can  be  ascer¬ 
tained  only  if  cost  accounts  which  re¬ 
flect  changes  in  inventories,  depreciation, 
and  so  on  are  developed. 


Question  for  Mr.  Nixon — The  Murray  M. 
Chotiner-White  House  Influence  Case 
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HON.  MELVIN  PRICE 


OF  ILLINOIS 

IN  THE  HOUSE  OF  REPRESENTATIVES 


Monday,  May  21,  1956 


i 


Mr.  PRICE.  Mr.  Speaker,  I  am  intro¬ 
ducing  an  editorial  from  the  St.  Louis 
Post-Dispatch  referring  to  a  high  public 
officer.  Let  us  not  forget  that  this  high 
public  officer  is  now  the  Vice  President 
of  the  United  States  and  the  heir  pre¬ 
sumptive  to  the  office  of  the  Presidency 
itself. 

Let  us  not  forget  that  this  official,  hav¬ 
ing  “charted  his  course,”  is  now  running 
for  the  Vice  Presidency  again  with  the 
blessings  of  General  Eisenhower. 

Under  leave  to  extend  and  revise  my 
remarks,  I  offer  the  editorial  from  the 
St.  Louis  Post-Dispatch: 

Question  for  Mr.  Nixon 

Senate  investigators  are  resuming  their  in¬ 
quiry  into  the  Washington  affairs  of  Murray 
M.  Chotiner,  who  was  Vice  President  Nixon’s 
campaign  manager.  They  are  especially  in- 
rested  in  the  fact  that  a  convicted  jury 
tftaiperer  got  Mr.  Chotiner  four  clients  who 
were  involved  in  cases  with  the  Government. 

And  there  we  have  said  it  again.  Mr.  Choti¬ 
ner  Mr.  Nixon’s  campaign  manager.  Is 
this  “^illt  by  association”?  Mr.  Nixon's 
defender^  are  asking.  Mr.  Chotiner  managed 
the  NixonXcampaigns,  of  course,  but  he  also 
managed  campaigns  for  Earl  Warren,  now 
Chief  Justice^and  others.  Why  pick  on  Mr. 
Nixon? 

The  answer  iXplain  and  the  Nixon  ranks 
surely  know  it.  Sv  taking  a  high  moral  posi¬ 
tion  on  influenceV;ases  in  one  party  and 
keeping  remarkably>6ilent  on  a  similar  case 
closer  to  home,  the  knight  errant  of  1951  has 
assumed  the  position  ofa  sitting  duck. 

For  example,  in  1951k  William  M.  Boyle 
denied  that  he  had  used'his  influence  with 
the  Democratic  National  Committee  to  intro¬ 
duce  private  clients  to  the’VRFC.  Senator 
Nixon  said  then:  ‘‘The  veryVact  that  the 
introduction  comes  from  the  NKtional  Com¬ 
mittee  *  *  *  constitutes  influence.” 

That  same  year  Senator  Nixon  Vteis  highly 
dissatisfied  with  the  Boyle  investigation  and 
said:  “This  inquiry  has  too  many  looke  ends 
to  call  it  closed,  and  I  think  we’ll  m^e  to 
resume  hearings.” 

The  statements  which  Senator  Nr 
made  then  are  exactly  applicable  to  tl?W 
Chotiner  case  today.  For  Mr.  Chotiner  also> 
stands  high  in  his  party’s  leadership  and  also 
arranged  contacts  (through  White  House  as- 
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HIGHLIGHTS:  House  debated  foreign  aid  billo  Hou§^  concurred  in  Senate  amendments 
to  general  Government  matters  appropriation  bill*  Ready  for  President.  House  om- 
mittee  submitted  report  on  REA  and- .Interior  poydr  policies.  Senate  committee  re¬ 
ported  bills  to  authorize  USDA  land  'exchange s/with  Defense,  continue  ACP,  pay  ex-  . 
penses  of  soil-water  conservation  advisory  committee,  authorize  feeding  of  CCC  grail 
to  waterfowl,  amend  penal  provision  of \CO'' Charter  Act,  repeal  FFMC  authority  to 
issue  bonds,  approve  inter  state  forest /ire  compact,  eliminate  requirement  for 
notice  of  animal  quarantine,  require  cehsu\  data  on  class  of  farm,  change  date  for 
proclaiming  tobacco  quota.  Senate  received  domination  of  Hamil  to  REA.  Senate  co 
mittee  ordered  reported  bills  to  improve  budgeting  and  accounting  methods  and  pro¬ 
cedures  and  to  facilitate  payment  of  obligations. 
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-  Y  t 


/ 

/ 


.H0I1SE— * 


security  authorization 


*1.  FOREIGN  AID.  Continued  debate  on  H.  R.  11356,  the  mu' 

|  “bill.  p.  8810  / 

2.  APPROPRIATIONS.  -Concurred  in  the  Senate  amendments  to  H.  X.  9536,  the  general 

Government  matters  appropriation  bill  for  1957.  This  bill  will  nca'r  e  sen  0 

the  President7,  p.  8810  \  .  .  , 

House  conferees  were  appointed  on  H.  R.  10003,  the  D.  C.  appropriation  bill 
for  1957./po  8854  (Senate  conferees  were  appointed  June  5.) 

3.  FOREIGIVTOADE.  Both  Houses  received  from  the  President  a  report  enactions  under 
the  Reciprocal  Trade  Agreements  Act  (H.  Doc.  421);  to  House  Ways  and\ean.  Com 
mrbtee  and  Senate  Finance  Committee,  pp.  8755,^385 

/  Rep.  Byrd  spoke  in  opposition  to  the  Organization  for  Trade  Coopei^ion. 

/.  8857 

^ELECTRIFICATION.  The  Government  Operations  Committee  submitted  a  report 


-2- 


ieCt  of  Interior  Department  and  REA  policies  on  public-power  preferred  custo- 
(H.  Rept.  2279).  p.  8862 


-  POLLUTION ;  POSTAL  RATES.  The  Rules  Committee  reported  resolutions  for 

consideration  of  H.  R.  11380,  to  readjust  postal  rates,  and  H.  R.  9540,  toy 
Rater  Pollution  Control  Act.  p.  8857 


extend  tf 


6  PUBLIC  LANDSV  The  Interior  and  Insular  Affairs  Committee  reported  with/imendment 
*  H  R  5712  \>  provide  that  the  U.  S.  hold  in  trust  for  the  Pueblos  of  Zia  and 
Jemez  a  part  df  the  Ojo  del  Espiritu  Santo  Grant  and  a  small  area  of/ public 
domain  adjacentSthereto  (H.  Rept.  2281),  p.  8862 


SENATE 


7,  AGRICULTURE  AND  FORESTRY  Committee  reported  the  following  bil}^:  (p-  8757) 

S.  2572,  to  authorize  the  interchange  of  lands  betweery^ISDA  and  the 

Defense  Department;  without  amendment  (S.  Rept.  2152).  / 

S.  25 85,  to  authorize  exchange  of  a  land  tract  at  the  Beltsville  Research 


Center  (S.  Rept.  2155);  without  amendment  #  .  _  .. 

S.  3120,  to  continue  for  2  additional  years  Federal  administration  of  the 
Agricultural  Conservation  Program;  without  amendment /( S •  Rept.  2154). 

S.  3314,  to  authorize  payment  of  expenses  of  the  Advisory  Committee  on 
Soil  and  Water  Conservation;  without  amendment  (S./  Rept.  2153). 

S.  2732,  to  authorize  the  Inferior  Department  to  obtain  CCC  grain  for 
feeding  to  waterfowl  to  prevent  depredations;  with  amendment  (S.  Rept.  2156). 
S.  3669,  to  amend  the  penal  provision  of  /the  CCC  Charter  Act  (S.  Rept. 

2157);  with  amendment. 

S.  2530,  to  repeal  the  authority 
to  issue  bonds;  with  amendments  (S.  Rep 
S.  3032,  approving  the  Middle  Atla 
compact;  with  amendments  (S.  Rept.  215, 

S.  3C46,  to  eliminate  the  requirement 

antine;  with  amendments  (S.  Rept.  21c0). 

S.  3145,  to  require  the  Censu^/Bureau  to  develop  farm  income  data  by 
economic  class  of  farm  (S.  Rept.  2161);  with  amendments. 

S.  3261,  to  change  the  date  Ay  which  certain\tobacco  quotas  must  be 
announced  each  year;  with  amendment  (S.  Rept.  2151V  _  i 

S.  3344,  to  authorize  llSm  to  convey  to  Alaska N^ertain  lands  in  Sitka 
known  as  Baranof  Castle  sit^-,  without  amendment  (S.  Rept.  2150). 


the  Federal  Farm  Mortgage  Corporation 

158). 

c  interstate  forest  fire  protection 


pr  certain  notices  of  animal  quar- 


> 


8.  GOVERNMENT  OPERATIONS  Committee  ordered  reported  Hi  Rt-9&27,  to  provide  for~ 

ty  ivt  -ci^iSr-defeme  purposes  ;-it-"R-g-9055 ,  e  it  ending 
ry-'-ftvtt, h<vH  ty~-of-~GS  A— -to --dispos e-pf— by  negotiation  to  ^ 

-Ju  ly '31q”-19 58  p-Sr— 3362y~t  (T--uiinniifT^ccoTntiT^^r.ch^ci^itate-bhe  ■  pa;y  me  nfa  of 
^obli^tionet  S.  3397,  to  improve  governmental  budgeting  and  accounting  met hqds__ 
-■  Register  ActWarding  public 

pr o c lamati ors  iiya.  period  following  an  attack  upon  the  U.  S.;  Si^3843,  to 
adjust  the  application  of  Sec.  322  of  the  Economy  Act  of  1932  to 
for  Government/ purposes .  p.  D587 


premises  leased 


9. 


MATER  DEVELC 
Commissioi 
p.  8803 


6MENT.  Sen.  r:atkins  inserted  and  commended  an  address  by 'Reclamation 
Dexheimer’  on  the  future  of  multiple— purpose  river  development. 


10.  NOMINATION.  Sen.  Nat  kins  commended  the  nomination  of  Fred  A.  Seaton  to  be  ^ 
Secretary  of  the  Interior  and  inserted  newspaper  editorials  on  this  subjec 
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HIGHLIGHTS:  House  received  confe 
bill.  House  subcommittee  ordered 
Puerto  Rico  and  provide  employee  exc 
reported  bill  to  improve  government  bui 
and  Senate  made  bill  unfinished  business\for 
reported  mutual  security  bill.  Senate 


bills 
nge  be twee 
jeting 


pas 


pendent  offices  appropriation 
authorize  crop  insurance  for 
USD A  and  States.  Senate  committee 
a^ici  accounting  methods  and  procedures; 

nsideration  today.  Senate  committee 
bill  for  exchange  of  lands  between 


USDA  and  Defense  Dept.  Sen.  Symington  urged  emergency  drought  relief  for  Mo*.  Reps. 
Cooley  and  Hope  introduced  bills  to  provide  Great  Plains  program.  Rep.  Rees  intro¬ 
duced  and  discussed  bill  to  prevent  employment  vf  disloyal  persons.  Rep,  Hull 
criticized  this  Department's  drought  relief  program  in  Mo. 


n 


HOUSE 


1.  APPROPRIATIONS.  Received/the  conference  report  on  H,  Ry  9739,  the  independent 
offices  appropriation  bill  for  1957  (H.  P.ept.  2396)  Th^conferees  agreed  to 
000. 000  for  civil  ^defense  functions  of  Federal  agencie\  including  USDA 
(House  figure,  SlJ^OOOj'Senate,  $6,000,000).  The  $200,000  item  for  a  survey 
of  Government  records,  records  management,  and  disposal  practices  was  deleted. 
The  conferees  eliminated  the  House  language  relating  to  the  purchase  of  type- 
writers  but  inserted  language  requiring  that  they  be  purchased  ^accordance 
with  regulations  issued  pursuant  to  the  Federal  Property  and  Administrative 
Services  Act/  Regarding  this  provision,  the  House  conferees  stated\  The 
deletion  0/ the  typewriter  price  restriction  language  is  not  intendedvto  alter 
the  present  prohibition  against  purchases  of  typewriting  machines  by  agencies 
in  the  Executive  branch  of  the  Government  unless  the  General  Services  Adtoini 
tration  certifies  that  suitable  typewriting  machines  are  not  avail^e 
exce/s."  The  conferees  agreed  to  the  authorization  of  11  supergradgg  in  -  o 
Various  other  items,  regarding  Civil  Service  Commission,  General  Services  \ 
Lnistration,  etc.,  were  compromised,  p.  9557 
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Received  from  the  President  supplemental  estimates  to  pay  claims  for 
dakages,  audited  claims,  and  judgments  against  the  U,  S,  (H,  Roc,  L26);  to 
the  Appropriations  Committee,  p.  9561 


2  CROP  INSURANCE;  PERSONNEL;  LAND  TRANSFER,  A  subcommittee  of  the  Agriculture 

Committee\ordered  reported  to  the  full  committee  H,  R,  5275*  to  extermf  certain 
crop  reinsurance  activities  of  FCIC  to  Puerto  Rico;  H,  R.  U9&7 ,  to  Permit  the 
exchange  ofAmployees  of  the  USDA  and  employees  of  State  political/subdivisions 
or  educationalSinstitutions  for  assignments  not  to  exceed  two  ye^rs  in  duration; 
and  H,  R,  88l7,\o  provide  for  the  conveyance  of  certain  land  to  the  city  of 
Corbin,  Ky,  p»  f6L6 


3  PLANTS,  The  Judiciarv\Committee  reported  without  amendment  H,  R,  11636,  to 

amend  Chapter  3  of  Title  18,  U.  S,  Code,  to  provide  penalties  for  the  transport¬ 
ation,  sale  of,  or  advertising  for  sale,  in  interstate/commerce,  of  water 
hyacinth  plants,  water  chestnut  plants,  or  alii gator/gr ass  (H.  Rept,  2386; 
p.  9561 


lu  WATER  RESOURCES,  Both  Houses  received  from  the  Budget  Bureau  reports  on  the 
land  and  water  resources  of  the  New  England-Itew  York  region,  prepared  by  the 
New  England-New  York  Inter-Agency  \ommitteey  and  the  conservation  and  develop¬ 
ment  of  the  water  and  land  resourced  of  the  Arkansas-White-Red  i.'iver  Basins, 
prepared  by  the  Arkansas-T Mte-Red  RiVer/Basins  Inter-Agency  Committee;  to  the 
Public  7,orks  Committee,  pp.  9561,  9h97\ 

/  X 

PERSONNEL,  Received  from  the  Justice Department  the  report  on  the  administration 
of  the  Subversive  Activities  Control  Act  of  \?50;  to  the  Un-American  activities 


Committee, 


LABOR  STANDARDS,  The  Education  and  Labor  Committee  ordered  reported  H„  R,  11799* 
amending  the  Fair  Labor  S^hdards  Act  relative  to  i^nimum  wage  in  the  Samoa, 
^Take,  and  Guam  islands,  ,p«  D6U6  \ 


7,  PUBLIC  DEBT,  The  Ways/And  Means  Committee  ordered  reporfr^d  H0  R*  117U0,  provid 
ing  for  a  temporarv/increase  of  $3  billion  in  the  statutow  debt  limit  for  the 
fiscal  year  1957* /p*  D6I48 


8,  FOREIGN  TRADE,  N^ep,  Bailey  criticized  the  further  reduction  inN^ariffs  and  the 
State  Department's  program  of  tariff  negotiation,  and  inserted  aNletter  expres¬ 
sing  concern  at  the  increase  of  clothing  and  textile  imports  from  \apan, 

P.  9559 


ADVISORY'  COMMITTEES,  The  House  Committee  on  Government  Operations  has  issued  a 
committee  print,  "Replies  from  Executive  Departments  and  Federal  Agenciekto 
Inquiry  Regarding  Use  of  Advisory  Committees,"  Part  1,  Department  of  Agriculture* 
/few  copies  are  available  in  this  office  for  reference  or  lending  purposes 
[Ext,  U65U,  Room  105a)« 


SENATE 


10,  ACCOUNTING;  BUDGETING,  The  Government  Operations  Committee  reported  without 

amendment  S,  3897,  to  improve  governmental  budgeting  and  accounting  methods 
and  procedures  (S,  liept,  2265),  Sen,  Kennedy  discussed  the  bill  and  inserted 
a  letter  from  the  Comptroller  General,  The  bill  was  made  the  unfinished  bus¬ 
iness  for  consideration  today,  pp,  9502,  95UO, 


Calendar  No.  2286 


84th  Congress  ) 

SENATE 

f  Report 

2d  Session  f 

t  No.  2265 

IMPROVING  GOVERNMENTAL  BUDGETING  AND  AC¬ 
COUNTING  METHODS  AND  PROCEDURES,  AND  FOR 
OTHER  PURPOSES 


June  19,  1956. — Ordered  to  be  printed 


Mr.  Kennedy,  from  the  Committee  on  Government  Operations, 

submitted  the  following 

REPORT 

[To  accompany  S.  3897] 

The  Committee  on  Government  Operations,  to  whom  was  referred 
the  bill  (S.  3897)  to  improve  governmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other  purposes,  having  considered 
the  same,  report  favorably  thereon,  without  amendment,  recommend 
that  the  bill  do  pass. 

PURPOSE 

The  bill  amends  the  Budget  and  Accounting  Act  of  1921  and  the 
Budget  and  Accounting  Procedures  Act  of  1950  so  as  to  improve 
Federal  budgeting  and  accounting  methods  and  procedures  as  recom¬ 
mended  by  the  Commission  on  Organization  of  the  Executive  Branch 
of  the  Government,  to  permit:  (1)  the  inclusion  of  program  costs  and 
accomplishments  in  the  annual  budget;  (2)  the  submission  of  budget¬ 
ary  requests  for  appropriations  on  an  annual  accrued  expenditure 
basis;  (3)  the  excess  of  appropriations  on  an  annual  expenditure  basis 
over  accrued  expenditures  to  lapse,  and  the  remaining  balances  to  be 
transferred  to  a  single  account  at  the  end  of  each  fiscal  year;  (4)  the 
agencies  to  prepare  and  execute  their  budgets  on  a  cost  basis;  (5)  the 
head  of  each  agency  to  bring  about  consistency  between  accounting 
and  budget  classifications;  (6)  the  synchronization  of  the  accounting 
and  budget  classifications  with  the  organization  structure;  (7)  support 
of  the  budget  justifications  by  information  on  performance  and  pro¬ 
gram  costs  by  organizational  units;  (8)  each  agency  to  maintain  its 
accounts  on  an  accrual  basis  showing  resources,  liabilities,  and  operat¬ 
ing  costs;  (9)  the  integration  of  property  accounting  records  with  the 
financial  accounting  system;  and  (10)  the  simplification  of  agency 
systems  for  subdividing  funds. 


71006 


2 
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The  bill  specifically  excludes  the  application  of  the  annual  accrued 
expenditure  concept  to  requests  for  appropriations  for  the  payment 
of  certified  claims,  tax  refunds,  private  relief  acts,  interest  on  trust 
funds,  revolving  funds,  pensions,  payment  to  former  members  of  the 
Armed  Forces,  their  dependents,  and  other  similar  appropriations  for 
which  the  submission  on  an  accrual  basis  would  not  serve  any  useful 
purpose. 

The  objectives  listed  herein  are  intended  to  be  implemented  by  the 
President,  although  close  cooperation  of  the  executive  and  legislative 
branches  of  the  Government  will  be  essential.  It  is  expected  that  the 
conversion  of  the  budget  and  accounting  system  to  the  principles  and 
procedures  contemplated  under  this  bill  will  take  place  on  an  agency 
by  agency  basis  during  the  next  4  or  5  years. 

Section  1  of  the  bill  authorizes  the  President,  to  the  maximum 
extent  deemed  desirable,  to  include  information  on  program  costs 
and  accomplisliments  in  the  annual  budget;  to  determine  the  amounts 
of  proposed  appropriations  on  an  annual  accrued  expenditure  basis; 
and  to  require  the  departments  and  establishments  to  develop  their 
requests  for  appropriations  from  cost-based  budgets  and  to  use  such 
cost-based  budgets  for  purposes  of  administration  and  operation. 

Section  2  provides  for  improved  budget  presentation  by  requiring 
the  agencies  to  achieve  consistency  in  accounting  and  budget  classi¬ 
fications;  synchronization  between  such  classifications  and  organiza¬ 
tional  structure  and  to  support  their  budget  justifications  by  informa¬ 
tion  on  performance  and  program  costs  by  organizational  units.  This 
section  also  provides  that  the  accounts  shall  be  maintained  on  an 
accrual  basis  and  that  the  accounting  system  include  adequate  mone¬ 
tary  property  accounting  records  both  of  which  are  necessary  pre¬ 
requisites  to  the  preparation  of  cost-based  budgets. 

Section  3  requires  each  agency  to  work  toward  the  objective  of 
financing  each  operating  unit,  at  the  highest  practical  level,  from  not 
more  than  one  administrative  subdivision  for  each  appropriation  or 
fund  affecting  such  unit. 

The  bill  makes  ample  provision  for  a  modernized  budget  program 
based  upon  actual  or  estimated  costs.  Thus,  the  Congress  will  have 
the  tools  to  review  actual  performance  in  the  past  and  to  exercise  effec¬ 
tive  control  over  the  expenditures  to  be  accrued  during  the  budget 
year.  It  will  substantially  reduce  the  huge  unexpended  balances  of 
appropriations  which  presently  are  carried  forward  from  prior  years. 

HOOVER  COMMISSION  RECOMMENDATIONS 

The  Hoover  Commission  recommendations  on  budget  and  account¬ 
ing  represent  a  constructive  program  to  carry  forward  evolutionary 
improvements  of  the  character  urged  by  this  committee  since  1947. 
The  first  Hoover  Commission  made  a  significant  contribution  and 
many  of  its  recommendations  were  included  in  the  Budget  and 
Accounting  Procedures  Act  of  1950  sponsored  by  this  committee. 
Others  had  already  been  achieved  in  whole  or  in  part  prior  to  the  enact¬ 
ment  of  that  legislation. 

Enactment  of  S.  3897,  would"  accomplish  or  pave  the  way  for  the 
accomplishment  of  the  recommendations  contained  in  the  Budget 
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and  Accounting  Report  of  the  second  Hoover  Commission  dealing 

with —  .  . 

1 .  Program  costs  and  accomplishments  in  the  executive  budget; 

2.  Annual  accrued  expenditure  appropriations; 

3.  A  single  account  for  each  appropriation; 

4.  Cost-based  budgets; 

5.  Information  on  performance  and  program  costs  by  organi¬ 
zational  units  and  synchronization  of  organization  structures, 
budget  classifications  and  accounting  systems; 

6.  Accrual  accounting,  including  adequate  monetary  property 
accounting;  and 

7.  Simplification  of  allotment  systems. 

COMMITTEE  ACTION 

The  Subcommittee  on  Reorganization  held  hearings  on  March  20, 
21,  26,  27,  and  28,  1956,  on  a  related  bill,  S.  3199,  which  was  introduced 
in  the  Senate  for  the  purpose  of  implementing  the  recommendations 
of  the  Hoover  Commission.  At  these  hearings  the  sponsor  of  S.  3199 
(Senator  Payne)  and  representatives  of  the  principal  departments  and 
agencies  of  the  Government  testified  in  favor  of  its  objecti\es.  Some 
of  the  witnesses,  however,  expressed  certain  reservations  regarding 
those  provisions  which  would  require  the  assignment  of  budget  experts 
to  the  large  agencies,  establishment  of  a  comptroller  in  each  agency, 
establishment  of  a  staff  office  of  accounting  in  the  Bureau  of  the 
Budget,  and  other  objectives  which  it  is  believed  could  be  attained 
administratively  under  existing  law.  , 

At  the  direction  of  the  chairman,  representatives  of  the  General 
Accounting  Office,  the  Department  of  the  Treasury,  the  Bureau  of  the 
Budget,  and  the  staff  of  the  committee  redrafted  the  bill,  which  was 
introduced  as  S.  3897  on  May  21,  1956,  by  Senator  Kennedy,  chairman 
of  the  Subcommittee  on  Reorganization,  with  Senator  Payne  and  30 
other  Senators  as  cosponsors. 

The  subcommittee  held  hearings  on  S.  3897  on  June  4,  5,  and  o,  1  Job, 
during  which  time  all  of  the  witnesses  endorsed  the  objectives  con¬ 
tained  in  the  bill,  and  recommended  favorable  action  theieon.  How¬ 
ever,  representatives  of  several  agencies,  in  communications  to  tie 
committee,  express  some  concern  over  the  application  of  the  bill  to 
no-year  appropriations  and  other  funds  which  are  made  available  toi 
procurement  of  long-lead-time  items  or  other  similar  t  \  pes  o  pio- 
grams  and  activities.  In  this  connection,  the  Department  of  Defense 
expressed  considerable  concern  regarding  the  application  of  the  lan¬ 
guage  in  section  1  (a)  of  the  bill  with  respect  to  the  authority  of 
Congress  to  grant  obligation  authority  in  advance  of  appropriations. 

The  Department  recommended  that,  if  the  accrued  expenditure 
basis  of  appropriations  is  adopted,  as  contained  in  the  bill,  section 
(a)  be  amended  so  as  to  provide  a  means  for  continuing  obhgational 
authority.  The  Department  expressed  the  opinion  that  such  action 
is  necessary  in  order  to  provide  a  complete  bill,  and  to  make  it  clear 
that  the  existing  authority  to  include  requests  for  contract  autfionza- 
tions  in  the  budget  will  not  be  abrogated.  For  this  reason  the  Depart¬ 
ment  recommended  that  a  proviso  be  inserted  in  subsection  1  (bj 
stating  that — 
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nothing  in  this  subsection  shall  be  construed  to  affect  the 
authority  of  the  President  to  submit  requests  for  authoriza¬ 
tions  to  create  obligations  in  advance  of  appropriations. 

Counsel  for  the  Comptroller  of  the  Department  of  Defense  reported 
that  there  was  some  doubt  as  to  whether  the  section,  when  made 
applicable  to  the  President,  would  have  the  effect  of  canceling  the 
definition  of  appropriations,  particularly  the  authority  to  create  obli¬ 
gations  in  advance  of  appropriations. 

The  amendment  recommended  by  the  Department  of  Defense  was 
considered  by  the  subcommittee,  with  a  view  of  determining  its  impli¬ 
cation  on  the  overall  objectives  of  the  National  Military  Establish¬ 
ment,  and  after  consultation  with  attorneys  of  the  General  Accounting 
Office  and  representatives  of  the  Bureau  of  the  Budget,  the  chairman 
requested  a  formal  interpretation  of  the  section  from  the  Comptroller 
General  of  the  United  States. 

COMMENTS  OF  THE  COMPTROLLER  GENERAL 

By  letter  dated  June  6,  1956,  the  Comptroller  General  ruled  that 
it  is  his  considered  opinion  that  there  is  no  conflict  whatsoever  between 
the  new  subsection  201  (b)  contained  in  the  bill  and  the  present  section 
201  of  the  Budget  and  Accounting  Act  of  1921,  as  amended;  that  the 
new  language  could  not  be  construed  as  restricting  the  authority  to 
request  contract  authorizations  in  the  bill  pending  before  the  com¬ 
mittee. 

The  Comptroller  General  concluded  by  stating: 

It  thus  seems  very  clear  to  us  that  the  existing  authority 
to  include  requests  for  contract  authorizations  in  the  budget 
would  not  be  abrogated  by  this  bill,  and  that  the  clarifying 
language  suggested  by  the  Department  of  Defense  is  un¬ 
necessary. 

The  complete  text  of  the  Comptroller  General’s  decision  is  contained 
herein  and  made  a  part  of  this  report. 


Comptroller  General  of  the  United  States, 

Washington,  June  6,  1956. 

Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorganization , 

Committee  on  Government  Operations, 

United  States  Senate. 

Dear  Mr.  Chairman:  During  the  hearings  this  morning  on  S.  3897, 
representatives  of  the  Department  of  Defense  suggested  that  the 
language  of  the  proposed  section  201  (b)  of  the  Budget  and  Accounting 
Act,  1921,  might  be  clarified  by  the  insertion  of  the  following  proviso 
at  the  end  of  the  paragraph  in  lines  6  through  9  of  page  2  of  S.  3897: 
“ Provided ,  That  nothing  in  this  subsection  shall  be  construed  to  affect 
the  authority  of  the  President  to  submit  requests  for  authorizations 
to  create  obligations  in  advance  of  appropriations.” 

The  Defense  representatives  apparently  felt  that  the  present  lan- 
gauge  of  lines  6  through  9  might  possibly  be  construed  as  repealing 
by  implication  the  authority  for  requesting  contract  authorizations 
contained  in  the  present  section  201  of  the  Budget  and  Accounting 
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Act,  1921.  It  is  our  considered  opinion  that  there  is  no  conflict 
whatsoever  between  the  language  of  the  new  subsection  201  (b) 
proposed  to  be  added  by  this  bill  and  the  present  section  201  of  that 
act,  and  that  the  proposed  section  201  (b)  could  not  he  construed  as 
restricting  the  authority  to  request  contract  authorizations  in  the 


present  section  201.  ,  .  , 

Section  2  of  the  Budget  and  Accounting  Act,  1921,  as  amended, 
defines  the  term  ‘‘appropriation”  as  used  in  that  act  as  follows: 

“The  term  ‘appropriations’  includes,  in  appropriate  context,  funds 
and  authorizations  to  create  obligations  by  contract  in  advance  of 
appropriations,  or  any  other  authority  making  funds  available  lor 
obligation  or  expenditure.”  [Italic  supplied.] 

The  use  of  the  words  “in  appropriate  context”  contained  in  that  defi¬ 
nition  makes  it  clear  that  the  term  “appropriation”  may  mean  (1) 
the  appropriation  of  funds;  (2)  authorizations  to  create  obligations  by 
contract  in  advance  of  appropriations  (commonly  referred  to  as 
“contract  authority”);  or  both  (1)  and  (2).  As  the  term  “appropria¬ 
tion”  is  used  in  the  present  section  201(d),  which  under  this  bill  would 
be  section  201(a)  (5),  and  section  203,  it  clearly  means  both  appropria¬ 
tion  of  funds  and  contract  authority.  As  that  term  is  used  m  line  6, 
page  2,  of  the  bill,  however,  it  is  used  in  relation  to  the  determining  oi 
amounts  of  proposed  appropriations  on  an  accrued  expenditure  basis. 
As  the  term  “appropriation”  is  used  in  that  context,  it  can  mean  only 
the  appropriation  of  funds.  Since  the  language  in  lines  6  through  9, 
page  2  of  the  bill  relates  only  to  the  appropriation  of  funds,  it  cannot 
be  viewed  as  conflicting  with  the  authority  in  the  present  section  201 
to  include  in  the  budget  proper  requests  for  authorizations  to  create 
obligations  in  advance  of  appropriations.  The  appropriation  com- 
mittees  of  the  Congress  will  thus  have  the  tools  to  review  both  the 
complete  programs  for  which  contractual  authorizations  are  requested 
or  have  been  granted  as  well  as  the  amount  of  funds  required  to  meet 
the  expenditures  which  will  accrue  in  the  budget  year. 

Moreover,  it  should  be  noted  that  the  legislative  history  of  this  bill 
already  has  made  it  clear  that  contractual  authorizations  lor  long 
lead-time  programs  will  be  required  when  the  appropriations  therefor 
are  stated  on  an  annual  accrued  expenditure  basis.  This  was  pointed 
out  in  the  Hoover  Commission  Report  on  Budget  and  Accounting. 

It  thus  seems  very  clear  to  us  that  the  existing  authority  to  include 
requests  for  contract  authorizations  in  the  budget  would  not  be 
abrogated  by  this  bill  and  that  the  clarifying  language  suggested  by 
the  Department  of  Defense  is  unnecessary. 

Sincerely  yours,  „ 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 


During  the  hearings  on  S.  3897,  the  Comptroller  of  the  Department 
of  Defense  testified  that  the  Department  wholeheartedly  supports 
the  provisions  of  the  bill  with  respect  to  the  use  of:  (1)  cost-based 
budgets,  (2)  the  accrual  basis  of  accounting,  (3)  basis  of  synchronizing 
budgeting  and  accounting  classifications,  and  (4)  the  basis  of  ad¬ 
ministrative  subdivision  of  funds  and  other  provisions  of  the  bill. 

The  Comptroller,  however,  expressed  some  reservations  as  to  tfie 
savings  which  would  result  from  the  adoption  of  the  accrued  expendi¬ 
ture  basis  for  appropriations.  The  Comptroller  also  expressed  the 
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view  that  there  would  be  some  problems  with  regard  to  the  imple¬ 
mentation  of  the  legislation  by  the  Department  of  Defense. 

Considerable  testimony  was  developed  by  the  committee  during  the 
course  of  its  hearings  on  the  bill  with  respect  to  the  substantial  prog¬ 
ress  being  made  in  the  Department  of  Defense  toward  sound  financial 
management  of  its  huge  resources  under  title  IV  of  the  1949  amend¬ 
ments  to  the  National  Security  Act  which  was  the  result  of  the  first 
Hoover  Commission  recommendations.  Enactment  of  this  bill  will 
encourage  the  Department  of  Defense  to  continue  to  accelerate  its 
plans  for  full  implementation  of  title  IV.  These  improvements,  in¬ 
cluding  continued  progress  in  adoption  of  the  cost-based  budgets, 
wide  utilization  of  accrual  accounting,  more  realistic  administrative 
control  of  funds  and  the  synchronization  of  budget  accounting  classi¬ 
fications  and  organizational  structure  as  well  as  in  the  other  areas  of 
Department  of  Defense  financial  management  can  go  forward  without 
the  necessity  for  awaiting  any  change  in  the  basis  of  making  appro¬ 
priations.  As  a  matter  of  fact,  these  improvements  must  necessarily 
precede  such  a  change. 

CONCLUSION 

.  It  is  the  firm  conviction  of  this  committee  that  S.  3897  would  pro¬ 
vide  the  necessary  legislative  authority  for  major  improvements  in 
the  fields  of  budgeting  and  accounting  in  the  Federal  Government, 
and  that  it  conforms  to  those  objectives  and  conclusions  of  the  Hoover 
Commission  Report  on  Budget  and  Accounting  which  require  or  would 
be  expedited  by  legislative  action. 

Certain  recommendations  of  the  Hoover  Commission  which  can 
best  be  accomplished  administratively  have  been  omitted  from  the 
bill.  Also,  those  recommendations  pertaining  to  the  settlement  of 
claims  were  incorporated  in  another  bill,  S.  3362,  which  was  reported 
by  this  committee  on  June  7,  1956,  and  the  recommended  legislative 
action  to  provide  relief  of  accountable  officers  was  included  in  legis¬ 
lation  enacted  during  the  first  session  of  the  84th  Congress — Public 
Laws  334  and  365  approved  on  August  9,  and  11,  1955,  respectively. 

Ihis  committee  has  been  active  for  a  number  of  years  in  promoting 
improved  financial  administration  in  the  Federal  Government  and,  in 
accord  with  the  statutory  authority,  will  continue  to  give  considera¬ 
tion  to  the  problems  and  progress  in  budget  and  accounting  pro¬ 
cedures  throughout  the  Government.  Inasmuch  as  the  implementa¬ 
tion  of  the  practices  and  procedures  provided  for  in  S.  3897  will, 
according  to  evidence  submitted  at  the  hearings,  require  a  period  of 
years  before  full  implementation  of  the  program,  it  is  particularly 
important  that  the  committee  keep  in  close  contact  with  develop¬ 
ments  thereunder,  should  the  bill  be  enacted  into  law. 

In  addition,  the  close  cooperation  of  the  Appropriations  Commit¬ 
tees  of  the  Congress,  the  Bureau  of  the  Budget,  the  Department  of  the 
Treasury,  the  General  Accounting  Office,  and  all  of  the  agencies  will 
be  required  to  bring  about  the  implementation  and  the  advancement 
of  the  ultimate  objectives  of  this  legislation. 

SECTION-BY-SECTION  ANALYSIS  OF  S.  3897 

.  Section  1  (a) :  This  section  is  designed  to  implement  recommenda¬ 
tions  Nos.  4,  7,  and  17  of  the  Hoover  Commission  Budget  and  Account¬ 
ing  Report  which  provide: 
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(4)  That  the  executive  budget  continue  to  be  based  upon 
functions,  activities,  and  projects  adequately  supported  by 
information  on  program  costs  and  accomplishment,  and  by  a 
review  of  performance  by  organizational  units  where  these 
do  not  coincide  with  performance  budget  classifications. 

(7)  That  the  executive  budget  and  congressional  appro¬ 
priations  be  in  terms  of  estimated  annual  accrued  expendi¬ 
tures,  namely,  charges  for  the  cost  of  goods  and  services  esti¬ 
mated  to  be  received. 

(17)  That  each  department  and  agency  be  authorized  to 
maintain  a  single  account  under  each  appropriation  title  or 
fund  for  controlling  the  amount  available  for  the  liquidation 
of  valid  obligations. 

Section  201  (a)  of  the  Budget  and  Accounting  Act,  1921,  would 
require  the  President  to  set  forth  in  the  budget,  at  such  times  as  may 
be  practicable,  information  on  program  costs  and  accomplishments. 
Such  information  should  permit  the  Congress  to  give  consideration  to 
both  relative  size  of  programs  and  the  question  of  economy  and 
efficiency,  as  proposed  in  the  first  part  of  Hoover  Commission  Recom¬ 
mendation  No.  4.  The  latter  part  of  this  recommendation  is  imple¬ 
mented  by  the  addition  of  section  106  to  the  Budget  and  Accounting 
Procedures  Act  of  1950,  as  contained  in  section  2  (a)  of  the  bill. 

Section  201  (b)  would  require  the  President,  to  the  maximum  extent 
deemed  desirable  and  practicable,  to  determine  the  amounts  of  regular, 
supplemental,  or  deficiency  appropriation  requests  on  an  annual  ac¬ 
crued  expenditure  basis,  that  is,  the  amounts  of  appropriated  funds 
needed  to  pay  for  goods  and  services  to  be  received  in  the  fiscal  year 
and  other  payments  authorized  by  law  to  be  made  in  such  fiscal  year 
from  the  particular  appropriation.  Certain  appropriations,  for  which 
the  annual  controls  contemplated  by  the  accrued  expenditure  basis 
would  obviously  serve  no  purpose,  are  specifically  excluded.  The 
stating  of  appropriation  on  an  annual  accrued  expenditure  basis  would 
vest  in  the  Congress  the  determination  of  the  level  of  activity  during 
the  budget  year  and  would  assure  annual  review  by  the  agencies  and 
the  Congress  of  past  and  proposed  performance  under  programs  in¬ 
volving  long  lead-time  contracts.  This  would  accomplish  Hoover 
)Commission  Recommendation  No.  7. 

Section  201  (c)  vests  discretion  in  the  President  as  to  the  manner  and 
time  that  requests  for  appropriations  shall  be  determined  on  an  accrual 
expenditure  basis.  The  conversion  could  be  effected  over  a  period  of 
time  as  and  when  systems  of  programing,  budgeting,  and  accounting 
were  deemed  adequate.  This  conversion  cannot  be  successfully 
effected  until  such  systems  are  adequate. 

Section  201  (d)  would  lapse  the  excess  of  any  appropriation  or  fund 
made  on  an  annual  accrued  expenditure  basis  over  the  accrued 
expenditures  under  such  appropriation  or  fund  as  of  the  end  of  each 
fiscal  year  and  merge  the  remaining  balances  of  each  such  appropria¬ 
tion  or  fund  with  any  appropriation  or  fund  made  for  the  same  general 
purpose  for  the  ensuing  fiscal  year  as  a  single  account.  The  merging 
of  the  remaining  balances  with  the  related  appropriation  for  the 
ensuing  fiscal  year  permits  the  use  of  only  one  account  in  accordance 
with  Hoover  Commission  Recommendation  No.  17,  but  only  to  the 
extent  that  appropriations  are  stated  on  an  accured  expenditure  basis. 

Section  1  (b) :  This  section  is  designed  to  implement  recommenda- 
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tions  Nos.  3  and  6  of  the  Hoover  Commission  Budget  and  Accounting 
Report  which  provide: 

(3)  That  for  management  purposes,  cost-based  operating 
budgets  be  used  to  determine  fund  allocations  within  the 
agencies,  such  budgets  to  be  supplemented  by  periodic 
reports  on  performance. 

(6)  That  executive  agency  budgets  be  formulated  and 
administered  on  a  cost  basis. 

Section  216  (b)  of  the  Budget  and  Accounting  Act,  1921,  would 
authorize  the  President  to  require  the  departments  and  agencies  to 
develop  their  requests  for  appropriations  from  cost-based  budgets. 
Section  216  (c)  would  require"  such  cost-based  budgets  to  be  used  by 
all  departments  and  establishments  and  their  subordinate  units  for 
purposes  of  administration  and  operation  including  the  administrative 
subdivisions  of  appropriations  or  funds.  Recommendations  Nos.  3 
and  6  eventually  could  be  completely  adopted.  . 

Section  2  (a):  This  section  is  designed  to  carry  out  the  latter  part* 
of  Hoover  Commission  Recommendation  No.  4,  referred  to  above 
under  section  1  (a),  and  recommendation  No.  5,  which  provides: 

(5)  That  the  agencies  take  further  steps  to  synchronize 
their  organization  structures,  budget  classifications,  and 
accounting  systems. 

Section  106  of  the  Budget  and  Accounting  Procedures  Act  of  1950  is 
intended  to  achieve,  insofar  as  possible,  three  objectives:  (1)  Con¬ 
sistency  in  accounting  and  budget  classifications;  (2)  synchronization 
between  such  accounting  and  budget  classifications  and  organizational 
structure;  and  (3)  support  of  the  executive  budget  by  information  on 
performance  and  program  costs  by  organizational  units.  Information 
would  thus  be  available  to  the  Congress  for  review  of  performance 
and  program  costs  of  each  organizational  unit  including  those  which 
do  not  coincide  with  performance  budget  classifications.  Objectives 
(1)  and  (2)  are  included  in  Hoover  Commission  Recommendation 
No.  5  and  objective  (3)  in  the  latter  part  of  recommendation  No.  4. 

Section  2  (b):  This  section  is  designed  to  implement  recommenda¬ 
tions  Nos.  14  and  16  which  provide:  . 

(14)  That  Government  accounts  be  kept  on  the  accrual 
basis  to  show  currently,  completely  and  clearly  all  resources 
and  liabilities,  and  the  costs  of  operations.  Furthermore, 
agency  budgeting  and  financial  reporting  should  be  developed 
from  such  accrual  accounting. 

(16)  That  the  executive  agencies  accelerate  the  installa¬ 
tion  of  adequate  monetary  property  accounting  records  as  an 
integral  part  of  their  accounting  systems. 

Section  113  (c)  of  the  Budget  and  Accounting  Procedures  Act  of 
1950  would  require  the  head  of  each  executive  agency,  as  soon  as 
practicable,  to  cause  the  accounts  of  such  agency  to  be  maintained  on 
an  accrual  basis  and  to  maintain  adequate  monetary  property  ac¬ 
counting  records  as  an  integral  part  of  the  accounting  system.  Only 
when  this  done  would  it  be  possible  for  management  or  the  Congress 
to  determine  at  any  given  time  the  fiscal  status  of  such  agency,  as 
contemplated  by  recommendations  Nos.  14  and  16. 
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Section  2  (c):  This  section  amends  the  definition  of  the  term 
“executive  agency”  in  section  118  of  the  Budget  and  Accounting 
'  Procedures  Act  of  1950  to  include  the  Post  Office  Department  within 
the  meaning  of  that  term  as  used  in  section  113  (c)  of  that  act. 

Section  3 :  This  section  merely  states  legislatively  recommendation 
No.  13  which  provides: 

(13)  That  the  allotment  system  be  greatly  simplified.  As 
an  objective  each  operating  unit  should  be  financed  from  a 
single  allotment  for  each  appropriation  involved  in  its  opera¬ 
tions. 

The  making  of  numerous  allotments  which  are  further  divided  and 
suballotted  to  lower  levels  leads  to  much  confusion  and  inflexibility 
in  the  financial  control  of  appropriations  or  funds  as  well  as  numerous 
minor  violations  of  section  3679,  Revised  Statutes,  as  amended  (the 
Anti-Deficiency  Act). 

CHANGES  IN  EXISTING  LAW 

In  compliance  with  subsection  (4)  of  rule  XXIX  of  the  Standing 
Rules  of  the  Senate,  which  is  in  existing  law  made  by  the  bill  S.  3897, 
as  reported,  are  shown  as  follows  (existing  law  proposed  to  be  omitted 

I  is  enclosed  in  black  brackets,  new  material  is  printed  in  italics,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman): 

Budget  and  Accounting  Act,  1921,  as  Amended  by  the  Budget 
and  Accounting  Procedures  Act  of  1950 

******* 

Sec.  201.  (a)  The  President  shall  transmit  to  Congress,  during  the 
first  fifteen  days  of  each  regular  session,  the  Budget,  which  shall  set 
forth  his  Budget  message,  summary  data,  and  text,  and  supporting 
detail.  The  Budget  shall  set  forth  in  such  form  and  detail  as  the 
President  may  determine — 

[a]  ( 1 )  functions  and  activities  of  the  Government; 

(2)  at  such  times  as  may  be  practicable,  information  on  program 
costs  and  accomplishments; 

m  ( s )  any  other  desirable  classifications  of  data; 

[c]  (4)  a  reconciliation  of  the  summary  data  on  expenditures 
with  proposed  appropriations; 

M  (5)  estimated  expenditures  and  proposed  appropriations 
necessary  in  his  judgment  for  the  support  of  the  Government  for 
the  ensuing  fiscal  year,  except  that  estimated  expenditures  and 
proposed  appropriations  for  such  year  for  the  legislative  branch 
of  the  Government  and  the  Supreme  Court  of  the  United  States 
shall  be  transmitted  to  the  President  on  or  before  October  15  of 
each  year,  and  shall  be  included  by  him  in  the  Budget  without 
revision; 

£e]  (6)  estimated  receipts  of  the  Government  during  the 
ensuing  fiscal  year,  under  (1)  laws  existing  at  the  time  the  Budget 
is  transmitted  and  also  (2)  under  the  revenue  proposals,  if  any, 
contained  in  the  Budget; 

[f]  (7)  actual  appropriations,  expenditures,  and  receipts  of 
the  Government  during  the  last  completed  fiscal  year; 
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[gj  ( 8 )  estimated  expenditures  and  receipts,  and  actual  or 
proposed  appropriations  of  the  Government  during  the  fiscal  year 
in  progress; 

[li]  (9)  balanced  statements  of  (1)  tliecondition  of  the  Treasury 
at  the  end  of  the  last  completed  fiscal  year,  (2)  the  estimated 
condition  of  the  Treasury  at  the  end  of  the  fiscal  year  in  progress, 
and  (3)  the  estimated  condition  of  the  Treasury  at  the  end  of  the 
ensuing  fiscal  year  if  the  financial  proposals  contained  in  the 
Budget  are  adopted; 

p]  (10)  all  essential  facts  regarding  the  bonded  and  other 
indebtedness  of  the  Government;  and 

tj]  (f-0  such  other  financial  statements  and  data  as  in  his 
opinion  are  necessary  or  desirable  in  order  to  make  known  in  all 
practicable  detail  the  financial  condition  of  the  Government. 

(b)  The  amounts  of  proposed,  appropriations  referred  to  in  sections 
201  (a)  and  203  of  this  Act  shall,  to  the  maximum  extent  deemed  desirable 
and  practicable  by  the  President,  be  determined  on  an  annual  accrued , 
expenditure  basis. 

“ Annual  accrued  expenditures”  shall  relate  to  goods  and  services  to  be 
received  in  a  fiscal  year,  advance  payments,  progress  payments ,  and  such 
other  payments  as  are  authorized  by  law  to  be  made  in  such  fiscal  year. 

This  subsection  shall  not  apply  to  appropriations  made  specifically 
for  the  payment  of  claims  certified  by  the  Comptroller  General  and  of 
judgments;  appropriations  for  the  refund  of  Federal  taxes  and  of  other 
moneys  erroneously  received  and  covered  into  the  Treasury  of  the  United 
States;  appropriations  made  by  private  relief  Acts  of  Congress;  appro¬ 
priations  for  the  payment  of  interest  on  trust  funds;  revolving  funds 
or  appropriations  thereto;  appropriations  for  the  payment  to  former 
members  of  the  armed  forces,  their  dependents  and  beneficiaries ,  of  any 
benefits  to  which  they  are  entitled  by  reason  of  military  service;  appro¬ 
priations  for  the  payment  of  pensions  and  annuities;  appropriations  for 
the  payment  of  any  obligation  of  the  United  States  for  which  liability  is 
fixed  by  treaty;  and  other  appropriations  or  funds  analogous  to  the  fore¬ 
going. 

(c)  The  conversion  to  the  use  of  annual  accrued  expenditures  for  stating 
proposed  appropriations  in  accordance  with  section  201  (b)  of  this  Act 
shall  be  accomplished  in  such  manner  and  at  such  times  as  may  be  deter-i 
mined  by  the  President. 

(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of  any  appropriation 
or  fund  made  on  an  annual  accrued  expenditure  basis  over  the  accrued 
expenditures  under  such  appropriation  or  fund  shall  lapse,  unless  there¬ 
after  provided  otherwise  in  an  appropriation  act  or  other  law.  Any 
remaining  balances  of  each  such  appropriation  or  fund  shall  be  merged 
with  any  appropriation  or  fund  made  for  the  same  general  purpose  for 
the  ensuing  fiscal  year  and  shall  constitute  a  single  account. 

Sec.  216.  (a)  Requests  for  regular,  supplemental,  or  deficiency  ap¬ 
propriations  which  are  submitted  to  the  Bureau  by  the  head  of  any 
department  or  establishment  shall  be  prepared  and  submitted  as  the 
President  may  determine  in  accordance  with  the  provisions  of  section 
201. 

(b)  The  requests  of  the  departments  and  establishments  for  appropri¬ 
ations  shall,  in  such  manner  and  at  such  times  as  may  be  determined  by 
the  President,  be  developed  from  cost-based  budgets. 

(c)  For  purposes  of  administration  and  operation,  such  cost-based 
budgets  shall  be  used  by  all  departments  and  establishments  and  their 
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subordinate  units.  Administrative  subdivisions  oj  appropriations  or 
funds  shall  be  made  on  the  basis  oj  such  cost-based  budgets. 

Budget  and  Accounting  Procedures  Act  of  1950 
accounting  and  budget  classifications 

Sec.  106.  The  head  of  each  executive  agency  shall,  in  consultation 
with  the  Director  oj  the  Bureau  oj  the  Budget,  take  whatever  action  may 
be  necessary  to  achieve,  insofar  as  is  possible,  ( 1 )  consistency  in  accounting 
and  budget  classifications,  (2)  synchronization  between  accounting  and 
budget  classifications  and  organizational  structure,  and  (, 3 )  support  oj 
the  'budget  justifications  by  injormation  on  perjormance  and  program 
costs  by  organizational  units. 

Sec.  113.  (a)  The  head  of  each  executive  agency  shall  establish 
and  maintain  systems  of  accounting  and  internal  control  designed  to 

provide —  ,  ,  ,  .  ,  .  .  . 

!  (l)  full  disclosure  of  the  financial  results  of  the  agency  s  activities; 

(2)  adequate  financial  information  needed  for  the  agency’s  manage¬ 
ment  purposes;  „  ,  , 

(3)  effective  control  over  and  accountability  for  all  funds,  property, 
and  other  assets  for  which  the  agency  is  responsible,  including  appro¬ 
priate  internal  audit; 

(4)  reliable  accounting  results  to  serve  as  the  basis  for  preparation 
and  support  of  the  agency’s  budget  requests,  foi  controlling  the 
execution  of  its  budget,  and  for  providing  financial  information 
required  by  the  Bureau  of  the  Budget  under  section  213  of  the  Budget 
and  Accounting  Act,  1921  (42  Stat.  23);  . 

(5)  suitable  integration  of  the  accounting  of  the  agency  with  the 

accounting  of  the  Treasury  Department  in  connection  with  the  central 
accounting  and  reporting  responsibilities  imposed  on  the  Secretary 
of  the  Treasury  by  section  114  of  this  part.  . 

(b)  The  accounting  systems  of  executive  agencies  shall  conform  to 
the  principles,  standards,  and  related  requirements  prescribed  by  the 
Comptroller  General  pursuant  to  section  112  (a)  of  this  part. 

(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this.  subsection , 
the  head  of  each  executive  agency  shall,  in  accordance  with  principles  and 
standards  prescribed  by  the  Comptroller  General,  cause  the  accounts  of 
such  agency  to  be  maintained  on  an  accrual  basis,  to  show  the  resources, 
liabilities,  and  costs  of  operations  of  such  agency  with  a  view  to  facilitating 
the  preparation  of  cost-based  budgets  as  required  by  section  21b  of  the 
Budget  and  Accounting  Act,  1921 ,  as  amended.  The  accounting  system 
required  by  this  subsection  shall  include  adequate  monetary  property 
accounting  records  as  an  integral  part  of  the  system.  . 

Sec.  118.  As  used  in  this  part,  the  term  “executive  agency  means 
any  executive  department  or  independent  establishment  in  the  execu¬ 
tive  branch  of  the  Government  but  (a)  except  for  the  purposes  of  sec¬ 
tions  114,  116,  and  119  shall  not  include  any  Government  corporation 
or  agency  subject  to  the  Government  Corporation  Control  Act  (59 
Stat  597),  and  (b)  except  for  the  purposes  of  sections  111,  119  (c),  114, 
and  116  shall  not  include  the  Post  Office  Department. 
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Section  3679,  Revised  Statutes  (Anti-Deficiency  Act) 


(g)  Any  appropriation  which  is  apportioned  or  reapportioned  pur¬ 
suant  to  this  section  may  be  divided  and  subdivided  administratively 
within  the  limits  of  such  apportionments  or  reapportionments.  The 
officer  having  administrative  control  of  any  such  appropriation  avail¬ 
able  to  the  legislative  branch,  the  judiciary,  or  the  District  of  Co¬ 
lumbia,  and  the  head  of  each  agency,  subject  to  the  approval  of  the 
Director  of  the  Bureau  of  the  Budget,  shall  prescribe,  by  regulation, 
a  system  of  administrative  control  (not  inconsistent  with  any  ac¬ 
counting  procedures  prescribed  by  or  pursuant  to  law)  which  shall 
be  designed  to  (A)  restrict  obligations  or  expenditures  against  each 
appropriation  to  the  amount  of  apportionments  or  reapportionments 
made  for  each  such  appropriation,  and  (B)  enable  such  officer  or  agency 
head  to  fix  responsibility  for  the  creation  of  any  obligation  or  the 
making  of  any  expenditure  in  excess  of  an  apportionment  or  reappor¬ 
tionment.  In  order  to  have  a  simplified  system  for  the  administrative  _ 
subdivision  of  appropriations  or  funds,  each  agency  shall  work  toward 
the  objective  of  financing  each  operating  unit,  at  the  highest  practical  level,  ^ 
from  not  more  than  one  administrative  subdivision  for  each  appropriation 
or  fund  affecting  such  unit. 
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Calendar  No.  2286 

S.  3897 

[Report  No.  2265] 


IN  THE  SENATE  OF  THE  UNITED  STATES 

May  21  (legislative  day,  May  7),  1956 

Mr.  Kennedy  (for  himself,  Mr.  Payne,  Mr.  Byrd,  Mr.  Bridges,  Mr.  McClellan, 
Mr.  Jackson,  Mr.  Humphrey,  Mr.  McCarthy,  Mr.  Mundt,  Mrs.  Smith  of 
Maine,  Mr.  Bender,  Mr.  Martin  of  Iowa,  Mr.  Welker,  Mr.  Chavez,  Mr. 
Hruska,  Mr.  Bush,  Mr.  Flanders,  Mr.  Ives,  Mr.  Thye,  Mr.  Magnuson, 
Mr.  Saltonstall,  Mr.  Butler,  Mr.  Martin  of  Pennsylvania,  Mr.  Dirksen, 
Mr.  Bennett,  Mr.  Curtis,  Mr.  Smith  of  New  Jersey,  Mr.  Beall,  Mr. 
Mansfield,  Mr.  Case  of  South  Dakota,  Mr.  Danger,  and  Mr.  Barrett) 
introduced  the  following  bill  5  which  was  read  twice  and  referred  to  the 
Committee  on  Government  Operations 

June  19, 1956 

Reported  by  Mr.  Kennedy,  without  amendment 


A  BILL 

To  improve  governmental  budgeting  and  accounting  methods 
and  procedures,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Bepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled , 

3  AMENDMENT  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

4  Sec.  1.  (a)  Section  201  of  the  Budget  and  Accounting 

5  Act,  1921,  as  amended  (31  U.  S.  0.  11) ,  is  further  amended 

6  by  inserting  “  (a)  ”  after  the  words  “Sec.  201.  ;  by  chang 

7  ing  subsection  (a)  to  subparagraph  (1)  ;  by  adding  after 


I 


2 


1  subparagraph  ( 1 )  a  new  subparagraph  ( 2 )  at  such  times 

2  as  may  be  practicable,  information  on  program  costs  and 

3  accomplishments”;  by  changing  subsections  (b)  through 

% 

4  (j)  to  subparagraphs  (3)  through  (11)?  respectively;  and 

5  by  adding  the  following  new  subsections : 

6  “(b)  The  amounts  of  proposed  appropriations  referred 

7  to  in  sections  201  (a)  and  203  of  this  Act  shall,  to  the 

8  maximum  extent  deemed  desirable  and  practicable  by  the 
0  President,  be  determined  on  an  annual  accrued  expenditure 

10  basis. 

11  “  ‘Annual  accrued  expenditures’  shall  relate  to  goods 

12  and  services  to  be  received  in  a  fiscal  year,  advance  pay- 

13  ments,  progress  payments,  and  such  other  payments  as  are 
H  authorized  by  law  to  be  made  in  such  fiscal  yeai. 

15  “This  subsection  shall  not  apply  to  appropriations  made 
10  specifically  for  the  payment  of  claims  certified  by  the  Comp- 

17  troller  General  and  of  judgments;  appropriations  for  the  re- 

18  fund  of  Federal  taxes  and  of  other  moneys  erroneously 

19  received  and  covered  into  the  Treasury  of  the  United  States, 

20  appropriations  made  by  private  relief  Acts  of  Congress ; 

21  appropriations  for  the  payment  of  interest  on  trust  funds; 

22  revolving  funds  or  appropriations  thereto ;  appropriations  foi¬ 
ls  the  payment  to. former  members  of  the  Armed  Forces,  their 
21  dependents  and  beneficiaries,,  of  any  benefits  to  which  they 
25  are  entitled  by  reason  of  military  service ;  appropriations  for 
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1  the  payment  of  pensions  and  annuities;  appropriations  for 

2  the  payment  of  any  obligation  of  the  United  States  for  which 

3  liability  is  fixed  by  treaty ;  and  other  appropriations  or  funds 

4  analogous  to  the  foregoing. 

5  “  (c)  The  conversion  to  the  use  of  annual  accrued  ex- 

6  penditures  for  stating  proposed  appropriations  in  accordance 

7  with  section  201  (b)  of  this  Act  shall  he  accomplished  in 

8  such  manner  and  at  such  times  as  may  be  determined  by 

9  the  President. 

10  “(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of 

11  any  appropriation  or  fund  made  on  an  annual  accrued  ex- 

12  penditure  basis  over  the  accrued  expenditures  under  such 

13  appropriation  or  fund  shall  lapse,  unless  hereafter  provided 

14  otherwise  in  an  appropriation  Act  or  other  law.  Any  re- 

15  maining  balances  of  each  such  appropriation  or  fund  shall 
lb  be  merged  with  any  appropriation  or  fund  made  for  the  same 
17  general  purpose  for  the  ensuing  fiscal  year  and  shall  constitute 
lb  a  single  account.” 

19  (b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  C. 

30  24) ,  is  further  amended  by  inserting  “  (a)  ”  after  the  words 

21  “Sec.  216.”  and  by  adding  the  following  new  subsections: 

22  “(b)  The  requests  of  the  departments  and  establish- 

23  inents  for  appropriations  shall,  in  such  manner  and  at  such 

24  times  as  may  be  determined  by  the  President,  be  developed 

25  from  cost-based  budgets. 


1  “(c)  For  purposes  of  administration  and  operation,  such 

2  cost-based  budgets  shall  be  used  by  all  departments  and 

3  establishments  and  their  subordinate  units.  Administrative 

4  subdivisions  of  appropriations  or  funds  shall  be  made  on  the 

5  basis  of  such  cost-based  budgets.” 

6  AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 

7  PROCEDURES  ACT  OF  1950 

8  Sec.  2.  (a)  The  Budget  and  Accounting  Procedures 

9  Act  of  1950  is  amended  by  inserting  after  section  105 

10  thereof  the  following  new  section: 

11  “accounting  and  budget  classifications 

12  “Sec.  106.  The  head  of  each  executive  agency  shall, 

13  in  consultation  with  the  Director  of  the  Bureau  of  the 

14  Budget,  take  whatever  action  may  be  necessary  to  achieve, 

15  insofar  as  is  possible,  (1)  consistency  in  accounting  and 
lg  budget  classifications,  (2)  synchronization  between  account- 
11  ing  and  budget  classifications  and  organizational  structure, 
1®  and  (3)  support  of  the  budget  justifications  by  information 

19  on  performance  and  program  costs  by  organizational  units.” 

20  (b)  Section  113  of  such  Act  (31  U.  S.  O.  66a)  is 

21  amended  by  adding  at  the  end  thereof  the  following  new 

22  subsection : 

“(c)  As  soon  as  practicable  after  the  date  of  enact- 
24  ment  of  this  subsection,  the  head  of  each  executive  agency 
2^  shall,  in  accordance  with  principles  and  standards  prescribed 
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1  by  the  Comptroller  General,  cause  the  accounts  of  such 

2  agency  to  be  maintained  on  an  accrual  basis  to  show  the 

3  resources,  liabilities,  and  costs  of  operations  of  such  agency 

4  with  a  view  to  facilitating  the  preparation  of  cost-based 

5  budgets  as  required  by  section  216  of  the  Budget  and 

6  Accounting  Act,  1921,  as  amended.  The  accounting  system 

7  required  by  this  subsection  shall  include  adequate  monetary 

8  property  accounting  records  as  an  integral  part  of  the 

9  system. 

10  (c)  Section  118  of  such  Act  is  amended  by  inserting 

11  “113  (c)”  after  the  words  “section  111”. 

12  SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

13  SEC.  3.  Section  3679  (g) ,  Ee vised  Statutes,  as  amended 

14  (3i  u.  S.  C.  665  (g)  ) ,  is  further  amended  by  adding  at  the 

15  end  thereof  the  following  sentence:  “In  order  to  have  a 

16  simplified  system  for  the  administrative  subdivision  of  appro- 

17  priations  or  funds,  each  agency  shall  work  toward  the 

18  objective  of  financing  each  operating  unit,  at  the  highest 
practical  level,  from  not  more  than  one  administrative  sub- 

20  division  for  each  appropriation  or  fund  affecting  such  unit.” 


a 

ft 


© 

cl 


20 

3 

rt 

© 

cl 

3 

ft 

a 


W 

SB 

CL 


O  d 

o  cl 


2 

> 

U> 


c-i 

d 

5j 

W 

M 

CD 


CD 

Ol 

05 


*-t 

ft) 

H» 

© 

►-J 

*-i 

<v 

CL 


© 

QTQ 


O  ? 


ft 

CL 

C3 


o 

I 

3 


o 

0 


2 

► 

Hi 


SO 

Cl 

SR 


a  o  3. 

w  q 

i  o  ^ 

H  h-b 

C-| 
M  2 
§  8 
5- 

cr  ^ 

o  s 

?a  r* 

r^T 

®  s< 

* p 

H 
g  a 

M 

M 

a  r* 

1  2 

g  ^ 

“  GO 

B  a 

S  g 

Pj  p 

2  2 
>1  ^ 


F  ? 
o  P 

%  2 

GO  ^ 

H  * 

?  w 

5  H 

^  5 

td  * 
w 

3  2 
^  >-* 

H  * 

3  g 

6  $5 
t?  H 

.  *  M 

Q  55 

<1  P 


^  W 
*  > 

$•  § 
W  N 

GO 

g? 


n  5* 

W  § 

*1  GO 

w  W 

•*  2 
H» 


a  2 

H  o 

2  o 

S  fe 

a  w 

i°  h 

^  B 
2  Hi 
►1 


a 

VJ 


2  ^ 

a  n 

O  51 
e  a 
n  w 

E-s 

2  S 


3  nj 

®  (D 

2  a 

f~S  CO 
•  V! 

co  5" 

K  » 

a  s. 

w  p 


a  & 

Ml 
► 
o 
a 

d 
8) 
o 
a 


r  sh 
W  2 

2  a 

3  2 
o  S 

M  2 

I? 

CO  JZ2 

2 


a 


f 


-  IS 

CO  ► 

fe  a 
2  a 
o  5 

a  co 


H 

r*  m 

W  g. 

js| 

Mi  M 
'“S  •-< 


«  « 
GO 

O  g 

?  j? 

Ss? 

wl 

d 

£  g 

d  ^ 

w  * 

w  td 

g  w 

*5 


d 
© 
&  PJ 

^  GO 


S3  & 

M 

a-  a^ 

H+s  as 

a  o 

Hj  I 


O 


tsj 

N 

OO 

04 


1956 


CONGRESSIONAL  RECORD  —  SENATE 


9501 


aereas  postmasters  In  different  regional 
areas\ssued  various  type  questionnaires  to 
employees  concerning  outside  activities;  and 
Wherety  we  deem  this  an  invasion  of  our 
rights  as  idtizens  and  free  men  in  a  demo¬ 
cratic  society  and 

Whereas  w\are  paid  for  an  8-hour  day  and 
a  40-hour  wee\for  working  in  the  post  office, 
and  the  remainder  of  each  day  and  each  week 
should  be  our  omtime,  to  do  with  as  we  see 
fit,  as  long  as  we  Aplate  no  laws  of  the  land; 
and 

Whereas  the  authority  to  force  this  indig¬ 
nity  upon  postal  employees  stems  from  the 
decision  in  the  St.  Paul  Vrnrt  action  regard¬ 
ing  such  an  order  in  thatSpffice;  and 

Whereas  this  policy  by  the  department  is 
a  far  reaching  matter  that\eould  and  will 
eventually  touch  each  and  evtery  postal  and 
Government  employee :  Therefore  be  it 

Resolved,  That  the  California  Flsderation  of 
Post  Office  Clerks,  in  convention  tysembled 
at  Fresno  May  24-27,  do  go  on  record  as  con¬ 
demning  and  protesting  this  action;  >and  be 
it  further 

Resolved,  That  action  be  taken  to  bong 
this  to  the  attention  of  the  delegates  at  the 
national  convention  in  Chicago  in  Augus 
1956,  and  that  the  national  officers  be  man-\ 
dated  to  seek  to  remedy  the  situation,  either 
by  legislation,  or  by  appeal  to  a  higher  court 
of  the  St.  Paul  decision;  and  be  it  further 
Resolved,  That  if  court  action  is  necessary 
that  such  action  be  carried  to  the  highest 
court  possible  in  an  effort  to  gain  a  reversal 
of  the  St.  Paul  decision  and  that  the  various 
locals  in  the  federation  be  assessed  on  a  pro¬ 
rata  basis  the  cost  of  appealing  said  court 
action;  and  be  it  further 

Resolved,  That  copies  of  this  resolution  be 
sent  immediately  to  the  national  officers,  so 
that  they  may  know  the  stand  of  this  organ¬ 
ization  at  once;  and  be  it  further 

Resolved,  That  copies  of  this  resolution  be 
sent  immediately  to  each  member  of  the 
House  and  Senate  Post  Office  and  Civil  Serv¬ 
ice  Committee. 

PROTESTING  “GAG"  ORDERS  OF  THE  POSTAL  FIELD 
SERVICE 

Whereas  employees  are  restrained  from  ad¬ 
vising  with  each  other — by  means  of  bulletin 
boards  located  in  locker  and  swing  rooms, 
without  prior  censorship  by  the  postal  official 
in  charge  of  the  installation,  concerning 
matters  which  may  be  held  to  be  contro¬ 
versial  by  the  postal  official  in  charge  who 
is,  in  many  cases,  directly  and  solely  respon¬ 
sible  for  whatever  controversy  exists;  and 
Whereas  by  means  of  recent  changes  in  the 
Postal  Manual,  specifically  parts  741  and  744 
and  all  sections  pertaining  thereto,  a  studied 
and  calculated  attempt  has  been  made  to 
silence  employees  of  the  postal  field  servic/ 
to  prevent  them  from  expressing  their  dis¬ 
satisfaction  with  existing  conditions;  a ~ 
Whereas  the  provisions  of  this  chang^fiave 
already  been  enforced  in  some  instances;  and 
Whereas  the  existing  relations  .between 
management  and  labor  in  the  postal  field 
service  are  not  in  the  best  interests  of  the 
postal  service:  Therefore  be  it, 

Resolved,  That  the  California  Federation 
of  Post  Office  Clerks  assembled  in  convention 
at  Fresno,  Calif.,  May  24-2^1956,  does  hereby 
condemn  these  actions  otythe  Post  Office  De¬ 
partment  as  oppressive/ unwise  and  illegal 
and  destructive  of  a  sound  modern  person¬ 
nel-management  relationship,  and  calls  upon 
the  84th  Congress  t/  support  immediate  and 
corrective  action  toward  these  inequities,  and 
be  it  further 

Resolved,  Thfft  copies  of  this  resolution  be 
forwarded  to/iur  national  officers,  Senators 
Knowland yand  Ktjchel,  and  each  of  the 
CaliforniavCongressmen,  Congressman  Moss, 
Subcomrthttee  on  Government  Information, 
and  th/t  it  also  be  released  to  the  press  for 
publication. 

dissemination  of  propaganda 
x„hereas  the  primary  function  of  the 
J^stal  Bulletin  has  always  been  to  transmit 
^official  information;  and. 


Whereas  the  Department  now  uses  the 
Postal  Bulletin  as  a  medium  to  disseminate 
propaganda;  and 

Whereas  the  Department  publishes  and 
issues  free  of  charge  to  employees,  a  mag¬ 
azine  titled  “Postal  Service  News";  and 

Whereas  it  is  obvious  that  the  aim  of  the 
Department  is  to  reduce  the  deficit,  even  at 
the  expense  of  maintaining  adequate  serv¬ 
ice:  Therefore  be  it 

Resolved,  That  the  California  Federation 
of  Post  Office  Clerks  in  convention  assem¬ 
bled  at  Fresno,  Calif.,  May  24^-27,  1956,  go  on 
record  urging  the  omission  of  Department 
propaganda  from  the  Postal  Bulletin  and 
the  suspension  of  "Postal  Service  News”;  and 
be  it  further 

Resolved,  That  the  specific  cost  of  this 
unnecessary  publication  to  the  taxpayer  be 
ascertained  to  determine  the  exact  amount 
the  deficit  can  be  reduced;  and,  be  it  further 

Resolved,  That  copies  of  this  resolution 
be  sent  to  the  Chairman  of  the  Senate  and 
House  Post  Office  Committees  and  to  the 
Senators  and  Representatives  from  Cali¬ 
fornia. 

protest  transfer  of  government  activities 
to  private  business 

Whereas  the  President  of  the  United  States 


seniority  as  a  major  factor  in  promotion? 
and 

Whereas  the  installation  of  the  Works  Per¬ 
formance  Standards  program  has  resulted  in 
the  establishment  of  a  vicious  speedup  sys¬ 
tem  which  places  men  in  competition  with 
each  other  in  an  effort  to  reach  ^impossible 
goals;  and 

Whereas  other  working  conditions  with 
particular  reference  to  hour/  and  tours  of 
duty,  assignments,  compensatory  time  and 
substitute  employment  to.-name  only  a  few, 
are  steadily  deteriorating-;  and 

Whereas  interpretations  of  Public  Laws  68, 
84th  Congress,  by  the  post  Office  Department 
are  designed  to  circumvent  and  nullify  the 
provisions  of  section  606  (b)  of  that  act  by 
authorizing  or  purporting  to  authorize  the 
employment  of  /substitutes  for  less  than  2 
hours  on  a  voluntary  basis  in  direct  violation 
of  law;  and 

Whereas  ufhe  interpretation  by  the  Post 
Office  Department  of  section  403  ( 1 )  deprives 
employee's  of  their  legal  rights  to  promotions 
on  specified  dates,  contrary  to  the  stated 
language  of  the  act;  and 

Whereas  regional  and  district  officers  are 
issuing  orders  and  directives  with  respect  to 
sniority,  sick  and  annual  leave,  filling  of 
as'  directed*  the  “Federaf  AgenciesTnd”  De-  /Vacancies  and  increases  in  complement  which 
rtments  to  review  their  commercial  and/  are  directlv  contrarv  to  what  we  have  been 


industrial  activities  to  determine  which 
functions  can  be  taken  over  by  private 
industry;  and  / 

Whereas  the  entire  policy  is  being  predi¬ 
cated  without  regard  to  increased  .Cost  to 
the  taxpayer,  national  security,  the/Govern- 
ment’s  moral  obligation  to  Federal  em¬ 
ployees  andVthe  Government/  operation 
of  the  Postal 'Service  as  established  by  the 
Constitution  ofVthe  United  States;  and 

Whereas  such\.direction/  have  affected 
affected  postal  operation/  by  recommend¬ 
ing:  \  / 

(a)  Postal  remittances,  money  order,  and 

other  finance  activities\formerly  handled  in 
post  offices  and  in  other\eentral  accounting 
offices  have  been  transferred  to  banking  in¬ 
stitutions  :  /  \ 

(b)  IBM  machines  and  others  are  now  be¬ 

ing  used  in  postal  work  with  the  ownership 
retained  by  business  firms  and  ufepd  in  postal 
activities  oji  a  rental  basis;  \ 

(c)  The'  Post  Office  Department  has  con¬ 
tracted  /much  of  the  postal  work  to  individ¬ 
uals  azld  firms  who  to  all  intents  and^pur- 


are  directly  contrary  to  what  we  have  been 
assured  is  the  policy  of  the  Post  Office  De¬ 
partment;  and 

Whereas  as  a  result  of  these  developments 
and  others  too  numerous  to  mention  there  is 
a  steady  and  noticeable  decline  in  morale 
among  employees;  and 

Whereas  these  conditions  have  all  been 
brought  about  by  unilateral  actions  on  the 
part  of  the  Post  Office  Department  without 
previous  consultation  with  employee  repre¬ 
sentatives  on  either  a  local  or  national  scale; 
and 

Whereas  employees  are  restrained,  under 
part  743.222  of  the  Postal  Manual,  from  ad¬ 
vising  with  each  other — by  means  of  bulletin 
boards  located  in  locker  and  swing  rooms 
not  accessible  to  the  public — concerning 
matters  which  may  be  held  to  be  contro¬ 
versial  by  a  postmaster  who  is  in  many  cases, 
directly  and  solely  responsible  for  whatever 
controversy  exists;  and 

Whereas  by  means  of  recent  changes  in  the 
Postal  Manual,  part  744.442,  a  studied  and 
calculated  attempt  has  been  made  to  silence 
and  gag  employees  of  the  field  postal  service 
to  prevent  them  from  expressing  their  dis¬ 


pose?'  conduct  post  offices  involving  mbney  t{sfactlon  with  existing  conditions;  and 
ord/r,  registry,  COD,  insurance,  stamp  sales  ..  ,  ’  .. 

aim  other  postal  activities :  Now,  therefor^.  Whereas  this  action  is  in  direct  violation 
J  it  *  \  of  section  6  of  the  act  of  August  24,  1912, 

36  „  ,  4.,  f \better  known  as  the  Lloyd-LaFollettee  anti- 

Resolved,  That  the  California  Federation  of  ,nw.  Now  therefore.  t 

Post  Office  Clerks,  in  convention  assembled 


at  Fresno,  Calif.,  May  24-27,  1956,  go  on  rec¬ 
ord  in  opposition  to  the  policy  which  would 
deprive  postal  personnel  of  the  duties  perti¬ 
nent  to  the  operation  of  the  United  States 
Postal  Service  as  now  established  by  the 
Constitution  and  the  laws  of  Congress;  and 
be  it  further 

Resolved,  This  protest  be  communicated  to 
Members  of  Congress  from  the  State  of  Cali¬ 
fornia,  to  the  Honorable  Richard  M.  Nixon, 
Vice  President  of  the  United  States,  and 
President  of  the  Senate;  the  Honorable  Lyn¬ 
don  Johnson,  majority  leader;  the  Honor¬ 
able  W.  F.  Knowland,  minority  leader,  the 
Honorable  Sam  Rayburn,  Speaker  of  the 
House  of  Representatives;  the  Honorable 
John  McCormack,  majority  leader;  and  the 
Honorable  Joseph  W.  Martin,  Jr.,  minority 
leader,  advising  them  of  our  protest  over  this 
policy  of  taking  away  the  duties  and  work  of 
postal  personnel  and  transferring  same  to 
private  individuals  who  have  not  demon¬ 
strated  their  ability  to  handle  such  respon¬ 
sibility,  nor  have  pledged  their  loyalty  and 
devotion  to  the  Federal  Government  as  have 
the  post-office  employees  of  this  Nation. 

WORKING  CONDITIONS 

Whereas  the  present  policies  of  the  Post 
Office  Department  involve  the  elimination  of 


law:  Now,  therefore,  be  it 
esolved.  That  the  California  Federation 
of  Post  Office  Clerks,  in  convention  assembled 
at  Fresno,  Calif.,  May  24,  25,  26,  27,  1956,  does 
herebyv  condemn  those  actions  of  the  Post 
Office  Department  as  oppressive,  unwise  and 
illegal  arid  destructive  of  a  sound  modern 
personnel-management  relationship,  and  call 
upon  the  California  Congressmen  and  Sena¬ 
tors  thereof,  tio  enact  legislation  which  will 
absolutely  require  the  heads  of  each  depart¬ 
ment  and  agencyyof  our  Federal  Government 
to  cease  and  desist  from  practices  which  in 
the  case  of  an  employer  under  the  National 
Labor  Relations  Act  would  be  branded  as  un¬ 
fair  labor  practices;  ami  be  it  further 

Resolved,  That  we  endorse  the  Rhodes- 
Johnston  bills  H.  R.  10237;  S.  3593  for  this 
purpose  and  urge  each  Mefcnber  of  Congress 
who  believes  in  human  dignity  and  fair  play 
to  support  this  legislation  anti  work  for  its 
enactment  at  the  current  sessioW  of  the  84th 
Congress. 


REPORTS  OF  COMMITT 
The  following  reports  of  commf 
were  submitted: 

By  Mr.  CHAVEZ,  from  the  Committee 
Public  Works,  with  amendments: 


ees 
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„  3704.  A  bill  to  authorize  the  acquisition 
of  A  remaining  property  in  square  725  and 
the  pWiperty  in  square  724  in  the  District 
of  Columbia  for  the  purpose  of  extension 
of  the  sSe  of  the  additional  office  building 
for  the  United  States  Senate  or  for  the 
ourpose  of 'addition  to  the  United  States 
Capitol  Grounds  (Rept.  No.  2263). 

By  Mr.  EASTLAND,  from  the  Committee 
on  the  Judiciary,  without  amendment. 

S.  1693.  A  bill  for  the  relief  of  Robert 

Gross  (Rept.  No.  2269). 

By  Mr.  MURRAY\from  the  Committee 
on  Interior  and  Insular  Affairs,  without 

amendment:  x 

S.  3042.  A  bill  to  anftmd  section  27  of 
the  Mineral  Leasing  Act  of  February  25,  1920, 
as  amended  (30  U.  S.  C„  se\184)  in  order 
to  promote  the  developments  phosphate 
on  the  public  domain  (Rept.  >^o.  2272). 

By  Mr.  MURRAY,  from  the  Committee  on 
Interior  and  Insular  Affairs,  with  amend- 

m  3^1333.  A  bill  to  authorize  the  construe 
tion,  operation,  and  maintenance  oi  the 
Hells  Canyon  Dam  on  the  Snake  Rivenme- 
tween  Idaho  and  Oregon,  and  for  related 
purposes  (Rept.  No.  2275). 

By  Mr.  BIBLE,  from  the  Committee  on 
Interior  and  Insular  Affairs,  without  amend¬ 
ment:  ,  . 

S.  3512.  A  bill  to  permit  desert  land  entries 
on  disconnected  tracts  of  lands  which,  in  the 
case  of  any  one  entryman,  form  a  compact 
unit  and  do  not  exceed  in  the  aggregate  320 
acres  (Rept.  No.  2271). 

By  Mr.  BIBLE,  from  the  Committee  on 
Interior  and  Insular  Affairs,  with  an  amend- 

msnt3743.  A  bill  to  add  certain  federally 
owned  land  to  the  Lassen  Volcanic  National 
Park,  in  the  State  of  California,  and  for  other 
purposes  (Rept.  No.  2264) . 

By  Mr.  BEALL,  from  the  Committee  on  the 
District  of  Columbia,  without  amendment: 

H.  R.  6782.  A  bill  to  amend  section  7  of 
an  act  making  appropriations  to  provide  for 
the  government  of  the  District  of  Colum¬ 
bia  for  the  fiscal  year  ending  June  30,  1903, 
and  for  other  purposes,  approved  July  1, 
1902,  as  amended  (Rept.  No.  2268) . 

By  Mr.  KENNEDY,  from  the  Committee  on 
Government  Operations,  with  amendments. 

S.  3362.  A  bill  to  simplify  accounting, 
facilitate  the  payment  of  obligations,  and 
for  other  purposes  (Rept.  No.  2266);  and 

H.  R.  7227.  A  bill  to  amend  further  the 
Federal  Property  and  Administrative  Serv¬ 
ices  Act  of  1949,  as  amended,  to  authorize 
the  disposal  of  surplus  property  for  civil 
defense  purposes,  to  provide  that  cert 
Federal  surplus  property  be  disposed  of 
State  and  local  civil  defense  organizatbfcs 
which  are  established  by  or  pursuant  to 
State  law,  and  for  other  purposes  (Refit.  No. 
2267) . 

By  Mr.  MONRONEY,  from  the  Committee 
on  Banking  and  Currency,  without  amend 
ment:  / 

H.  R.  10230.  An  act  to  amenj*  sections  3526 
and  3528  of  the  Revised  Statutes  relating  to 
the  coinage  of  subsidiary/silver  coins  and 
minor  coins  of  the  Unitqfl  States  (Rept.  No. 
2270). 

By  Mr.  JENNER  (fop'Mr.  Green)  ,  from  the 
Committee  on  Rules  and  Administration, 
without  amendment: 

S.  Con.  Res.  79.  .Concurrent  resolution  to 
print  additional' copies  of  Senate  document 
No.  117,  entitled  “A  Handbok  for  Americans.” 

By  Mr.  GEORGE,  from  the  Commitee  on 
Foreign  Rotations,  without  amendment: 

S.  J.  Regi  165.  Joint  resolution  approving 
the  relinquishment  of  the  consular  jurisdic¬ 
tion  op  the  United  States  in  Morocco  (Rept. 
No.  3274) : 

f  Mr.  GEORGE,  from  the  Committee  on 
Foreign  Relations,  with  an  amendment: 

,  H.  R.  11356.  A  bill  to  amend  further  the 
^Mutual  Security  Act  of  1954,  as  amended, j 
and  for  other  purposes  (Rept.  No.  2273).  i 
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By  Mr.  MAGNUSON,  from  the  Committee 
on  Interstate  and  Foreign  Commerce,  with 
an  amendment: 

H.  R.  5226.  A  bill  to  provide  for  the  re¬ 
demption  by  the  Post  Office  Department  of 
certain  unsold  Federal  migratory-bird  hunt-  J 
ing  stamps,  and  to  clarify  the  requirements 
with  respect  to  the  age  of  hunters  who  must 
possess  Federal  migratory-bird  hunting 
stamps  (Rept.  No.  2276) . 


IMPROVEMENT  OF  GOVERNMENTAL 

BUDGETING  AND  ACCOUNTING 

METHODS  AND  PROCEDURES  (S. 

REPT.  NO.  2265) 

Mr.  KENNEDY.  Mr.  President,  I  am 
about  to  submit  a  report,  and  I  ask  unan¬ 
imous  consent  that  I  may  speak  on  it,  in 
excess  of  the  2  minutes  allowed  under 
the  order  which  has  been  entered. 

The  PRESIDENT  pro  tempore.  With¬ 
out  objection,  the  Sena/tor  from  Massa¬ 
chusetts  is  recognized. 

Mr.  KENNEDY.  Mr.  President,  from 
the  Committee  on  Government  Opera¬ 
tions,  I  report  favorably,  without  amend¬ 
ment.  the  bill  (S.  3897)  to  improve  gov¬ 
ernmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other 
purposes. 

This  bill  was  ordered  reported  unani¬ 
mously  by  the  Committee  on  Govern¬ 
ment  Operations  on  June  7,  1956,  after 
extensive  hearings  during  this  session 
of  the  Congress.  In  my  opinion,  and 
that  of  the  foremost  authorities  on  fi¬ 
nancial  management,  it  is  the  most  sig¬ 
nificant  development  in  the  Govern¬ 
ment’s  financial  structure  in  a  decade  or 
more. 

Sponsored  by  32  Members  of  this 
body,  from  both  sides  of  the  aisle,  the 
bill  would  place  the  entire  governmental 
financial  structure  on  an  annual  accrued 
expenditures  basis.  The  heart  of  the 
bill  is  contained  in  section  I  which  pro¬ 
vides  that  the  Congress  make  its  appro¬ 
priations  for  each  fiscal  year  upon  the 
estimates  of  expenditures  actually  to  be 
made  or  to  be  accrued  during  that  fiscal 
year,  as  opposed  to  the  present  compli¬ 
cated  procedure  whereby  the  Congress 
appropriates  billions  of  dollars  for  a  fis¬ 
cal  year  which  are  expended  during  fu¬ 
ture  fiscal  years — and  over  which  the 
Congress  has  little  or  no  control  once  the 
appropriations  are  made. 

This  feature  would  eliminate  or  sub¬ 
stantially  reduce  the  tremendous  carry¬ 
overs  of  unexpended  balances  of  appro¬ 
priations,  presently  estimated  as  high  as 
$48  billion,  which  have  plagued  the  Con¬ 
gress  for  many  years.  In  addition,  I  am 
convinced  enactment  of  this  legislation 
will  produce  substantial  operating  econ¬ 
omies  by  placing  our  financial  structure 
on  a  more  businesslike  basis  where  we 
know  each  fiscal  year  what  is  required, 
what  is  expended,  and  what  we  have  re¬ 
ceived  for  the  expenditures  made. 

To  convert  appropriations  to  an  an¬ 
nual  expenditures  basis,  the  bill  provides 
that  the  executive  agencies  shall  main¬ 
tain  their  budgets  on  a  cost-operating 
basis  and  maintain  their  accounts  on  an 
accrual  expenditures  basis.  In  no  other 
way  can  the  Congress  realistically  appro¬ 
priate  on  the  basis  of  actual  require¬ 
ments  each  fiscal  year. 

To  avert  any  fear  or  confusion  that 
this  legislation  will  in  any  way  impair 


the  maintenance  of  the  military  estab¬ 
lishment  at  the  levels  that  the  preserva¬ 
tion  of  our  national  security  dictates, 

I  should  like  to  state  that  the  evidence 
presented  before  the  Government  Oper¬ 
ations  Committee  makes  clear  that  the 
stating  of  appropriations  on  an  expendi¬ 
tures  basis  will  not  affect  the  existing 
statutory  authority  of  the  executive  de¬ 
partments,  including  the  Department  of 
Defense,  to  contract  for  or  make  com¬ 
mitments  for  capital  expenditures  in  fu¬ 
ture  fiscal  years,  provided  that  the  ex¬ 
isting  requirement  that  advance  ap¬ 
proval  be  obtained  from  the  Appropri¬ 
ations  Committees  of  the  Congress  is 
met. 

In  connection  with  this  very  impor¬ 
tant  aspect,  I  should  like  to  have  printed 
in  the  Record,  as  a  part  of  my  remarks, 
a  letter  from  the  Comptroller  General 
of  the  United  States. 

There  being  no  objection,  the  letter 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Comptroller  General  of  the 

United  States, 
Washington,  June  6,  1956. 
Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorgani¬ 
zation,  Committee  on  Government 
Operations,  United  States  Senate. 

Dear  Mr.  Chairman:  During  the  hearings 
this  morning  on  S.  3897,  representatives  of 
the  Department  of  Defense  suggested  that 
the  language  of  the  proposed  section  201  (b) 
of  the  Budget  and  Accounting  Act,  1921, 
might  be  clarified  by  the  insertion  of  the 
following  proviso  at  the  end  of  the  paragraph 
in  lines  6  through  9  of  page  2  of  S.  3897 : 

"Provided,  That  nothing  in  this  subsection 
shall  be  construed  to  affect  the  authority  of 
the  President  to  submit  requests  for  author¬ 
izations  to  create  obligations  in  advance  of 
appropriations.” 

The  Defense  representatives  apparently 
felt  that  the  present  language  of  lines  6 
through  9  might  possibly  be  construed  as 
repealing  by  implication  the  authority  for 
requesting  contract  authorizations  contained 
in  the  present  section  201  of  the  Budget  and 
Accounting  Act,  1921.  It  is  our  considered 
opinion  that  there  is  no  conflict  whatsoever 
between  the  language  of  the  new  subsection 
201  (b)  proposed  to  be  added  by  this  bill 
and  the  present  section  201  of  that  act,  and 
that  the  proposed  section  201  (b)  could  not 
be  construed  as  restricting  the  authority  to 
request  contract  authorizations  in  the  pres¬ 
ent  section  201. 

Section  2  of  the  Budget  and  Accounting 
Act,  1921,  as  amended,  defines  the  term 
“appropriation”  as  used  in  that  act  as 
follows : 

“The  term  ‘appropriations’  includes,  in 
appropriate  context,  funds  and  authoriza¬ 
tions  to  create  obligations  by  contract  in 
advance  of  appropriations,  or  any  other  au¬ 
thority  making  funds  available  for  obligation 
or  expenditure.” 

The  use  of  the  words  “in  appropriate  con¬ 
text”  contained  in  that  definition  makes  it 
clear  that  the  term  “appropriation”  may 
mean  (1)  the  appropriation  of  funds;  (2) 
authorizations  to  create  obligations  by  con¬ 
tract  in  advance  of  appropriations  (com¬ 
monly  referred  to  as  “contract  authority”) ; 
or  both  (1)  and  (2).  As  the  term  "appro¬ 
priation”  is  used  in  the  present  section  201 
(d),  which  under  this  bill  would  be  section 
201  (a)  (5),  and  section  203,  it  clearly  means 
both  appropriation  of  funds  and  contract 
authority.  As  that  term  is  used  in  line  6, 
page  2,  of  the  bill,  however,  it  is  used  in 
relation  to  the  determining  of  amounts  of 
proposed  appropriations  on  an  accrued  ex¬ 
penditure  basis.  As  the  term  “appropria¬ 
tion”  is  used  in  that  context,  it  can  mean 
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only  the  appropriation  of  funds.  Since  the 
language  in  lines  6  through  9,  page  2  of  the 
bill  relates  only  to  the  appropriation  of 
funds,  it  cannot  be  viewed  as  conflicting 
with  the  authority  in  the  present  section 
201  to  include  in  the  budget  proper  requests 
for  authorizations  to  create  obligations  in 
advance  of  appropriations.  The  appropria¬ 
tion  committees  of  the  Congress  will  thus 
have  the  tools  to  review  both  the  complete 
programs  for  which  contractual  authoriza¬ 
tions  are  requested  or  have  been  granted  as 
well  as  the  amount  of  funds  required  to  meet 
the  expenditures  which  will  accrue  in  the 
budget  year. 

Moreover,  it  should  be  noted  that  the  leg¬ 
islative  history  of  this  bill  already  has  made 
it  clear  that  contractual  authorizations  for 
long  lead-time  programs  will  be  required 
when  the  appropriations  therefor  are  stated 
on  an  annual  accrued  expenditure  basis. 
This  was  pointed  out  in  the  Hoover  Commis¬ 
sion  Report  on  Budget  and  Accounting. 

It  thus  seems  very  clear  to  us  that  the 
existing  authority  to  include  requests  for 
contract  authorizations  in  the  budget  would 
not  be  abrogated  by  this  bill  and  that  the 
clarifying  language  suggested  by  the  Depart¬ 
ment  of  Defense  is  unnecessary. 

Sincerely  yours, 

Joseph  Campbell, 

Comptroller  General  of  the  United  States. 

Mr.  KENNEDY.  Mr.  President,  I  am 
fully  aware  that  the  stating  of  appro¬ 
priations  on  an  expenditures  basis  is, 
indeed,  a  revolutionary  change  in  the 
Government’s  financial  structure.  I  may 
advise  the  Senate  that  this  is  proposed 
by  the  Senate  Committee  on  Government 
Operations  only  after  the  most  thorough 
deliberation  and  consideration. 

This  bill  has  the  unqualified  endorse¬ 
ment  of  the  Director  of  the  Bureau  of 
the  Budget,  the  Comptroller  General  of 
the  United  States,  and  the  Secretary  of 
the  Treasury,  as  well  as  the  general  ap¬ 
proval  of  the  Department  of  Defense, 
which,  I  might  say,  despite  the  many 
technical  problems  involved,  has  co¬ 
operated  wholeheartedly  with  the  Senate 
Government  Operations  Committee’s 
Subcommittee  on  Reorganization  in  the 
processing  of  this  legislation  during  the 
last  90  days.  As  a  matter  of  fact  the 
Department  of  Defense  has,  for  many 
years,  been  working  steadily  toward  the 
accomplishment  of  most  of  the  basic 
financial  improvements  which  are  the 
objectives  of  this  bill. 

In  conclusion,  I  should  like  to  em¬ 
phasize  that  this  legislation  directly  im¬ 
plements,  verbatim,  the  recommenda¬ 
tions  of  the  Second  Hoover  Commission 
relating  to  cost-based  budgeting,  accrued 
accounting,  and  converting  appropria¬ 
tions  to  an  expenditures  basis.  The 
Hoover  Commission  gave  the  greatest 
significance  to  the  conversion  of  appro¬ 
priations  to  an  expenditures  basis  as  es¬ 
sential  to  improving  financial  manage¬ 
ment  of  the  executive  branch  and  restor¬ 
ing  control  of  the  purse  to  the  Congress. 

In  connection  with  this,  the  President 
of  the  United  States,  in  a  special  message 
to  the  Congress  delivered  May  10,  1956, 
urged  early  enactment  of  appropriate 
legislation  to  accomplish  the  Hoover 
Commission’s  recommendations  in  this 
field.  After  briefly  reviewing  certain  ad¬ 
ministrative  action  already  taken  by  the 
Bureau  of  the  Budget,  the  President 
stated: 


The  actions  being  taken  by  the  executive 
branch  to  put  many  of  the  Commission’s 
proposals  into  effect  will  require  close  co¬ 
ordination  with  the  legislative  branch  and 
merit  the  support  which  the  Congress  should 
and  can  provide.  I  urge  that  the  Congress 
seek  the  early  enactment  of  appropriate  leg-  « 
islatlve  provisions  to  support  the  main  objec¬ 
tives  of  the  Commission’s  recommendations. 

The  provisions  of  this  bill,  upon  which 
the  Reorganization  Subcommittee  of  the 
Senate  Committee  on  Government  Op¬ 
erations  has  been  working  since  early  in 
this  session  of  the  84th  Congress,  would, 
as  I  have  previously  indicated,  directly 
effectuate  the  Hoover  Commission’s  rec¬ 
ommendations,  as  the  President  of  the 
United  States  requested. 

I  strongly  urge  early  consideration  by 
the  Senate  of  this  vitally  important  bill. 

I  know  of  no  other  legislation  which  is 
of  greater  importance  at  this  crucial 
time  to  bringing  order  to  our  compli¬ 
cated  financial  structure  and  maintain¬ 
ing  this  Government  on  its  strongest 
financial  foundation. 

The  PRESIDENT  pro  tempore.  The 
report  will  be  received,  and  the  bill  will  be 
placed  on  the  calendar. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Massachu¬ 
setts  yield? 

Mr.  KENNEDY.  I  yield. 

Mr.  JOHNSON  of  Texas.  I  wonder 
when  the  distinguished  Senator  would 
like  to  have  called  up  the  budget  and  ac¬ 
counting  bill,  on  which  he  has  just  filed  a 
unanimous  report.  Would  he  be  ready  to 
have  the  bill  considered  later  in  the  week? 

Mr.  KENNEDY.  Yes;  as  soon  as  it  is 
agreeable  to  the  majority  leader. 

Mr.  JOHNSON  of  Texas.  As  I  under¬ 
stand,  the  bill  was  reported  unanimously. 

Mr.  KENNEDY.  It  was  reported  unan¬ 
imously  by  its  sponsors  on  both  sides  of 
the  aisle. 

Mr.  JOHNSON  of  Texas.  The  leader¬ 
ship  also  is  interested  in  the  depressed- 
areas  bill.  I  understand  the  Senator 
from  Massachusetts  attended  a  meeting 
of  the  committee  this  morning,  but  a 
quorum  of  the  committee  was  not  pres¬ 
ent.  Is  there  to  be  an  attempt  to  have 
a  meeting  later  this  week? 

Mr.  KENNEDY.  Yes,  a  meeting  will 
be  held  to  decide  on  the  matter  one  way 
or  another  this  week. 

Mr.  JOHNSON  of  Texas.  I  assure  the 
distinguished  Senator  from  Massachu¬ 
setts  of  the  cooperation  of  the  leadership. 
As  soon  as  the  minority  leader  gives  me 
an  answer  concerning  the  bill  just  re¬ 
ported,  the  leadership  will  try  to  schedule 
it  for  consideration  on  either  Wednesday 
or  Thursday,  or  on  Friday  if  the  Senate  is 
in  session,  or  perhaps  on  Monday  if  the 
consideration  of  the  bill  will  not  take  a 
great  deal  of  time. 

As  soon  as  the  depressed-areas  bill  is 
reported,  the  leadership  expects  to  give 
it  high  priority. 

I  hope  the  members  of  the  committee 
will  meet  and  act  on  the  proposed  legis¬ 
lation  at  as  early  a  date  as  possible.  I 
do  not  want  to  have  the  calendar  become 
crowded  in  the  last  days  of  the  session. 

Mr.  KENNEDY.  I  appreciate  the  will¬ 
ingness  of  the  majority  leader  to  sched¬ 
ule  quick  action  on  Senate  bill  3897,  be¬ 
cause  it  embodies,  I  think,  one  of  the 


most  important  recommendations  of  the 
Hoover  Commission. 

Mr.  JOHNSON  of  Texas.  The  leader¬ 
ship  is  delighted  to  cooperate  with  the 
very  able  Senator  from  Massachusetts. 

BILLS  INTRODUCED 

Bills  were  introduced,  read  the  first 
time,  and,  by  unanimous  consent,  the 
second  time,  and  referred  as  follows: 

By  Mr.  SMITH  of  New  Jersey  (for  him-  , 
self  and  Mr.  Hill)  :  i 

S.  4081.  A  bill  to  encourage  and  assist  the/ 
’States  in  the  establishment  of  State  Cor 
mittees  on  Education  Beyond  the  Hig 
;  School;  to  the  Committee  on  Labor  and  Py 
;  lie  Welfare. 

(See  the  remarks  of  Mr.  Smith  of  N evf  Jer- 
|  sey  when  he  introduced  the  above  billvwhich 
>,  appear  under  a  separate  heading.)  ' 

By  Mr.  MAGNUSON : 

S.  4082.  A  bill  for  the  relief  of  yKasimirs 
:  Abarons;  to  the  Committee  on  the/Judiciary. 
By  Mr.  MAGNUSON  (for  himself  and 
Mr.  Jackson)  (by  request)  : 

S.  4083.  A  bill  to  change  the,,  name  of  the 
Government  locks  at  Ballardy  Wash.,  to  the 
“Hiram  M.  Chittenden  locks),  to  the  Com- 
I  mittee  on  Public  Works.  / 

By  Mr.  EEFAUVER:  / 

S.  4084.  A  bill  for  the  relief  of  Heskel  Sal¬ 
man  Shina;  to  the  Comffiittee  on  the  Judi- 
'■  ciary.  / 

By  Mr.  SALTONSTALL  (for  himself 
and  Mr.  Kennedy)  (by  request)  : 

S.  4085.  A  bill  for  the  relief  of  John  (Ioan- 
nis)  Legatos;  to  the  Committee  on  the 
Judiciary.  / 


GRANTS  TO/  STATES  FOR  STATE 

COMMITTEES  ON  EDUCATION  BE¬ 
YOND  THE  HIGH  SCHOOL  LEVEL 

Mr.  SMITH  of  New  Jersey.  Mr.  Pres¬ 
ident,  the'  Nation  will  soon  be  facing  a 
very  critical  situation  with  regard  to  our 
institutions  of  higher  learning — namely, 
our  colleges  and  universities.  It  is  esti¬ 
mate/  that  within  the  next  10  years 
|  there  will  be  3  students  in  our  colleges  for 
evqry  2  who  are  now  there. 

lo  we  shall  soon  be  facing  some  very 
ffiicult  questions.  Where  will  we  get 
'he  needed  teachers?  How  can  the 
iming  increase  in  students  be  handled 
b?\the  colleges  without  decreasing  their 
standards? 

Closely  allied  to  these  problems  is  the 
serioushshortage  of  trained  college  grad¬ 
uates  in\uch  fields  as  science  and  engi¬ 
neering. 

In  order  mat  these  numerous  problems 
may  receive\erious  and  organized  at¬ 
tention  at  all  levels  of  Government  and 
among  our  private  institutions,  Presi¬ 
dent  Eisenhower, ' to  his  special  message 
to  Congress  of  January  12,  1956,  an¬ 
nounced  he  would  appoint  a  Committee 
on  Education  BeyondNthe  High  School. 

This  has  now  been  \done ;  and  the 
President’s  Committee  hasTecommended 
the  appropriation  of  one-w^ae  grants  to 
all  the  States,  to  encourageSthe  setting 
up  of  State  committees  on  education  be¬ 
yond  the  high  school  level.  . 

Mr.  President,  after  conferring  with 
the  distinguished  senior  Senator  *U’on} 
Alabama  [Mr.  Hill],  the  chairman^ of 
the  Committee  on  Labor  and  Public 
fare,  I  introduce,  on  behalf  of  the 

ator  from  Alabama  and  myself,  a  bill  to 
authorize  the  appropriation  of  $800,0  , 
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,/^vbe  available  until  June  30,  1958,  for 
grafts  to  the  States  on  the  basis  of  their 
populations,  to  encourage  and  assist 
them  In  the  initial  formulation  of  the 
State  committees  to  make  this  study. 

Mr.  President,  I  ask  that  the  bill  be 
appropriately  referred;  and  I  ask  unani¬ 
mous  consent  to  have  printed  in  the  Rec¬ 
ord,  at  the  conclusion  of  my  remarks,  a 
copy  of  the  &11  and  a  letter  to  the 
Speaker  of  the  House  from  Secretary  of 
Health,  Education,  and  Welfare,  the 
Honorable  Marion  B,  Folsom,  asking  for 
support  of  this  proposal. 

The  PRESIDENT  pi*Q  tempore.  The 
bill  will  be  received  and  appropriately 
refereed ;  and,  without  objfection,  the  bill 
and  letter  will  be  printed  in\the  Record. 

The  bill  (S.  4081)  to  encourage  and 
assist  the  States  in  the  establishment  of 
State  committees  on  education  beyond 
the  high  school,  introduced  by,  Mr. 
Smith  of  New  Jersey  (for  himself \and 
Mr.  Hill)  ,  was  received,  read  twice  by-its 
title,  ref  erred  to  the  Committee  on  Labor 
and  Public  Welfare,  and  ordered  to  be' 
printed  in  the  Record,  as  follows : 

Be  it  enacted,  etc.,  That  the  Congress  here¬ 
by  finds  and  declares  that  the  impending 
great  increases  in  enrollment  in  higher  edu¬ 
cation  institutions,  the  great  national  need 
for  increased  numbers  of  scientists,  engi¬ 
neers,  teachers,  technicians,  nurses,  and 
other  trained  personnel,  the  rapid  changes  in 
conditions  which  necessitate  additional  edu¬ 
cation  for  many  adults,  and  the  dependence 
of  the  national  security  on  the  research  and 
advanced  preparation  provided  by  educa¬ 
tional  institutions,  combine  to  make  it  im¬ 
perative  that  immediate  stimulus  be  given 
to  planning  and  action  throughout  the  Na¬ 
tion  which  will  meet  adequately  the  needs 
for  education  beyond  the  high  school. 

Sec.  2.  (a)  To  encourage  and  assist  each 
State  to  provide  for  a  State  committee  on 
education  beyond  the  high  school,  composed 
of  educators  and  other  itnerested  citizens,  to 
consider  educational  problems  beyond  the 
high  school  and  to  make  recommendations 
for  appropriate  action  to  be  taken  by  public 
and  private  agencies  at  local,  State,  regional, 
and  Federal  levels,  there  is  hereby  author¬ 
ized  to  be  appropriated  the  sum  of  $800,000. 
Sums  appropriated  pursuant  to  this  section 
shall  be  allotted  to  the  States  on  the  basis  of 
their  respective  populations  according  to  the 
latest  figures  certified  by  the  Department  of 
Commerce  except  that  no  State’s  allotment 
shall  be  less  than  $7,500. 

(b)  The  Commissioner  of  Education  sha_ 
pay  its  allotment  to  each  State  whi, 
through  its  governor  or  other  State  official 
designated  by  the  governor,  undertakes  to 
accept  and  use  the  sums  so  paid  exclusively 
for  the  purposes  set  forth  in  subsection  (a), 
including  the  expenses  of  studies/and  con¬ 
ferences,  and  to  have  its  State  committee  on 
education  beyond  the  high  scjtool  make  a 
report  of  its  findings  and  recommendations 

jase  of  the  Presi¬ 
dent’s  committee  on  education  beyond  the 
high  school.  Sums  appropriated  pursuant  to 
this  section  shall  remain,  Available  until  June 
30,  1958,  and  any  such/sums  remaining  un¬ 
paid  to  the  States  or  unobligated  by  them  as 
of  that  date  shall  be/eturned  to  the  Treasury. 

Sec.  3.  The  Commissioner  is  authorized  to 
accept  funds,  eqdipment,  personal  services, 
and  facilities  donated  for  purposes  of  this 
act  and  to  userehe  same  in  accordance  with 
such  purposes. 

Sec.  4.  For  the  purposes  of  this  act  the 


Department  of  Health, 

Education,  and  Welfare, 
Washington,  June  11, 1956, 
Hon.  Sam  Rayburn, 

Speaker  of  the  House  of  Representatives. 

Dear  Mr.  Speaker  :  I  am  enclosing  for  your 
consideration  a  draft  bill  to  encourage  and 
assist  the  States  in  the  establishment  of 
State  committees  on  education  beyond  the 
high  school. 

The  draft  bill  would  authorize  the  appro¬ 
priation  of  $800,000,  to  be  available  until 
June  30,  1958,  for  grants  to  the  States  on  the 
basis  of  their  respective  populations,  in  order 
to  encourage  and  assist  each  State  to  pro¬ 
vide  for  a  State  committee  on  education 
beyond  the  high  school,  which  committee, 
through  studies  and  conferences,  would  con¬ 
sider  educational  problems  beyond  the  high 
school  and  make  recommendations  for  appro¬ 
priate  action  to  be  taken  by  public  and  pri¬ 
vate  agencies  at  local,  State,  regional,  and 
Federal  levels.  States  would  be  required, 
through  their  governors,  to  undertake  to  use 
grants  solely  for  the  purposes  of  the  act  and 
to  have  their  State  committees  submit  re¬ 
ports  to  the  Commissioner  of  Education  for 
use  of  the  President’s  Committee  on  Educa¬ 
tion  Beyond  the  High  School. 

\  You  will  recall  that  the  President,  in  his 
\pecial  message  to  the  Congress  on  January 
12,  1956,  expressed  his  concern  about  tl 
growing  problems  in  the  field  of  educati6n 
beyond  the  high  school  and  indicated  /that 
he  would  appoint  a  committee  to  envelop 
proposals  in  this  field,  as  follows: 

Shortages  now  exist  in  medicine,  Reaching, 
nursing,  science,  engineering,  and7  in  other 
fields  of  knowledge  which  require  education 
beyond  the  level  of  the  secondary  school. 
Changing  times  and  conditions  create  new 
opportunities  and  challenges/  There  are  now 
possibilities  for  \older  persons,  properly 
trained,  to  lead  more  productive  and  reward¬ 
ing  lives.  The  tide  oi  increasing  school  en¬ 
rollment  will  soon  reach  higher  educational 
institutions.  Within/iO  years  we  may  expect 


bia, 
Virgin 


tionwide  mechanism  for  liaison  with  the 
national  committee.  The  instant  draft/nill 
is  designed  to  accomplish  these  objectives. 

This  Department  shares  with  the/ Com¬ 
mittee  on  Education  Beyond  the  Higjs  School 
and  with  the  educational  leadership  of  the 
Nation,  the  great  concern  we  all  /have  about 
the  necessity  of  bringing  concerted  action 
to  bear  on  the  mounting  problems  which  we 
foresee  ahead  in  this  field  o y  education  and 
in  meeting  our  future  manpower  needs.  We 
are,  therefore,  in  accorct/ with  the  recom¬ 
mendation  of  the  Committee. 

I  shall  appreciate  it  /f  you  would  refer  the 
draft  bill  to  the  appropriate  committee  for 
consideration. 

The  Bureau  of /the  Budget  advises  that 
enactment  of  this  proposed  legislation  would 
be  in  accord  with  the  program  of  the  Presi¬ 
dent.  ' 

Sincei^ly  yours, 

M.  B.  Folsom, 

Secretary. 


DEPARTMENT  OF  DEFENSE  APPRO¬ 
PRIATIONS— AMENDMENTS 

Ir.  BRIDGES  (for  himself,  Mr.  Byrd, 
Ir.  Ellender,  Mr.  Saltonstall,  Mr. 

'  Knowland,  Mr.  Holland,  and  Mr. 
Mundt)  submitted  amendments,  in¬ 
tended  to  be  proposed  by  them,  jointly, 
to  the  bill  (H.  R.  10986)  making  appro¬ 
priations  for  the  Department  of  Defense 
for  the  year  ending  June  30,  1957,  and 
for  other  purposes,  which  were  ordered 
to  lie  on  the  table  and  to  be  printed. 


a,  Hawaii,  Puerto  Rico,  and  the 
lands. 


Thfe  letter  presented  by  Mr.  Smith  of 
Ne*v  Jersey  is  as  follows; 


3  students  in  our  colleges  and  universities 
for  every  2  who  are  there  m$w. 

Higher  education  is  and  must  remain  the 
responsibility  pi  the  States,  localities,  and 
private  groups  and  institutions\  But  to  lay 
before  us  alt  the  problems  of  education  be¬ 
yond  high/school,  and  to  encourage  active 
and  systematic  attack  on  them,  I  shall  ap¬ 
point  a/Qistinguished  group  of  educators  and 
citizens  to  develop  this  year,  through  studies 
and /conferences,  proposals  in  this  educa¬ 
tional  field.  Through  the  leadership  an< 
counsel  of  this  group,  beneficial  results  cariS 
be  expected  to  flow  to  education  and  to  the 
'Nation,  in  the  years  ahead. 

Composition  of  the  committee  was  an¬ 
nounced  April  19  and  on  April  27  it  met,  or¬ 
ganized,  and  agreed  on  basic  objectives  as 
follows:  First,  to  collect,  assemble  and  dis¬ 
seminate  information  for  the  purpose  of  in¬ 
creasing  public  awareness  of  the  vast  chal¬ 
lenge  which  lies  ahead  in  the  field  of  edu¬ 
cation  beyond  the  high  school;  second,  to 
encourage  the  planning  and  action  which 
must  now  be  undertaken  by  institutions  and 
groups  of  institutions,  locally  and  nationally, 
publicly  and  privately,  to  meet  the  impend¬ 
ing  demands  upon  our  educational  system; 
the  third,  to  advise  the  President  as  to  the 
proper  role  of  the  Federal  Government  in 
this  field  and  to  recommend  appropriate 
Federal  policies  and  relationships. 

In  order  to  provide  immediate  stimulus 
to  the  initiation  of  widespread  planning, 
studies,  and  action  which  should  be  under¬ 
taken  now  by  institutions.  States  and  lo¬ 
calities,  the  committee  recommended  the 
provision  of  one-time  grants  to  the  States  to 
encourage  and  assist  each  State  to  estab¬ 
lish  a  State  committee  on  education  beyond 
the  high  school.  These  State  counterparts 
to  the  national  committee  are  essential  not 
only  for  coordination  of  study  and  planning 
activities  in  the  States  but  to  provide  a  na¬ 


EXTENSION  OF  LAWS  DEALING 
WITH  PROMOTIONS  IN  THE  COAST 
GUARD— CHANGE  OF  REFERENCE 
OF  LETTER 

Mr.  SALTONSTALL.  Mr.  President,  I 
ask  unanimous  consent  that  the  Com¬ 
mittee  on  Armed  Services  be  discharged 
from  the  further  consideration  of  a  let¬ 
ter  dated  May  18,  1956,  from  the  Acting 
Secretary  of  the  Treasury,  addressed  to 
the  Vice  President,  relative  to  an  exten¬ 
sion  of  laws  dealing  with  promotions  in 
the  Coast  Guard,  and  that  the  letter  be 
referred  to  the  Committee  on  Interstate 
and  Foreign  Commerce. 

The  PRESIDENT  pro  tempore.  Is 
there  objection  to  the  request  of  the 
Senator  from  Massachusetts?  The  Chair 
ears  none,  and  it  is  so  ordered. 


ADDRESSES,  EDITORIALS,  ARTICLES, 

ETC.\PRINTED  IN  THE  APPENDIX 

On  reqWst,  and  by  unanimous  consent, 
addresses, \ditorials,  articles,  etc.,  were 
ordered  to  bXprinted  in  the  Appendix,  as 
follows ; 

By  Mr.  CASE  of  New  Jersey: 

Address  deliveremby  former  Senator  Robert 
C.  Hendrickson,  now'Ambassador  to  New  Zea¬ 
land,  before  Tin  Hak  Club,  Christchurch, 
New  Zealand,  on  April  34,  1956. 

By  Mr.  MARTIN  ofVPennsylvania : 

Citation  awarded  to  George  Meany  for 
combating  world  communisin  and  assisting 
the  American  Legion,  and  address  by 
Peter  M.  McGavin. 

By  Mr.  GORE: 

Statement  by  Commissioner  Thomas  E. 
Murray,  of  the  United  States  Atomi^Energy 
Commission,  concerning  the  development  of 
industrial  atomic  power,  which  will  appear 
hereafter  in  the  Appendix. 

Editorial  entitled  “The  Atomic  Race 
Peace,”  published  in  the  Knoxville  News' 
Sentinel. 
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rland  and  France  found  themselves 
witn.  respect  to  the  Nazis  in  the  Middle 
thirttes.  It  was  this  kind  of  talk  in  her 
Parlianoent,  that  resulted  in  the  British 
being  pi&ced  in  an  impossible  situation. 

Mr.  THYE.  Mr.  President,  will  the 
Senator  yield? 

Mr.  JOHNSON  of  Texas.  I  yield. 

Mr.  THYe\  No  one  could  have  a 
higher  regard  ror  any  Member  of  the 
United  States  Senate  than  I  have  for  the 
distinguished  Senator  from  Missouri.  I 
knew  him  when  he  was  Secretary  of  Air. 

I  had  great  respect  fok  him  then,  and  I 
have  great  respect  for  him  now. 

I  would  challenge  anyone  who  might 
maintain  that  the  B-36  is  everything  we 
desire  in  an  air  defense  unit  as  of  today. 
We  know  that  we  are  striving  to  perfect 
even  the  B-52’s,  and  we  knowshat  the 
B-52  is  far  superior  to  the  B-36. 

Therefore  I  must  reiterate  my  state¬ 
ment  that  if-we  had  produced  a  greater 
number  of  B— 36’s  in  1953  and  1954  th 
we  did,  we  would  have  inventories  toda; 
which  would  not  be  the  most  desirable  in 
defense  equipment. 

The  B-52  will  not  be  the  most  desir¬ 
able  plane  in  years  to  come.  That  is  a 
certainty.  I  asked  Secretary  of  Defense 
Wilson,  in  a  committee  hearing,  whether 
we  had  the  plant  facilities  and  the  per¬ 
sonnel  to  step  up  production  if  an  emer¬ 
gency  demanded  increased  production. 

I  received  the  assurance  that  we  did 
have. 

I  have  been  inside  the  plants,  and  I 
have  asked  the  same  question  of  the 
superintendents  and  the  plant  mana¬ 
gers.  If  an  emergency  called  for  it,  and 
if  we  needed  to  step  up  production  to  a 
basis  of  24  hours  daily  production,  we 
could  produce  more  B-52’s  than  we  are 
now  manufacturing.  That  is  the  impor¬ 
tant  phase  of  our  defense,  namely,  our 
ability  to  expand  if  the  emergency  calls 
for  it.  However,  if  the  emergency  does 
not  call  for  it,  we  would  not  be  wise  in 
our  action  if  we  were  in  this  calendar 
year  to  fill  up  our  depots  with  equipment 
which  might  be  in  an  obsolete  state  in 
the  next  year  or  so. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  will  say  to  my  good  friend  from 
Minnesota  that  if  we  were  to  follow 
that  line  of  reasoning  to  its  logical  con 
elusion,  we  would  not  buy  any  B-521 
We  are  not  getting  delivery  on  many/of 
them  now.  / 

Mr.  THYE.  Oh,  the  Senator  knows 
better  than  to  make  that  kind  of' state¬ 
ment.  I  must  say  that  in  all  fairness. 

Mr.  JOHNSON  of  Texas.  A/great  deal 
of  work  must  be  done  before/an  airplane 
is  actually  built.  In  the ‘'meantime  it 
may  well  become  obsoletp.  That  is  due 
to  the  inventive  genius  of  our  country. 

Mr.  President,  last  ijight  we  were  a  bil¬ 
lion  dollars  apart.  /The  Senator  from 
Texas  is  one  who  bdlieves  in  the  old  say¬ 
ing  that  a  man’s/judgment  is  no  better 
than  his  information. 

Mr.  THYE./ Mr.  President,  will  the 
Senator  yiel 

Mr.  JOHNSON  of  Texas.  The  Senator 
from  Tex^tfs  wishes  to  finish  his  sentence 
first. 

Evidently,  the  information  which  has 
been/made  available  since  the  commit- 
teeyvoted  on  the  matter  yesterday  has 


brought  some  of  our  friends  to  the  con¬ 
clusion  that  wisdom  dictates  a  change  of 
$500  million  in  their  position.  The  Sen¬ 
ator  from  Texas  is  pleased  with  the  prog¬ 
ress  we  are  making.  He  expresses  the 
hope  that  his  very  good  friend  from  Min¬ 
nesota  will  join  him.  If  he  does  not  wish 
to  join  the  Senator  from  Texas,  at  least 
the  Senator  from  Texas  hopes  that  he 
will  join  his  friend  the  Senator  from  New 
Hampshire  [Mr.  Bridges],  in  voting  for 
a  $500  million  increase.  The  judgment 
of  the  Senator  from  Texas  is  not  infal¬ 
lible,  of  course,  and  it  may  be  that  his 
friend  from  New  Hampshire  has  a  better 
figure  than  he  has. 

The  Senator  from  Texas  has  learned 
over  the  years  to  have  very  great  respect 
for  the  judgment  of  the  Senator  from 
New  Hampshire  and  for  his  colleagues  on 
the  other  side  of  the  aisle.  He  expresses 
the  hope  that  the  Senator  from  Minne¬ 
sota  [Mr.  Thye]  will  join  with  them,  if 
he  cannot  join  the  Senator  from  Texas. 
If  the  Senator  from  Minnesota  cannot  go 
all  the  way,  the  Senator  from  Texas 


asmuch  as  he  is  a  member  of  the  Com¬ 
mittee  on  Appropriations,  he  is  entitle 
to  the  information.  I  suggest  that/ne 
look  up  the  production  record  of  11-52 ’s 
for  the  past  6  months.  If  he  does,  he 
will  not  worry  about  any  danger/yf  there 
being  too  many  on  hand. 

Mr.  THYE.  I  know  exactly  what  the 
production  is,  because  no  oi^d  could  have 
sat  through  the  hearings  v/ithout  know¬ 
ing  it. 

Mr.  SYMINGTON,  filx.  President,  is 
the  Senator  from  Minnesota  satisfied 
with  that  production? 

Mr.  THYE.  The'Senator  from  Minne¬ 
sota  is  taking  every  factor  of  our  defense 
into  consideration.  Each  must  be 
weighed  with  /he  other.  All  of  it  must 
be  weighed  together. 

Mr.  SYMINGTON.  Is  the  Senator 
from  Minnesota  satisfied  with  that  pro¬ 
duction;/ 

Mr.  /THYE.  The  Senator  is  satisfied 
with .{he  production;  yes.  Yes;  I  am. 

Mr.  SYMINGTON.  Does  the  Senator 
feel  that  the  Defense  Department  should 


HYE.  A  westerner,  when/he 
saw  a  vicious  prairie  fire  sweeping  across 
the  plains-,  would  usually  start  a/ back¬ 
fire.  ThatNwas  the  safest  way /for  him 
to  protect  hnnself  and  his  property.  It 
may  be  that  the  action  of /{he  distin¬ 
guished  Senator,  from  N eyf  Hampshire 
and  his  colleague^  is  by  way  of  a  little 
backfire  so  as  to\  saye  the  Nation’s 
Treasury.  \/ 

Mr.  JOHNSON  of  Texas.  I  would  not 
associate  myself  with  any  such  viewpoint 
as  has  been  expressed  by  the  Senator 
from  Minnesota^/  I  do  notadtribute  any 
such  motive  t®  the  SenatoKfrom  New 
Hampshire.  /  \ 

Mr.  President,  I  ask  unanimous  con¬ 
sent  that  the  clerk  may  read  the  amend¬ 
ment  submitted  by  the  Senator  'from 
New  Hampshire,  so  that  we  may  at  least 
be  informed  of  all  its  implications.  \ 
The  PRESIDING  OFFICER.  With-1-, 
ou/ objection,  the  clerk  will  read  as  re- 
ested. 

The  Legislative  Clerk.  It  is  proposed 
on  page  23,  line  17,  in  lieu  of  “$6,848,- 
500,000”  insert  “$6,398,500,000.” 

On  page  26,  line  4,  in  lieu  of  “$3,780,- 
185,000”  insert  “$3,770,185,000.” 

On  page  29,  strike  out  lines  14-19,  in¬ 
clusive. 

Mr.  JOHNSON  of  Texas.  The  Sena¬ 
tor  from  Texas  wishes  to  conclude  his 
statement  at  this  point  by  saying  that  he 
much  prefers  the  committee’s  action  to 
the  suggested  amendment  of  the  Sena¬ 
tor  from  New  Hampshire. 

If  the  Senate,  in  its  wisdom,  is  unable 
to  go  along  with  the  committee’s  amend¬ 
ment,  he  certainly  hopes  that  the  Senate 
will  go  along  with  the  figure  proposed  by 
his  friend  from  New  Hampshire. 

Mr.  SYMINGTON.  Mr.  President, 
the  distinguished  Senator  from  Minne¬ 
sota  knows  there  is  no  one  in  the  Senate 
for  whom  the  Senator  from  Missouri  has 
more  affection  and  respect  than  he  has 
for  the  Senator  from  Minnesota. 

I  was  not  criticizing  the  distinguished 
Senator  from  Minnesota.  However,  in- 


opes  he  will  go  a  part  of  the  way,  and  issue  B-52  schedules  and  then  produce 
tlSqt  perhaps  in  the  days  to  come  we  /  only  a  small  fraction  of  those  schedules, 
finally  arrive  at  an  area  in  which"  anc*  then  give  a  lot  of  information  on 
we  cWi  reach  an  agreement.  /  missiles  to  the  American  people  as  solace. 

Mr.  THYE.  Tire  Senator  is  trying 
to  confuse  missiles  with  B-52’s. 

Mr.  SYMINGTON.  The  American 
people  are  being  confused  about  the 
whole  defense  picture. 

Mr.  THYE.  The  Senator  is  bringing 
missiles  into  a  debate  on  B-52’s. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  should  like  to  remind  Senators 
that  it  is  now  almost  7  o’clock.  We  will 
have  a  general  discussion  of  the  defense 
appropriation  bill  on  Thursday,  and,  if 
necessary,  on  Friday  also.  Further¬ 
more,  if  Senators  wish  to  discuss  it  on 
Saturday,  we  will  meet  on  Saturday  also. 

We  expect  to  discuss  it  further  on 
Monday  and  perhaps  also  on  Tuesday. 
The  Senator  from  Texas  wishes  all  his 
friends  to  have  every  right  to  discuss  the 
bill  as  fully  as  they  wish,  and  he  does 
not  desire  to  monopolize  the  conver¬ 
sation.  However,  it  is  now  25  minutes  to 
1  ,7  o’clock,  and  the  Senator  from  Texas 
has  been  on  his  feet  for  a  good  time.  If 
it'  is  agreeable,  he  should  like  to  have 
the-  Senate  go  over  until  tomorrow. 


\ 


AMENDMENT  OF  DISTRICT  OF  CO¬ 
LUMBIA  POLICE  AND  FIREMEN’S 
SALARY'. ACT  OF  1953 
The  SenateKresumed  the  consideration 
of  the  bill  (hNr.  10060)  to  amend  the 
District  of  Colihnbia  Police  and  Fire¬ 
men’s  Salary  ActXof  1953,  as  amended. 

Mr.  McNAMARAX  Mr.  President,  the 
purpose  of  this  bill  is\to  amend  the  Dis¬ 
trict  of  Columbia  Police  and  Firemen’s 
Salary  Act  of  1953,  to  enable  the  Police 
Department  to  eliminate  certain  admin¬ 
istrative  difficulties  insofaiN^as  the  pay 
and  work  periods  are  concerned.  Prior 
to  the  act  of  1953,  the  pay  periods  and 
the  work  periods  for  the  police  force 
commenced  on  a  Sunday  and  ena^d  on 
a  Saturday,  making  it  possible  for 
force  to  be  at  greater  strength  dr 
the  peak  days  of  police  actmtiy—f 

day,  Saturday,  and  Sunday— wlnleatt 
same  time  allowing  the  police  officeis 
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their  2  days  off  per  week  on  the  less 
active  days  of  the  week.  The  act  of 
1953,  however,  went  into  effect  on  July  1, 
1953,  a  Wednesday,  causing  the  pay 
periods  to  begin  on  that  day  and  end  on 
a  Tuesday.  Because  of  the  need  for 
greater  police  strength  at  the  weekend, 
it  is  not  feasible  to  make  the  police  work 
period  coincide  with  the  pay  period,  and 
the  lack  of  coincidence  tends  to  create 
administrative  difficulties  in  the  Depart¬ 
ment  and  hardship  for  the  officers. 

This  bill  provides  for  a  4-day  transi¬ 
tional  pay  period,  June  27  through  June 
30,  1956.  During  this  period,  the  days- 
off  provision  in  existing  law  would  be 
suspended,  and  all  members  of  the  force 
would  be  on  duty.  Beginning  Sunday, 
July  1,  1956,  the  work  period  and  pay 
period  would  coincide. 

The  cost  of  the  bill,  resulting  from  the 
additional  police  services  during  the 
4-day  transition  period,  will  be  approxi¬ 
mately  $25,000.  Current  Police  Depart¬ 
ment  appropriation  is  sufficient  to  ab-, 
sorb  the  cost.  yr 

I  should  like  to  point  out,  Mn^Presi- 
dent,  that  a  bill  which  accomplishes 
the  same  objectives  for  thePfre  Depart¬ 
ment  was  passed  in  tlw'83d  Congress. 
The  proposed  legislation  has  the  ap¬ 
proval  of  the  Commissioners  of  the  Dis¬ 
trict  of  Columbia. 

The  PRESIDING  OFFICER.  The 
bill  is  bpfm-e  the  Senate  and  open  to 
amendment.  If  there  be  no  amendment 
tojaffoffered,  the  question  is  on  the  third 
,*€ading  of  the  bill. 


The  bill  was  ordered  to  a  third  read¬ 
ing,  read  the  third  time,  and  passed. 


IMPROVEMENT  OF  GOVERNMENTAL 

BUDGETING  AND  ACCOUNTING 

METHODS  AND  PROCEDURES 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  move  that  the  Senate  proceed 
to  the  consideration  of  S.  3897. 

The  PRESIDENT  OFFICER.  The 
bill  will  be  stated  by  title  for  the  infor¬ 
mation  of  the  Senate. 

The  Chief  Clerk.  A  bill  (S.  3897)  to 
improve  governmental  budgeting  and  ac¬ 
counting  methods  and  procedures,  and 
for  other  purposes. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion  of 
the  Senator  from  Texas. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  should  like  to  announce  that  the 
bill  was  reported  by  the  Senator  from 
Massachusetts  [Mr.  Kennedy]  from  the 
Committee  on  Government  Operations. 
I  am  asking  that  the  bill  be  made  the 
unfinished  business  of  the  Senate.  The 
report  will  be  available  tomorrow  before 
the  bill  is  considered  by  the  Senate.  I 
wish  to  have  some  unfinished  business 
before  the  Senate. 

The  bill  deals  with  the  budget  and 
the  placing  of  the  annual  expenditures 
on  an  expenditure  basis.  The  Senator 
from  Texas  does  not  have  any  further 
details  about  the  bill  at  the  moment, 
j  However,  it  was  reported  unanimously 
jby  the  Committee  on  Government  Oper¬ 


ations.  The  Senator  from  Texas  has  dis-. 
cussed  the  measure  with  the  acting  mi¬ 
nority  leader,  with  the  Senator  from 
Maine  [Mr.  Payne],  who  is  the  author 
of  the  bill,  and  with  the  distinguished 
junior  Senator  from  Massachusetts  [Mr. 
Kennedy],  who  is  anxious  to  get  action 
on  it.  It  is  my  understanding  that  it 
carries  out  the  recommendations  of  the 
Hoover  Commission. 

The  report  is  not  available  at  this  time. 
The  hoqr  is  late,  and  we  do  not  plan  to 
discuss  the  bill  tonight. 

The  PRESIDING  OFFICER.  The 
question  is  on  agreeing  to  the  motion 
of  the  Senator  from  Texas. 

The  motion  was  agreed  to;  and  the 
Senate  proceeded  to  consider  the  bill. 


ADJOURNMENT 

Ir.  JOHNSON  of  Texas.  Mr.  Presi- 
enUSfmove  that  the  Senate  stand  in 
djournihqpt  until  12  o’clock  noon  to¬ 
morrow. 

The  motion  ^hs^agreed  to;  and  (at  6 
o’clock  and  40  minubs§D.  m.)  the  Senate 
adjourned  until  tomorhsw^  Wednesday, 
June  20,  1956,  at  12  o’clocfesqjeridian. 

CONFIRMATION 

Executive  nomination  confirmed  by  the 
Senate  June  19,  1956: 

Atomic  Energy  Commission 


£ 


Willard  Frank  Libby,  of  Illinois,  to  be  a 
ember  of  the  Atomic  Energy  Commission, 
rm  of  5  years,  expiring  June  30,  1961. 
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HIGHLIGHTS:  House  passed  f^rm  loan  bill.  Senate  passed  bill  to  improve  government 
budgeting  and  account ing/methods  and  procedures.  Both  Hbupes  agreed  to  conference 
report  on  independerd^offices  appropriation  bill#  Ready  fo'bsPresident .  Senate  com¬ 
mittee  reported  npmfnation  of  Hamil  to  be  REA  Administrator,  innate  committee  order¬ 
ed  reported  bi3,iS  to  increase  CCC  borrowing  authority,  and  increase  Public  Law  I48O 
authorization 


SENATE 


1#  BUDGETING;  ACCOUNTING#  Passed  without  amendment  S.  3897,.  to  improve  governmental 
budgeting  and  accounting  methods  and  procedures,  p.  9071 
This  bill  includes  the  following  provisions; 

(l)  that  proposed  appropriations  shall,  to  the  maximum  extent  deemed  desirable 
and  practicable  by  the  President,  be  determined  on  an  annual  accrued  ex¬ 


penditure  basis; 

(2)  that  requests  for  appropriations  shall  be  developed,  in  such  manner  and 
at  such  times  as  may  be  determined  by  the  President,  from  cost-based 
budgets; 

(3)  that,  for  purposes  of  administration  and  operation,  such  cost-based 
budgets  shall  be  used  by  all  departments  and  their  subordinate  units; 

(U)  that,  as  soon  as  practicable,  in  accordance  with  standards  prescribed  by 
the  Comptroller  General,  the  accounts  of  each  agency  shall  be  maintained 
on  an  accrual  basis  to  show  resources,  liabilities,  and  costs  of  operations. 

(5)  that,  at  the  end  of  each  fiscal  year,  the  excess  over  accrued  expenditures 
of  any  appropriation  or  fund  made  on  an  annual  accrued  expenditure  basis 
shall  lapse,  unless  otherwise  provided  by  law,  and  that  the  remaining 
balances  shall  be  merged  with  any  appropriation  or  fund  made  for  the  same 
general  purpose  for  the  ensuing  fiscal  year# 


-2- 


(6) 


(7) 


(8) 


that ,  insofar  as  is  possible, 

(a)  consistency  in  accounting  and  budgeting  classifications, 

(b)  synchronization  between  accounting  and  budget  classifications  and 
organizational  structure,  and 

(c)  support  of  budget  justifications  by  information  on  performance  and 
program  costs  by  organizational  units* 

that,  accenting  systems  maintained  on  an  accrual  basis  shall  include 
adequate  monetary  property  accounting  records  as  an  integral  pait  of  the 
system* 

that,  each  agency  shall  work  toward  the  objective  of  financing  each 
operating  unit,  at  the  highest  practical  level,  from  not  more  than  one 
administrative  subdivision  for  each  appropriation  or  fund  affecting  such 
unit* 


Passed  with  amendments  H.  R.  9593,  to  simplify  accounting  and  to  facilit¬ 
ate  the  payment  of  obligations,  after  substituting  the  language  of  S,  5362*  a 
similar  bill*  S.  33&2  xras  indefinitely  postponed.  Sen.  Kennedy  inserted  an 
^explanation  of  the  difference  between  the  two  bills „  p.  9596 

2,  ROADS*  Sen.  Johnson  stated  that  the  conference  report  on  the  road  bill^may  be 

submitted  today,  p„  9612 

3.  MILK*  Agreed  to  the  House  amendments  to  S,  l6lb,  to  fix  a  reasonable  definition 

and  standard  of  identity  of  certain  dry  milk  solids.  This  bilVwill  now  be 
sent  to  the  President 0  p.  9612 

lu  NOMINATIONS ♦  The  Agriculture  and  Forestry  Committee  reported  the  nominations 
of  David  A.  Hamil  tb.be  REA  Administrator,  and  Glen  A ./Roger  to  be  a  member  of 
the  Farm  Credit  Boardfcw  p.  9611 

S 

5o  ELECTRIFICATION.  Sen.  Gol'dwater  compared  public  pbwer  electric  rates  with  those 
of  private  power  companies.  \p.  9569 

Sen.  Lehman  inserted  newspaper  article^/reviewing  the  history  of  the  pre¬ 
ference  clause  in  Federal  power  legislation «  p.  9567 

FOREIGN  AFFAIRS,  Received  from  the  President  the  report  of  the  National  Adviso] 
Council  on  international  monetary  ancPfinancial  problems,  p*  9566 

The  Foreign  Relations  Committee  reptixted  without  amendment  S.  Res0  285, 
providing  for  studies  of  foreigjq/assistancfe<  bv  the  U.  S.  (S«  Rept,  2278). 
p.  9566 

7.  RECLAMATION,  Passed  without  amendment  H.  R.  101/sto  provide  clarifications  in 

contract  repayments  in  ^fumigation  and  reclamation  projects.  This  bill  will 
now  be  sent  to  the  President*  pp.  9572,  9573  . 

Agreed  to  the  House  amendments  to  S.  1622,  to  authorize  the  Secretary  of 
the  Interior  to  n lake  payment  for  certain  improvements  lob^ted  on  public  lands 
in  the  Rapid  Vaj'iey  unit,  S.  Dak.  of  the  Mo.  River  Basin  p^qject.  This  bill 
will  now  be  sefrt  to  the  President,  p,  9599 

8.  CCC.  The  Agriculture  and  forestry  Committee  ordered  reported  witm^amendment 

S*  3820/ bo  increase  the  borrowing  authority  of  the  CCC.  The  "Dailv  Digest" 
statesrthat  the  committee  amendment  "would  increase  borrowing  poser  fi^m  31b 
billion  to  1;>lb#5  billion",  p.  D652  ^ 

jREIGN  AID,  The  Agriculture  and  Forestry  Committee  ordered  reported  with 
amendment  S,  3903,  to  increase  the  amount  authorized  to  be  appropriated  for 
purposes  of  title  I  of  Public  Laitf  U80  to  >3  billion.  The  "Daily  Digest"  states 
that  the  committee  amendment  xxoxild  "make  its  provisions  conform  to  those  of 


1956 

rate,  and  driving  the  small,  independe 
(.dealers  out  of  business 

The  issue  we  are  facing  is  whether  tfhe 
_al  independent  businessman  is  seeing 
the  end  of  his  day  as  a  part  of  the  eco¬ 
nomic  system  of  America,  and  is  being 
succeeded  by  the  national  operator,  who 
is  \n  a  position  to  write  the  wholje  law 
for'himself. 

Iftwill  be  the  endeavor  of  the  s^focom 
mittee,  as  X  stated  to  Governor  Simpson 
in  response  to  his  letter  to  me,  to  make 
arrangements  for  the  full  presentation 
of  the,  problem  by  representatives  of  in¬ 
dependent  filling  stations,  independent 
jobbers  small  refiners,  and  bi/  refiners. 
I  hope  Yo  be  able  to  lay  on/the  table 
the  entire  story  of  the  device^  by  which 
local  independent  enterprise  is  losing  its 
economic'  freedom. 

One  of  the  bills,  S.  11,  wa£  introduced 
by  the  Senator  from  Tennessee  [Mr. 
Kefauver] 

The  coi 
hearings  o: 

Senator  fro: 
the  opening 
tomorrow, 
are  not  only 
Senator  from 
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itee  is  also 
the  meat 
Tennessee 
ession,  whi 


■ut  to  open 
dustry.  The 
ill  preside  at 
h  will  be  held 
e  bills  wlRch  are  involved 
~.  11,  introduced  by  the 
ennessefe,  but  also  H.  R. 


1840,  introduced  by 1  Representative 
Byron  G.  Roger?  of  Colorado,  and  S.  780, 
which  was  introduces  by  the  Senator 

C^EHARTl. 

esident,  will  the 


from  Indiana  [ 
Mr.  LONG. 
Senator  yield? 
Mr.  O’MAHO 
Mr.  LONG.  I  a: 
hearings  are  to  b 
important  issue. 


I  yield. 

pleased  to  learn  that 
onducted  upon  this 

_ _ _ _  _  .  rry  much  hope  that 

the  committee  wijl  report  S.  11,  or  a  bill 
which  will  accomblisl^  the  same  purpose, 
some  time  durir/g  thC  next  few  weeks, 
because  Congress  will  not  be  in  session 
much  longer.  I  am  a  cosponsor,  along 
with  the  Senator  from  Tennessee  [Mr. 
Kefauver],  of.fe.  11. 

Mr.  O ’MAHONEY.  I  am  aware  of 
that  fact. 

Mr.  LONG/  The  Senat'or  from  Wyo¬ 
ming  is  familiar  with  the\problems  in¬ 
volved.  It  deems  to  me  that  the  price 
discriminations  which  are  adversely  af¬ 
fecting  small  business  are  \tery  serious. 
Unless  Congress  acts  to  afford  some  ele¬ 
ment  of  Protection  to  small  business 
which  does  not  now  exist,  we  shall  see 
very  many  more  business  failures  and 
bankruptcies  than  are  necessary. 

Mr.  (/’MAHONEY.  The  Senator  is 
quite  correct.  I  believe  it  will  be  possible 
to  repo/t  proposed  legislation  which  will, 
at  least,  be  of  some  assistance  ijn  the 
situation  which  is  developing. 

Thf  problem  affects  the  entire  'econ¬ 
omy./  The  struggle  is  now  reaching  its 
mostf critical  point.  I  refer  to  the  strug¬ 
gle  iretween  small  independent  enterprise 
in  meal  communities  and  the  great  Ra¬ 
tional,  concentrated  companies  which 
op/rate  throughout  the  United  States 
aija  sometimes  throughout  the  wor 
are  losing  the  power  to  regulate  co: 
erce  in  the  public  welfare,  and  sha 
ntinue  to  lose  it  unless  legislation 
is  kind,  well  drafted  and  properly  con- 
eived,  is  enacted. 


IMPROVEMENT  OP  GOVERNMENTAL 

BUDGETING  AND  ACCOUNTING 

METHODS  AND  PROCEDURES 

The  PRESIDENT  pro  tempore.  Is 
there  further  morning  business?  If  not, 
morning  business  is  concluded,  and  the 
Chair  lays  before  the  Senate  the  unfin¬ 
ished  business. 

The  Senate  resumed  the  consideration 
of  the  bill  (S.  3897)  to  improve  govern¬ 
mental  budgeting  and  accounting  meth¬ 
ods  and  procedures,  and  for  other 
purposes. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  suggest  the  absence  of  a  quorum. 

The  PRESIDENT  pro  tempore.  The 
clerk  will  call  the  roll. 

The  Chief  Clerk  proceeded  to  call 
the  roll. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
order  for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr. 
O’Mahoney  in  the  chair) .  Without  ob¬ 
jection,  it  is  so  ordered. 

Mr.  KENNEDY.  Mr.  President,  in  my 
opinion,  the  pending  bill,  if  enacted,  will 
bring  about  the  most  important  reforms 
and  improvements  in  the  Government’s 
financial  structure  in  a  decade  or  more. 

Cosponsored  by  the  distinguished  Sen¬ 
ator  from  Maine  [Mr.  Payne],  who  is  a 
great  authority  on  the  subject  and  has 
done  a  tremendous  amount  of  work  in 
this  field  of  legislation,  and  by  30  other 
distinguished  Members  of  the  Senate 
from  ecah  side  of  the  aisle,  S.  3897  was 
reported  unanimously  by  the  Committee 
on  Government  Operations  on  June  7. 

It  has  the  unqualified  endorsement  of 
the  major  financial  departments  of  the 
Government,  including  the  Director  of 
the  Bureau  of  the  Budget,  the  Comp¬ 
troller  General  of  the  United  States  and 
the  Secretary  of  the  Treasury,  each  of 
whom  submitted  testimony  before  the 
Subcommittee  on  Reorganization  which 
held  the  hearings  upon  this  matter. 

The  bill  implements  directly  the  rec¬ 
ommendations  of  the  Second  Commis¬ 
sion  on  Organization  of  the  Executive 
Branch  of  the  Government — the  Second 
Hoover  Commission — relating  to  budget¬ 
ing  and  accounting. 

The  task  force  on  budgeting  and  ac¬ 
counting  was  headed  by  Mr.  J.  Harold 
Stewart,  of  Boston,  to  whom  the  sub¬ 
committee  is  strongly  indebted. 

The  bill  would  enact  into  law  the  rec¬ 
ommendations  made  by  the  President  of 
the  United  States  to  the  Congress  in  his 
special  message  delivered  May  10,  1956, 
when  he  urged  early  enactment  of  ap¬ 
propriate  legislation  in  this  field. 

As  I  pointed  out  on  yesterday  when  I 
filed  the  committee’s  report,  this  pro¬ 
posed  legislation  would  place  the  entire 
governmental  structure  on  an  accrued 
annual  expenditures  basis,  thus  improv¬ 
ing  the  financial  management  within 
the  executive  agencies,  and  inyneasur- 
ably  strengthening  the  control  of  the 
Congress  over  the  purse  strings. 

As  the  Senate  probably  knows,  more 
than  $25  million  of  Government  ex¬ 
penditures  in  1956  are  being  made 
from  funds  appropriated  in  previous 


years.  It  seems  to  me,  therefore,  that 
the  pending  measure,  if  enacted,  would 
bring  about  a  radical  and  important  re¬ 
form  in  governmental  accounting. 

The  bill  provides  that  the  executive 
agencies  shall  determine  their  budgets 
on  a  cost  basis  and  shall  maintain  their 
accounts  on  an  accrual  expenditures 
basis  to  provide  the  foundation  for  the 
stating  of  appropriations  by  the  Con¬ 
gress  on  an  annual  accrued  expenditures 
basis,  which  is  the  heart  of  fiscal  control. 

In  other  words,  upon  the  enactment  of 
this  bill,  the  Congress  would  make  its 
appropriations  for  each  fiscal  year  upon 
the  estimates  of  expenditures  actually  to 
be  made  or  to  be  accrued  during  that 
fiscal  year,  as  opposed  to  the  present  ap¬ 
propriations  procedure  whereby  appro¬ 
priations  are  made  upon  an  obligation 
basis  which  at  times  extends  over  several 
fiscal  years  in  the  future. 

I  am  fully  aware  that  this  is  a  revolu¬ 
tionary  change  in  our  fiscal  processes 
which  could  not  be  effectuated  overnight, 
but  which  in  all  probability  would  be 
implemented  gradually  with  the  least 
disturbance  within  the  executive  agen¬ 
cies.  Nor,  do  I  believe — nor  was  there 
any  evidence  in  the  hearings — that  it 
would  have  any  adverse  effect  upon  the 
Government’s  financial  operations. 

To  the  contrary,  there  is  every  indi¬ 
cation  that  substantial  operating  econ¬ 
omies  will  accrue  to  the  Government 
from  the  establishment  of  more  business¬ 
like  budgeting,  accounting,  and  appropri¬ 
ations  procedures.  I  strongly  urge  fa¬ 
vorable  action  upon  this  bill. 

Mr.  COTTON.  Mr.  President,  will  the 
Senator  yield? 

Mr.  KENNEDY.  I  yield  to  the  Senator 
from  New  Hampshire,  who  has  attended 
every  hearing  on  the  bill  and  whose  fine 
assistance  was  extremely  important  in 
bringing  about  action  on  the  bill  in  com¬ 
mittee  and  having  it  reported  to  the 
Senate. 

Mr.  COTTON.  I  thank  the  chairman 
of  the  subcommittee  for  his  kind  expres¬ 
sions.  My  purpose  in  rising  is  to  make 
sure  the  record  shows  that  the  distin¬ 
guished  Senator  from  Massachusetts, 
the  chaiiman  of  the  subcommittee  which 
considered  the  proposed  legislation,  han¬ 
dled  it  in  his  characteristic,  able  fashion. 
He  gave  it  his  constant  attention.  Hear¬ 
ings  were  held  with  great  care.  Testi¬ 
mony  from  the  Comptroller  General  of 
the  United  States,  from  the  Bureau  of 
the  Budget,  and  from  departments  in¬ 
volved,  including  the  Department  of 
Defense,  was  taken  and  carefully  sifted 
and  screened. 

As  a  minority  member  of  the  subcom¬ 
mittee,  I  should  like  to  take  this  op¬ 
portunity  to  commend  the  distinguished 
Senator  from  Masachusetts  for  his  able, 
careful,  and  painstaking  handling  of  this 
important  measure,  and  other  measures 
to  implement  the  recommendations  of 
the  Hoover  Commission,  to  express  my 
confidence  in  the  subcommittee  and  the 
staff  and  also  to  assure  the  Senate  that 
the  measure  has  been  carefully  screened. 
We  are  all  in  hearty  accord  in  urging  the 
Senate  to  pass  the  bill. 
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Mr.  KENNEDY.  I  thank  the  Senator, 
very  much.  I  also  wish  to  express  regret 
that  the  Senator  from  Maine  [Mr. 
Payne],  who  played  such  a  major  role  in 
preparing  this  measure,  is  unable  to  be 
present  because  of  a  death  in  his  family, 
in  talking  with  him  yesterday  he  ex¬ 
pressed  his  great  interest  in  the  measuie. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Massachu¬ 
setts  yield? 

Mr.  KENNEDY.  I  yield. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  wish  to  express  my  commenda¬ 
tion  of  the  Senator  from  New  Hampshire 
[Mr.  Cotton]  for  his  nonpartisan  ap¬ 
proach  to  this  matter  and  for  the  com¬ 
ments  he  has  made  regarding  the  Sena¬ 
tor  from  Massachusetts  [Mr.  Kennedy]. 
The  Senator  from  Maine  [Mr.  Payne]  is 
a  coauthor  of  the  measure.  He  ex¬ 
pressed  the  hope  that  it  would  not  be 
brought  before  the  Senate  during  his  ab¬ 
sence,  which  was  made  necessary  by  a 
death  in  his  family,  but  that  did  not  fit 
in  with  the  wishes  of  some  other  Sena¬ 
tors. 

I  appreciate  the  contribution  of  both 
the  Senator  from  New  Hampshire  and 
the  Senator  from  Maine,  and  I  also  wish 
to  commend  my  friend  from  Massachu¬ 
setts  [Mr.  Kennedy], 

Mr.  KENNEDY.  I  thank  the  Senator 
from  Texas. 

Mr.  KNOWLAND.  Mr.  President,  will 
the  Senator  from  Massachusetts  yield? 

Mr.  KENNEDY.  I  yield. 

Mr.  KNOWLAND.  Mr.  President,  I 
wish  to  join  in  the  comments  made  by 
the  Senator  from  New  Hampshire.  As 
has  been  stated,  the  Senator  from  Maine 
[Mr.  Payne]  is  unavoidably  absent  be¬ 
cause  of  a  death  in  his  family.  He  is 
vitally  interested  in  the  measure  and  has 
asked  me  to  convey  to  the  Senate  the 
great  importance  he  attaches  to  this 
measure  in  connection  with  the  opera¬ 
tions  of  the  Federal  Government. 

I  wish  to  join,  also,  in  commending  the 
distinguished  chairman  of  the  subcom¬ 
mittee,  the  Senator  from  Massachusetts 
[Mr.  Kennedy],  who  has  done  such  good 
work  on  the  bill.  I  also  wish  to  com¬ 
mend  the  entire  committee  and  those 
who  have  worked  together,  on  both  sides 
of  the  aisle,  in  bringing  the  measure  be¬ 
fore  the  Senate. 

Mr.  KENNEDY.  I  thank  the  Senator 
from  California. 

Mr.  McCLELLAN.  Mr.  President,  will 
the  Senator  from  Massachusetts  yield? 

Mr.  KENNEDY.  I  yield. 

Mr.  McCLELLAN.  Mr.  President,  I 
wish  to  state  that  too  often,  I  think,  we 
overlook  the  importance  of  the  work  and 
the  responsibilities  which  are  assumed  by 
subcommittees  of  the  various  standing 
committees.  In  this  particular  instance, 
as  my  friend  from  Massachusetts  [Mr. 
Kennedy]  and  other  Members  realize, 
the  chairman  of  the  Government  Op¬ 
erations  Committee  is  carrying  a  very 
heavy  workload;  and  were  it  not  for  Sen¬ 
ators,  like  the  distinguished  Senator 
from  Massachusetts,  who  are  willing  to 
cooperate  and  willing  to  take  the  chair¬ 
manship  of  subcommittees  and  actually 
do  the  heavy  work  in  developing  and 
processing  proposed  legislation  of  this 
character,  our  committees  would  bog 
down. 


I  am  personally  indebted  to  the  Sen¬ 
ator  from  Massachusetts  and  to  those 
who  serve  with  him  on  both  sides  of  the 
aisle  for  the  splendid  job  which  has  been 
done  on  this  bill.  It  is  an  important 
measure.  We  can  make  substantial  prog¬ 
ress  in  getting  ready  for  action  on  im¬ 
portant  and  needed  legislation  only  as 
our  subcommittees  take  responsibility 
and  do  the  job  as  thoroughly  and  effi¬ 
ciently  as  it  has  been  done  in  this  in¬ 
stance.  The  chairman  of  the  full  com¬ 
mittee  is  thoroughly  appreciative  of  the 
labors  of  the  members  of  the  subcom¬ 
mittee. 

Mr.  KENNEDY.  I  thank  the  Senator 
from  Arkansas. 

In  considering  appropriations  for  the 
armed  services,  we  noticed  a  great  num¬ 
ber  of  obligated  but  unexpended  bal¬ 
ances  which  have  been  carried  over  for 
years.  This  bill  will  prevent  such  a  sit¬ 
uation  from  arising.  It  will  give  far 
greater  authority  to  the  Appropriations 
Committee  each  year,  and  it  will  be  nec¬ 
essary  for  the  committee  to  decide  each 
year  how  much  shall  be  appropriated  to 
prevent  the  tremendous  carryovers.  So, 
Mr.  President,  it  seems  to  me  that  this 
measure  offers  a  hope  of  substantial  sav¬ 
ings,  and  also  far  greater  control  by  the 
executive  branch  and  by  the  Appropria¬ 
tions  Committees  of  the  Congress. 

The  PRESIDING  OFFICER.  The  bill 
is  open  to  amendment.  If  there  be  no 
amendment  to  be  proposed,  the  question 
is  on  the  engrossment  and  third  reading 
of  the  bill. 

The  bill  was  ordered  to  be  engrossed 
for  a  third  reading  and  was  read  the 
third  time. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  suggest  the  absence  of  a  quorum. 

The  PRESIDING  OFFICER.  The 
clerk  will  call  the  roll. 

The  legislative  clerk  proceeded  to  call 
the  roll. 

Mr.  JOHNSON  of  Texas.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  that  the 
order  for  the  quorum  call  be  rescinded. 

The  PRESIDING  OFFICER  (Mr.  Ken¬ 
nedy  in  the  chair) .  Without  objection, 
it  is  so  ordered. 

The  bill  having  been  read  the  third 
time,  the  question  is,  Shall  it  pass? 

The  bill  (S.  3897)  was  passed. 

Mr.  BYRD  subsequently  said:  Mr. 
President,  I  ask  unanimous  consent  that, 
following  the  passage  of  the  Kennedy- 
Payne  bill.  Senate  bill  3897,  there  be 
printed  in  the  Record  a  statement  by  me. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  by  Senator  Byrd 

KENNEDY-PAYNE  BILL 

I  am  a  patron  on  this  bill  because  it  is  ex¬ 
pressly  a  step  in  the  direction  of  two  objec¬ 
tives  which  I  believe  to  be  urgently  needed 
in  the  Federal  fiscal  system: 

1.  Annual  review  of  Congress  of  all  major 
appropriations  for  expenditure  in  the  com¬ 
ing  fiscal  year;  and 

2.  Reduction  in  unexpended  balances  car¬ 
ried  over  from  prior  appropriations  which 
now  are  available  for  years  with  ineffective 
legislative  control  over  the  annual  rate  of 
expenditure  from  them. 

We  must  keep  constantly  before  us  the  fact 
that  there  is  a  wide  difference  between  an¬ 
nual  appropriations  and  annual  expenditures. 


It  is  annual  expenditures — not  appropria¬ 
tions — measured  by  annual  revenue  which 
result  in  annual  deficits  or  surpluses. 

To  demonstrate  the  difference  between 
annual  appropriations  and  annual  expendi¬ 
tures,  I  shall  summarize  the  record  for  the 
past  10  years. 

In  1948  we  appropriated  $39  billion  and 
spent  $34  billion. 

In  1949  we  appropriated  $41  billion  and 
spent  $40  billion. 

In  1950  we  appropriated  $50  billion  and 
spent  $-45  billion. 

In  1951  we  appropriated  $84  billion  and 
spent  $45  billion. 

In  1952  we  appropriated  $93  billion  and 
spent  $66  billion. 

In  1953  we  appropriated  $80  billion  and 
spent  $74  billion. 

In  1954  we  appropriated  $63  billion  and 
spent  $68  billion. 

In  1955  we  appropriated  $57  billion  and 
spent  $65  billion. 

In  1956  we  appropriated  $62  billion  and  it 
is  estimated  that  we  shall  spend  $64  billion. 

In  1957  the  President  has  requested  ap¬ 
propriations  totaling  $66  billion  and  the 
Budget  Bureau  has  estimated  that  we  shall 
spend  $66  billion. 

The  accumulation  of  unexpended  balances 
in  appropriations  over  the  years  in  excess 
of  expenditures,  after  deducting  lapses,  now 
totals  $74.6  billion.  If  we  should  appro¬ 
priate  in  this  session  of  Congress  the  full 
amount  requested  by  the  President  for  fiscal 
year  1957,  beginning  July  1,  we  would  enter 
the  new  fiscal  year  with  appropriations  and 
other  authorizations  for  expenditure  total¬ 
ing  $140.9  billion. 

Of  the  $66  billion  in  new  appropriations 
requested  by  the  President  for  fiscal  year 
1957,  only  $42.7  billion  is  for  actual  ex¬ 
penditure  during  the  year.  This  means  that 
of  the  appropriations  we  are  making  at  this 
time,  assuming  the  budget  requests,  $23.3 
billion  would  be  for  expenditure  in  some 
subsequent  year.  Under  the  legislative  ap¬ 
propriation  practices,  expenditure  from  this 
$23.3  billion  balance  would  be  subject  to 
very  little  annual  review  by  Congress  in  sub¬ 
sequent  years. 

This  huge  balance  has  been  built  up  under 
a  policy  of  financing  tremendous  long-lead 
time  projects  in  advance  by  appropriating 
the  full  amount  of  the  cost  at  the  time  of 
their  inception.  After  the  original  appro¬ 
priation,  in  practice,  very  little  legislative 
control  is  exercised  over  annual  expendi¬ 
tures  from  multiyear  appropriations. 

Under  this  bill  the  President’s  budget  ulti¬ 
mately  would  be  submitted  on  an  annual 
accrued-cost  basis,  and  appropriations  would 
be  made  each  year  to  finance  the  annual 
cost  of  contracts  entered  into  pursuant  to 
statutory  authority. 

I  do  not  contend  that  this  legislation  would 
accomplish  all  which  is  desirable  for  the 
recapture  of  congressional  control  over  the 
annual  rate  of  expenditure  of  Federal  funds. 
But  it  would  be  a  step  in  the  general  direc¬ 
tion  of  more  meaningful  appropriation  ac¬ 
tion.  It  would  provide  a  more  practicable 
control  over  annual  expenditures.  It  would 
produce  a  more  tangible  relationship  with 
revenue  requirements  for  a  given  year.  It 
would  develop  a  clearer  disclosure  of  Fed¬ 
eral  activities  on  an  annual  basis.  And  it, 
would  establish  Federal  operations  on  a  more 
businesslike  basis  not  only  for  purposes  of 
revenue  and  appropriations  but  also  for  more 
effective  accounting  and  auditing. 

I  hope  the  bill  will  pass  as  a  progressive 
reorganization  in  Federal  fiscal  procedures, 
methods,  and  techniques  which  may  result 
in  more  efficient  government  at  reduced  cost 
to  taxpayers. 
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84th  CONGRESS 
2d  Session 


S.  3897 


IN  THE  HOUSE  OF  REPRESENTATIVES 

June  21, 1956 

Referred  to  the  Committee  on  Government  Operations 


AN  ACT 

To  improve  governmental  budgeting  and  accounting  methods 
and  procedures,  and  for  other  purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  AMENDMENT  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

4  Sec.  1.  (a)  Section  201  of  the  Budget  and  Accounting 

5  Act,  1921,  as  amended  (31  U.  S.  0.  11) ,  is  further  amended 

6  by  inserting  “  (a)  ”  after  the  words  “Sec.  201.  ;  by  chang- 

7  ing  subsection  (a)  to  subparagraph  (1)  ;  by  adding  after 

8  subparagraph  (1)  a  new  subparagraph  “(2)  at  such  times 

9  as  may  be  practicable,  information  on  program  costs  and 
10  accomplishments”;  by  changing  subsections  (b)  tlnough 
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(j)  to  subparagraphs  (3)  through  ( 1 1 ),  respectively ;  and 
by  adding  the  following  new  subsections : 

“  (b)  The  amounts  of  proposed  appropriations  referred 
to  in  sections  201  (a)  and  203  of  this  Act  shall,  to  the 
maximum  extent  deemed  desirable  and  practicable  by  the 
President,  be  determined  on  an  annual  accrued  expenditure 
basis. 

“  'Annual  accrued  expenditures’  shall  relate  to  goods 
and  services  to  be  received  in  a  fiscal  year,  advance  pay¬ 
ments,  progress  payments,  and  such  other  payments  as  are 
authorized  by  law  to  be  made  in  such  fiscal  year. 

'‘This  subsection  shall  not  apply  to  appropriations  made 
specifically  for  the  payment  of  claims  certified  by  the  Comp¬ 
troller  General  and  of  judgments;  appropriations  for  the  re¬ 
fund  of  Federal  taxes  and  of  other  moneys  erroneously 
received  and  covered  into  the  Treasury  of  the  United  States; 
appropriations  made  hy  private  relief  Acts  of  Congress; 
appropriations  for  the  payment  of  interest  on  trust  funds; 
revolving  funds  or  appropriations  thereto ;  appropriations  for 
the  payment  to  former  members  of  the  Armed  Forces,  their 
dependents  and  beneficiaries,  of  any  benefits  to  which  they 
are  entitled  by  reason  of  military  service;  appropriations  for 
the  payment  of  pensions  and  annuities;  appropriations  for 
the  payment  of  any  obligation  of  the  United  States  for  which 
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1  liability  Is  fixed  by  treaty ;  and  other  appropriations  or  funds 

2  analogous  to  the  foregoing. 

3  “(c)  The  conversion  to  the  use  of  annual  accrued  ex- 

4  penditures  for  stating  proposed  appropriations  in  accordance 

5  with  section  201  (b)  of  this  Act  shall  be  accomplished  in 

6  such  manner  and  at  such  times  as  may  be  determined  by 

7  the  President. 

8  “(d)  As  of  the  end  of  each  fiscal  year,  the  excess  of 

9  any  appropriation  or  fund  made  on  an  annual  accrued  ex- 

10  penditure  basis  over  the  accrued  expenditures  under  such 

11  appropriation  or  fund  shall  lapse,  unless  hereafter  provided 

12  otherwise  in  an  appropriation  Act  or  other  law.  Any  ie- 

13  maining  balances  of  each  such  appropriation  or  fund  shall 

14  be  merged  with  any  appropriation  or  fund  made  for  the  same 

15  general  purpose  for  the  ensuing  fiscal  year  and  shall  con- 

16  stitute  a  single  account.” 

17  (b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  0. 

18  24) ,  is  further  amended  by  inserting  “  (a)  ”  after  the  words 

19  “Sec.  216.”  and  by  adding  the  following  new  subsections. 

20  “(b)  The  requests  of  the  departments  and  establish- 

21  ments  for  appropriations  shah,  in  such  manner  and  at  such 

22  times  as  may  be  determined  by  the  President,  be  developed 

23  from  cost-based  budgets. 

24  “(c)  Por  purposes  of  administration  and  operation,  such 
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1  cost-based  budgets  shall  be  used  b}^  all  departments  and 

2  establishments  and  their  subordinate  units.  Administrative 

3  subdivisions  of  appropriations  or  funds  shall  be  made  on  the 

4  basis  of  such  cost-based  budgets.” 

5  AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 

6  PEOCEDUBES  ACT  OP  1950 

7  Sec.  2.  (a)  The  Budget  and  Accounting  Procedures 

8  Act  of  1950  is  amended  by  inserting  after  section  105 

9  thereof  the  following  new  section: 

10  “accounting  and  budget  classification s 

11  “Sec.  106.  The  head  of  each  executive  agency  shall, 

12  in  consultation  with  the  Director  of  the  Bureau  of  the 

13  Budget,  take  whatever  action  may  be  necessary  to  achieve, 

14  insofar  as  is  possible,  (1)  consistency  in  accounting  and 

15  budget  classifications,  (2)  synchronization  between  account- 

16  mg  and  budget  classifications  and  organizational  structure, 

17  and  (3)  support  of  the  budget  justifications  by  information 

18  on  performance  and  program  costs  by  organizational  units.” 

19  (b)  Section  113  of  such  Act  (31  U.  S.  C.  66a)  is 

20  amended  by  adding  at  the  end  thereof  the  following  new 

21  subsection : 

22  “(c)  As  soon  as  practicable  after  the  date  of  enaet- 

23  ment  of  this  subsection,  the  head  of  each  executive  agency 

24  shall,  in  accordance  with  principles  and  standards  prescribed 
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1  by  the  Comptroller  General,  cause  the  accounts  of  such 

2  agency  to  be  maintained  on  an  accrual  basis  to  show  the 

3  resources,  liabilities,  and  costs  of  operations  of  such  agency 

4  with  a  view  to  facilitating  the  preparation  of  cost-based 

5  budgets  as  required  by  section  216  of  the  Budget  and 

6  Accounting  Act,  1921,  as  amended.  The  accounting  system 

7  required  by  this  subsection  shall  include  adequate  monetary 

8  property  accounting  records  as  an  integral  part  of  the 

9  system.” 

10  (c)  Section  118  of  such  Act  is  amended  by  inserting 

11  “113  (c)  ”  after  the  words  “section  111”. 

12  SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

13  Sec.  3.  Section  3679  (g) ,  Kevised  Statutes,  as  amended 

14  (31  U.  S.  0.  665  (g)  ) ,  is  further  amended  by  adding  at  the 

15  end  thereof  the  following  sentence:  “In  order  to  have  a 

16  simplified  system  for  the  administrative  subdivision  of  appro- 

17  priations  or  funds,  each  agency  shall  work  toward  the 

18  objective  of  financing  each  operating  unit,  at  the  highest 

19  practical  level,  from  not  more  than  one  administrative  sub- 

20  division  for  each  appropriation  or  fund  affecting  such  unit.” 

Passed  the  Senate  June  20,  1956. 

Attest:  FELTON  M.  JOHNSTON, 

Secretary. 
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HIGHLIGHTS;  Senate  ratified  International  whea^Agreement •  Senate  committees 
reported  the  following  bills:  Farm  ldan  bill, /  Broaden  authority  for  use  and 
occupancy  of  land  within  national  forests.  Bfoaden  law  on  practices  in  marketing 
perishable  commodities.  Forest  products  price  reporting.  Permit  processors  to  buy 
cotton  futures  contracts,  Eliminate  delay^in  starting  watershed  projects.  Dispose 
of  Akron  synthetic  rubber  laboratory,  Sjgnat^received  from  President  supplemental 
appropriation  request  for  commission  orr  Increased  Use  of  Agricultural  Products# 
(Continued  on  page  7) 

TOTSE 

1#  FOREIGN  AID#  Passed  with  amendments  H,  R.  12130,  \{ie  mutual  security  appropri¬ 
ation  bill,  by  a  vote  of 2L20  to  285*  The  amendment^  adopted  would  provide  that 
not  less  than  $l5,000,0pu  of  the  335,000,000  for  Latin  American  defense  support 


be  used  to  aid  Guat< 
appropriation  bill  b> 

p.  11180 


La,  and  that  no  funds  contained 
used  for  international  educational 


the  mutual  security 
.exchange  activities# 


2#  FOREIGN  TRADE,  56th  Houses  received  from  the  President  the  5^  emi-annual 
report  on  acti/ities  carried  on  under  Public  Law  580,  83rd  Coj  ess  (H.  Doc# 

557)  j  to  the/enate  Agriculture  and  Forestry  Committee  and  th<  ^use  Agriculture 
Committee,  /pp,  11085,  11225 

The  Ways  and  Means  Committee  reported  with  amendment  H,  R*  9396,.  to  amend 
the  Tarj/f  Act  of  1930  to  place  guar  seed  on  the  free  list  (H.  Kept# 
p.  112 j.  ' 


3#  WATF^Jif  SUPPLY.  The  Public  1Torks  Committee  reported  *d.thout  amendment  S, 
authorize  the  Secretary  of  the  Army  to  enter  into  contracts  to  furnish  w 
„!or  municipal  i^ater  sup'  lies  from  flood  control  and  river  and  harbor  projects 
(H,  Rept.  2683).  p#  11236 


-2- 


ii.  BUDGETING;  ACCOUNTING.  The  Government  Operations  Committee  ordered  reported 

h.  i-L*  11526,  to  improve  governmental  budgeting  and  accounting  methods  and 
procedures,  p«  .D.77&. 


5*  PERSONNEL.  The  Government  Operations  Committee  ordered  reported  H,  R.  Il5l5, 
to  provide  for  the  payment  of  travel  and  transportation  cost  for  persons 
selected  for  appointment  to  certain  positions  in  the  U.  S.  and  Alaska.  p« 


D778/ 


i  LAI AT I ON.  Received  the  new  conference  report,  subsequent  to  an  order  to 
recommit,  on  S.  1622,  to  authorize  the  secretary  of  the  Interior  to  make 
men\  for  certain  improvements  located  on  public  lands  in  the  Rapid  V?ll( 
unit,\b.  Lake,  of  the  Idssouri  River  Basin  project  (H,  Eept.  267),'.  11179 


ray- 


energy  ordered  reported  the  follow- 


7.  ATOMIC  ENERGY ,  The  Joint  Committee  on  Atomic 
ing  bills  :\p.  D778 

H.  R.  9^3  and  S.  2ol;3,  to  encourage  maximum  development  oi/a tonic  energy 
reactors  for  the  generation  of  low-cost  electric  pox^er  and  .the/production, 
u  i_ization,  an&^treatment  of  special  nuclear  and  other  materials , 
b*ll)"°  h20^>  to^end  the  Atomic  Energy  Act  of  1 95k  "(so-q/lled  AEC  omnibus 


SENATE 


8*  'F/1*  Jy  a  o£  to  2,  agreed  to  a  resolutior/of  ratification  on  the 
international  Wheat  Agreement  of  1956,  extending  /he  Agreement  for  3  years. 

-he  Agreement  covers  303  million  bushels  of  wheat,  as  compared  to  395  million 
covered  in  the  1953  Agreement;  sets  the  price  i4nge  of  wheat  at  a.50  to  62.00 
a  bushel,  as  compared  with  a.55\nd  "  2.05  i/ the  1953  agreement;  and  adds  two 
new  exporting  countries  -  Argentina and  Sweden,  p.  11102 


pp.  11090, 


9.  AGRICULTUPR  aFD  FORESTRY  COMMITTEE  repWd  the  foiloxring  bills: 

H*  R*  J723,  with  amendment,  to  authorize  W  Secretary  of  Agriculture  to  convey 
certain  lands  in  Phelps  Co.,  hoy,  to  the\Chamber  of  Commerce  of  Rolla,  ho. 
(S.  wept,  2313);  /  \ 

S.  h0S9}  xathout  amendment,  to  provide  fpr  prjrie  reporting  and  research  xrith 
respect  to  forest  products  /S.  J'.ept,  2510);  \ 

H,  R*  5337,  without  amendment,  to  broaden  the  provisions  of  law  relating  to 

2507) -CeS  in  the  -narket^g  of  Perishable  agricultural  comr.iodities  (S.  Rept, 

H*  R*  9333, without  amep&nent,  to  give  to  certain  consuming  processors  of 

cotton  tne  privilesd  of  buying  cotton  futures  contract^  in  certain  cases 
w»  Kept.  2506);  /  \ 

H*  F  withoxri/amendment,  authorizing  the  exchange  of  certain  IJ.  S.  lands 

in  Union  County,  Ga.,  for  lands  in  the  Chattahoochee  National  Forest  (S. 
Lept.  2508);/  v 

H’  afendment;  t0  decrease  the  Congressional  revW  period  of 

projects  vhder  the  Watershed  Protection  and  Flood  Prevention  ActVrom  1*5 
days  to/5  days  (S/TTept.  2509);  V 

S.  3A29,  kith  amendment,  to  improve  and  simplify  the  credit  facilities  \vailabl< 

q  and  5°  amend  the  BanRhead-J ones  Farm  Tenant  Act  (S,  Rept.  2526); 

S.  221b,  with  amendment,  to  amend  the  act  of  March  h,  1915,  to  permit  the  flee 

of  ?atlonal  forest  lands  for  industrial  and  comae rcial  our-\ 
'fl  ’  and  by  Statea  or  Political  subdivisions  for  constructing  facilities 
for  education  or  other  public  uses  (S,  Kept,  2511); 
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HIGHLIGHTS:  Senate  passed  following  bi^s:  Disposal  of  Akron  synthetic  rubber^ 
laboratory.  Permit  processors  to  buy  cotton  futures  contracts.  Ready  for  President, 
Broaden  law  on  practices  in  marketing  peri^able  commodities.  Eliminate  delay  in. 
starting  watershed  projects.  Ready  for  President.  Provide  for  Presidential  appoint¬ 
ment  of  Department1  s  legal  officers.  Exj^end  time  for  filing  Government  Security 
Commission  Report,  Both  Houses  received  proposed  legislation  to  implement  Inter- . 

Rational  Wheat  Agreement.  Senate  comijiittee  reported  bills  to:  Renew  lease  to  rail- 
-road  on  ARS  land  in  Montana.  Extend/special  school,  milk  program  to  certain  institu¬ 
tions.  Senate  committee  ordered  reported  bill  for  humane  slaughter  methods,  oenate 
committee  ordered  reported  mutuah/security  appropriation  bill.  Sen,  Johnson  urged 
additional  drought  assistance  for  livestock  industry,  \iouse  conferees  appointed  on 


CCC  borrowing  increase  bill.  Jrouse  passed  following  bills 
(continued  on  page  6) 

HOUSE. 


Simplify  and  facilitate 


1.  COMMODITY  CREDIT  CORPORATION.  Conferees  i*ere  appointed  on\S.  3820,  to  increase 

the  borrowing  autfydrity  of  the  CCC,  Senate  conferees  wereXpP°Jnted  on  July  9, 
p.  11522 

2,  BUDGETING;  ACCOUNTING.  Passed  with  amendment  S.  3897,  to  improve  governmental 

budgeting  and  accounting  methods  and  procedures.  The  amendment  consisted  of 
the  insertion  of  the  language  of  H.  R.  11526,  a  similar  bill,  after  having 
passed  the  House  with  committee  amendments.  H.  R.  11526  was  subsequently  laid 

on  the  table,  p.  11522  „  , ,  _  ^ 

Rep  McCormack  requested  and  received  permission  for  the  Government  Op 

tions  Committee  to  Msn^Jaida^^ 

/The''Daily  Digest"  states  that  the  conferees  agreed  to  file  a  conierano 

report  on  H.  R.  9593,  to  simplify  accounting  and  facilitate  the  paimen 


\ 


-2- 


obligations.  p.  D801 


3»  CONTRACTS,  Passed  as  reported  H.  R,  119k7j  to  amend  and  extend  (until 
1959)  the  provisions  of  the  Renegotiation  Act  of  1951.  p.  11550 

ii#  TRANSPORTATION,  Passed  as  reported  S.  898,  to  amend  the  Interstate/Commerce 


act  so  as  to  authorize  ICC  to  regulate  the  use  by  motor  carriers /(under  leases, 
contracts,  other  arrangements)  of  motor  vehicles  not  owned  by  them,  in  the 


furnishing  of  transportation  of  property,  but  to  prohibit  ref 
duration  of,  the  terms  of  pay  under,  certain  t  rip-leasing  arj 
p»  11572  ’  ' 


Cation  of  the 


'angements, 


\ 


5.  FARM  LOANS.  Conferees  were  appointed  on  H.  R.  11510*,  to  >prove  and  simplify 
the  crec.it  facilitih^  available  to  farmers,  and  to  amep^  the  Bankhead- Jones 
tarn  ienant  Act.  Senate  conferees  were  appointed  on  July  12.  p.  11577 


6. 


MARKETING,  Began  debate 
ance  to  municipal  and  o  __ 
administered  by  USDA,  for 
commodities,  p.  11577 


H.  R.  1*051} ,  to  provide  a  svstem  of  mortgage  insur- 
political  subdivision  of  the  States,  to  be 
e  expansion  of  public  marketing  of  perishable 


f 


7.  RECLAMATION;  ELECTRIFICATION ,  Passed  with  amendment  S.  h97,  to  authorize  the 
construction,  operation,  and  maintenance  of  th  Mashoe  reclamation  project, 
eJ*  ^IRen(3®ient  to  S  1*97.- ''consisted  of  inserting  the  language 

°  +  *  Vr  similar  bill,  aftey  having  passed  the  House  without  amend¬ 

ment.  H.  R.  106U3  was  subsequently  l)^.d  on  the  table,  p.  11582 


8,  GRAIN  STANDARDS.  The  Subcommittee 
reported  to  the  full  committee  S 
certificates  under  the  U,  S.  Gr 


IrJhei 


_ of  the  Agriculture  Committee  ordered 

■bOO,"  tOv  protect  the  integrity  of  grade 
Standards,  Act  by  providing  penalties  for 


~  - p*  ^9“-“  jodnudiua  acv  ay  provicmg  penalties  lor 

persons  who  knowingly  sample  grain  improperly, and  for  persons  who  knowingly 

P799  °r  othencLse  handle  grain  deceptively  f oi\^nspection  under  the  Act,  p. 


9,  tARM  LaBOR,  The  Subcommittee  on  Transportation  and ‘'Communication  of  the  Inter-, 
q  Foreign  Commerce  Committee  ordered  reported  to  the  full  committee 

b!  iu’  b°  provide  f?h  reasonable  requirements  regarding  comfort,  safety,  etc., 
oi  the  interstate  transportation  of  migrant  farm  worker^,  p.  D800 


10*  1116  l!er?hant  J  arine  and  Fisheries  Committee  ordered  reported  H.  R. 

0^50,  to  require/c onf ormance  with  State  and  Territorial  fiskand  game  laws  and 
licensing  requirements  on  Federal  lands  not  subject  to  such  l\ws.  p.  D800 


U*  ^  S?y  Agreed  to  the  Senate  amendments  to  H.  R.  8817,  t\provide  for 
the  transfer  of  certain  forest  Service  land  to  the  citv  of  CorbinMKy.  This 
bill  is  not*  ready  for  the  President,  p.  11577 


1  .  IEGISLa^VS  PROGRAM,  Rep.  McCormack  announced  the  following  legislative  prc- 

July  16  -  20:  Mon.,  Consent  calendar  and  the  civil-rights  bilk-  Tues., 

J.  calendar;  'ed.,  Committee  Calendar;  and  balance  of  the  week:  AS\ 
opriation  authorization  increase,  Defense  Department  point  of  order  bjj 

I589g  facillties  bill>  and  bil1  t0  amend  Public  Law  080,  83d  Congress. 


13.  ADJOURNED  until  Mon.,  July  16.  pp,  U589,  11595 


House  of  Representatives 


ie  House  met  at  12  o’clock  noon. 

ReW  George  Lyon  Pratt,  rector, 
Churcnv  of  the  Advent,  Los  Angeles, 
Calif.,  offered  the  following  prayer: 

AlmightK  and  everlasting  God,  who 
hast  laid  de^n  the  foundations  of  this 
Nation  through  the  examples  and  lives 
of  Thy  servants\who  have  preceded  us, 
grant  to  all  thosOyto  whom  Thou  hast 
entrusted  the  authority  of  government 
the  wisdom  to  learn  item  the  past  those 
things  which  have  maakus  great  among 
the  nations  of  the  earth  ami  not  only  the 
knowledge  to  understand  the  needs  and 
demands  of  our  own  day,  hyt  also  the 
courage  and  vision  to  fulfill  the  same. 
And  then,  O  Lord,  when  we  shah  have 
served  Thee  in  our  generation,  may  our 
children  and  our  children’s  childrensay : 
“Our  fathers  have  served  us  well.’’  AJ1 
which  we  ask  in  Thy  name.  Amen. 

THE  JOURNAL 

The  Journal  of  the  proceedings  of  yes¬ 
terday  was  read  and  approved. 

MESSAGE  FROM  THE  SENATE 

A  message  from  the  Senate,  by  Mr. 
Carrell,  one  of  its  clerks,  announced 
that  the  Senate  had  passed  without 
amendment  bills,  a  joint  resolution,  and 
concurrent  resolutions  of  the  House  of 
the  following  titles: 

H.  R.  5838.  An  act  to  provide  that  payment 
be  made  to  certain  members  of  the  Pine 
Ridge  Sioux  Tribe  of  Indians  as  reimburse¬ 
ment  for  damages  suffered  as  the  result  of 
the  establishment  of  the  Pine  Ridge  aerial 
gunnery  range; 

H.  R.  6501.  An  act  to  amend  the  act  of 
July  17,  1914,  to  permit  the  disposal  of  cer¬ 
tain  reserve  mineral  deposits  under  the  min¬ 
ing  laws  of  the  United  States; 

H.  R.  8288.  An  act  to  suspend  for  2  years 
the  duty  on  crude  bauxite  and  on  calcined 
bauxite; 

H.  R.  9137.  An  act  to  waive  section  142, 
of  title  28,  United  States  Code,  with  respect i 
to  the  United  States  District  Court  for  tiis 
Western  District  of  North  Carolina  holdjjfg 
court  at  Bryson  City,  N.  C.; 

H.  R.  9333.  An  act  to  amend  the  yCom- 
modity  Exchange  Act  to  provide  for  Wedging 
anticipated  requirements  of  proce^ors  and 
manufacturers; 

H.  R.  9578.  An  act  to  provide  f6r  the  con¬ 
veyance  of  an  interest  of  the  .United  States 
in  and  to  certain  lands  in  Colorado; 

H.  R.  10204.  An  act  authorizing  the  Ad¬ 
ministrator  of  General  advices  to  transfer 
certain  land  to  Richard/Cl.  Tinney  and  John 
T.  O’Connor,  Jr.; 

H.  R.  10269.  An  act/to  provide  for  the  tem¬ 
porary  suspension yof  the  duty  on  certain 
alumina; 

H.  R.  11000.  Ajifact  to  provide  for  the  strik¬ 
ing  of  medabr  in  commemoration  of  the 
100th  anniversary  of  the  birth  of  the  late 
Justice  Louis  Dembitz  Brandeis; 

H.  R.  11620.  An  act  to  provide  for  the 
transferor  oertain  property  situated  in  the 
State  cn  Maine  to  the  town  of  Castine,  Maine; 


,  Friday,  July  13, 1956 

H.  R.  11873.  An  act  to  amend  the  Water¬ 
shed  Protection  and  Flood  Prevention  Act 
so  as  to  eliminate  delay  in  the  start  of  proj¬ 
ects; 

H.  R.  11995.  An  act  to  provide  that  the 
1955  formula  for  taxing  income  of  life  in¬ 
surance  companies  shall  also  apply  to  tax¬ 
able  years  beginning  in  1956; 

H.  J.  Res.  569.  Joint  resolution  to  provide 
for  a  medal  to  be  struck  and  presented  to 
each  surviving  veteran  of  the  War  Between 
the  States; 

H.  Con.  Res.  242.  Concurrent  resolution 
providing  for  10  thousand  additional  copies 
of  the  report  entitled  “Special  Study  Mis¬ 
sion  to  the  Middle  East,  South;  and  South¬ 
east  Asia,  and  the  Western  Pacific”; 

H.  Con.  Res.  243.  Concurrent  resolution 
authorizing  the  printing  as  a  House  docu¬ 
ment  of  the  Constitution  of  the  United 
States  together  with  the  Declaration  of  In¬ 
dependence,  and  providing  for  additional 
copies; 

H.  Con.  Res.  244.  Concurrent  resolution  to 
srovide  for  a  joint  committee  of  the  Con¬ 
gress  to  represent  the  Congress  at  the  un- 
veiHng  of  the  Commodore  John  Barry  Memy 
oriaN^t  Wexford,  Ireland,  on  September 
1956; 

H.  CorkRes.  245.  Concurrent  resolution 
authorizing  the  printing  of  additional' copies 
of  House  Report  No.  2189,  84th  Congress,  2d 
session; 

H.  Con.  Res.  248.  Concurrent  /  resolution 
authorizing  the  Jqint  Committee  on  Atomic 
Energy  to  print  30>Q00  additional  copies  of 
the  hearings  of  the  TBeseapCri  and  Develop¬ 
ment  Subcommittee  oi\“/hortage  of  Scien¬ 
tific  and  Engineering  Manpower";  and 

H.  Con.  Res.  251.  Concurrent  resolution 
authorizing  reprinting  of  House  Document 
210  of  the  83d  Congress. 

The  message/also  announced  that  the 
Senate  had  missed,  with  amendments  in 
which  the  concurrence  of  the  Anise  is 
requestedybills  and  a  joint  resolution  of 
the  Hou^e  of  the  following  titles:  \ 

H.  R/10285.  An  act  to  merge  productic 
credit/ corporations  in  Federal  intermediate's 
credit  banks;  to  provide  for  retirement  of 
Government  capital  in  Federal  intermediate 
redit  banks;  to  provide  for  supervision  of 
'production  credit  associations,  and  for  other 
purposes; 

H.  R.  11683.  An  act  to  authorize  permanent 
appointments  in  the  Armed  Forces  of  the 
United  States,  and  for  other  purposes;  and 

H.  J.  Res.  472.  Joint  resolution  for  the  re¬ 
lief  of  certain  aliens. 

The  message  also  announced  that  the 
Senate  had  passed,  with  an  amendment 
in  which  the  concurrence  of  the  House 
is  requested,  a  bill  of  the  House  of  the 
following  title: 

H.  R.11544.  An  act  to  improve  and  sim¬ 
plify  the  credit  facilities  available  to  farm¬ 
ers,  to  amend  the  Bankhead-Jones  Farm 
Tenant  Act,  and  for  other  purposes. 

The  message  also  announced  that  the 
Senate  insists  upon  its  amendment  to 
the  foregoing  bill,  requests  a  conference 
with  the  House  on  the  disagreeing  votes 
of  the  two  Houses  thereon,  and  appoints 
Mr.  Ellender,  Mr.  Johnston  of  South 


Carolina,  Mr.  Holland,  Mr.  Aiken,/ 

Mr.  Young  to  be  the  conferees 
part  of  the  Senate. 

The  message  also  announced'' that  the 
Senate  had  passed  bills  of.tne  follow¬ 
ing  titles,  in  which  the  concurrence  of 
the  House  is  requested: 

S.  300.  An  act  to  authorize  the  construc¬ 
tion,  operation,  and  maintenance  by  the 
Secretary  of  the  Intenor  of  the  Fryingpan- 
Arkansas  project,  Colorado: 

S.  1696.  An  act  Jso  provide  compensation 
to  the  Crow  TrfiSe  of  Indians  for  certain 
ceded  lands  embraced  within  and  otherwise 
required  in  oemnection  with  the  Huntley 
reclamation  project,  Montana,  and  for  other- 
purposes; 

S.  3779/An  act  to  amend  the  act  of  August 
27,  1954 T68  Stat.  868),  with  respect  to  the 
Uinta/ and  Ouray  Reservation  in  Utah;  and 

S/146.  An  act  providing  for  a  civilian 
atoinic  power  acceleration  program. 

'  The  message  also  announced  that  the 
Senate  agrees  to  the  amendments  of  the 
House  to  bills  of  the  Senate  of  the  fol¬ 
lowing  titles: 

S.  146.  An  act  for  the  relief  of  Isabel  Tre; 

S.  1895.  An  act  for  the  relief  of  Anna 
Maria  Fuller;  and 

S.  3163.  An  act  to  amend  section  401  (e) 
of  the  Civil  Aeronautics  Act  of  1938  in  order 
to  authorize  permanent  certification  for 
certain  air  carriers  operating  in  Hawaii  and 
Alaska. 

The  message  also  announced  that  the 
Senate  recedes  from  its  amendment  to 
the  bill  (H.  R.  2854)  entitled  “An  act  to 
amend  title  18  of  the  United  States  Code, 
so  as  to  increase  the  penalties  applicable 
to  seditious  conspiracy,  advocating  over¬ 
throw  of  Government,  and  conspiracy  to 
advocate  overthrow  of  Government.’’ 

The  message  also  announced  that  the 
Senate  agrees  to  the  report  of  the  com¬ 
mittee  of  conference  on  the  disagreeing 
cvotes  of  the  two  Houses  on  the  arnend- 
mnts  of  the  House  to  the  bill  (S.  1622) 
entitled  “An  act  to  authorize  the  Secre- 
tary'of  the  Interior  to  make  payment  for 
certain  improvements  located  on  public 
lands  iftyi the  Rapid  Valley  unit,  South 
Dakota,  oMhe  Missouri  River  Basin  proj¬ 
ect,  and  for  other  purposes.’’ 

The  message  also  announced  that  the 
Senate  had  appointed  the  Senator  from 
Vermont,  Mr.  Flinders,  to  be  a  conferee 
on  the  bill  (H.  R.  5865)  entitled  “An  act 
to  exempt  certain  ‘additional  foreign 
travel  from  the  tax  ot\  the  transporta¬ 
tion  of  persons,’’  in  lieihof  the  Senator 
from  Pennsylvania,  Mr.  m^ctin. 

The  message  also  announced  that  the 
Vice  President  has  appointed  NR.  John¬ 
ston  of  South  Carolina  and  Mr.  t^arlson 
members  of  the  joint  select  committee  on 
the  part  of  the  Senate,  as  provided  fSr  in 
the  act  of  August  5,  1939,  entitled 
act  to  provide  for  the  disposition  of  cer 
tain  records  of  the  United  States  Gov¬ 
ernment,”  for  the  disposition  of  execu 
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tive  papers  referred  to  in  the  report  of 
the  Archivist  of  the  United  States  num¬ 
bered  57-1. 

IORIZING  PERMANENT  AP- 
P  OINTMENTS  IN  THE  ARMED 
FORCES  OF  THE  UNITED  STATES 

Mr.  '  HILDA Y.  Mr.  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker^  desk  the  bill  (H.  R.  11683)  to 
authorize  permanent  appointments  in 
the  Armed  Forces  of  the  United  States, 
and  for  other  purposes,  with  Senate 
amendments  thereto,  and  concur  in  the 
Senate  amendments. 

The  Clerk’read  the  title  of  the  bill. 

The  Clerk  .read  the  Senate  amend¬ 
ments,  as  follows: 

Page  6,  line  12i  after  "law”,  insert  “except 
service  credited  under  section  103  (A)  (1) 
and  (2)  of  this  title. 

Page  6,  line  14,  ^strike  out  “sections  509 
and  514”  and  insert,  "section  514.” 

Page  13,  line  8,  strike  out  “December  7” 
and  insert  “December  6.” 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the,  gentleman  from 
Texas?  \ 

There  was  no  objection. 

The  Senate  amendments  were  con¬ 
curred  in. 

A  motion  to  reconsiderwas  laid  on  the 


table. 
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COMMODITY  CREDIT 
CORPORATION, 

Mr.  SPENCE.  Mr.  Speaker,  I  ask 
unanimous  consent  to  takeVfrom  the 
Speaker’s  desk  the  bill  (S.  382p>  to  in¬ 
crease  the  borrowing  power  of  Commod¬ 
ity  Credit  Corporation,  with*.  House 
amendments  thereto,  insist  on  tha  House 
amendments,  and  agree  to  the  confer¬ 
ence  asked  by  the  Senate. 

The  Clerk  read  the  title  of  the  bii 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Ken¬ 
tucky?  [After  a  pause.]  The  Chair 
hears  none,  and  appoints  the  followir 
conferees:  Messrs.  Spence,  Brown 
Georgia,  Patman,  Rains,  Wolcott,  Gam¬ 
ble,  and  Talle. 


GOVERNMENT  ACCOUNTING  AND 
PROCEDURE  METHODS 

Mr.  DAWSON  of  Illinois.  Mr.  Speak¬ 
er,  I  ask  unanimous  consent  for  the  im¬ 
mediate  consideration  of  the  bill  (H.  R. 
11526)  to  improve  governmental  budget¬ 
ing  and  accounting  methods  and  pro¬ 
cedures,  and  for  other  purposes. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Illi¬ 
nois? 

Mr.  TABER.  Mr.  Speaker,  reserving 
the  right  to  object,  will  the  gentleman 
explain  the  bill? 

Mr.  DAWSON  of  Illinois.  Mr.  Speak¬ 
er,  the  bill  as  amended  would  have  the 
President’s  budget  contain  information 
on  program  costs  and  accomplishments 
and  the  development  of  cost-based 
budgets  for  the  various  departments  and 
agencies.  It  would  provide  for  the 
achievement  of  consistency  in  account¬ 
ing  and  budget  classification  and  the 


simplification  of  apportionments.  It 
would  also  require  the  accounts  of  the 
departments  and  agencies  to  be  main¬ 
tained  on  an  accrual  basis  so  that  if  the 
Congress  at  some  time  in  the  future 
should  decide  on  an  accrued  expenditure 
budget  the  necessary  accounting  founda¬ 
tion  will  have  been  laid. 

Mr.  Speaker,  the  amendment  was  pro¬ 
posed  upon  the  suggestion  of  the  chair¬ 
man  of  the  Committee  on  Appropria¬ 
tions  and  the  minority  member  of  the 
Committee  on  Appropriations.  We  feel 
that  this  is  a  good  bill  and  should  be 
enacted  into  law.  It  will  accomplish 
many  benefits  as  far  as  cost  is  concerned 
in  the  operation  of  our  Government. 

Mr.  TABER.  Will  the  bill  be  pre¬ 
sented  with  the  amendment  that  the 
committee  has  agreed  on? 

Mr.  DAWSON  of  Illinois.  Yes.  The 
Senate  passed  a-  similar  bill,  S.  3897, 
which  contains  the  provision  that  our 
amendment  dropped  out.  Of  course,  it 
will  go  to  conference,  and  I  am  sure  in 
conference  the  Senate  will  agree  with 
us  that  it  should  have  been  dropped. 
Mr.  TABER.  That  satisfies  me. 

[Mr.  CANNON’S  remarks  will  appear 
hereafter  in  the" Appendix.] 

Mr.  ROGERS  of  Florida.  Mr.  Speak¬ 
er,  I  want  to  commend  the  Government 
Operations  Committee  of  the  House,  and 
especially  Hon.  William  L.  Dawson,  the 
chairman  of  the  Subcommittee  of  Exec¬ 
utive  and  Legislative  Reorganization, 
for  the  splendid  work  done  in  reporting 
out  H.  R.  11528,  to  bring  about  needed 
changes  in  the  accounting  procedures  of 
our  Government,  which  is  now  before 
the  House.  I  would  also  like  at  this  time 
to  state  for  the  record  what  fine  help 
Majority  Leader  John  McCormack  ren¬ 
dered  in  the  consideration  of  this  meas¬ 
ure.  Also,  the  Honorable  Glenard  Lips¬ 
comb  devoted  much  time  and  study  to 
this  problem  and  has  been  a  driving 
force,  along  with  Congressman  Dante 
Fascell,  bofth  of  whom  are  members  of 
the  Committee  of  Government  Opera¬ 
tions.  Hearings  were  quickly  held,  due 
to  the  courtesy  of  the  chairman  and 
members  of  the  committee,  and  reported 
to  the  House  so  that  it  might  be  con¬ 
sidered  during  this  session  of  the  Con¬ 
gress. 

The  bill  as  I  introduced  it  would  carry 
out  the  recommendations  of  the  Second 
Hoover  Commission  to  revise  our  gov¬ 
ernmental  budgeting  and  accounting 
procedures,  and  would  accomplish  two 
broad  objectives:  First,  improve  finan¬ 
cial  administration  in  the  executive 
branch;  and,  second,  substantially 
strengtheh  congressional  control  over 
the  financial  affairs  of  the  Federal  Gov¬ 
ernment.  It  would  reform  and  improve 
our  accounting  system  by  placing  our 
Government  accounting  and  budgeting 
process  on  a  more  realistic  and  orderly 
basis,  and  as  introduced,  this  measure 
would  require  that  Government  agencies 
prepare  their  budget  estimates  on  an 
accrued  annual  expenditure  basis  and 
that  budgets  be  prepared  on  an  accrued 
cost  basis.  The  measure  as  introduced 
was  approved  by  the  Bureau  of  the  Budg¬ 
et,  the  Comptroller  General,  the  Treas¬ 
ury  Department,  and  has  been  vigorous¬ 
ly  backed  by  the  Chamber  of  Commerce 
of  the  United  States,  the  General  Federa¬ 


tion  of  Women’s  Clubs,  and  the  Citizens 
Committee  for  the  Hoover  Commission, 
as  well  as  other  organizations.  Mi’.  J. 
Harold  Stewart,  Chairman  of  the  Hoover 
Commission  Task  Force  on  Budget  and 
Accounting,  has  taken  a  great  interest 
and  has  been  most  helpful. 

The  Government  Operations  Commit¬ 
tee,  in  deference  to  the  testimony  of 
Congressmen  Cannon  and  Taber  of  the 
Appropriations  Committee,  amended  the 
bill  to  strike  out  that  portion  providing 
that  the  budget  be  submitted  on  an  an¬ 
nual  accrued  expenditure  basis.  Of 
course,  this  is  one  of  the  most  vital  fea¬ 
tures  of  the  bill,  as  introduced,  and  it 
is  my  intention  if  I  am  a  Member  of  the 
85th  Congress,  to  again  introduce  legis¬ 
lation  to  carry  out  this  provision. 

However,  I  do  feel  that  the  passage 
of  the  legislation  in  its  present  form  is  a 
step  forward  in  getting  into  effect  a  re¬ 
vision  of  the  accounting  procedures  of 
our  Government  and  will  lay  the  ground¬ 
work  for  a  more  businesslike  operation  of 
our  Government,  which  will  effect  great 
savings. 

(Mr.  ROGERS  of  Florida  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Illinois? 

There  being  no  objection,  the  Clerk 
read  the  bill,  as  follows: 

Be  it  enacted,  etc. — 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 
ACT,  1921 

Section  1.  (a)  Section  201  of  the  Budget 
and  Accounting  Act,  1921,  as  amended  (31 
U.  S.  C.  11),  Is  further  amended  by  inserting 
“(a)”  after  the  words  “Sec.  201.”,  by  chang¬ 
ing  subsection  (a)  to  subparagraph  (1);  by 
adding  after  subparagraph  (1)  a  new  sub- 
paragraph  “(2)  at  such  times  as  may  be  prac¬ 
ticable,  information  on  program  costs  and 
accomplishments”;  by  changing  subsections 
(b)  through  (j)  to  subparagraphs  (3) 
through  (11),  respectively;  and  by  adding 
the  following  new  subsections: 

“(b)  The  amounts  of  proposed  appropria¬ 
tions  referred  to  in  sections  201  (a)  and  203 
of  this  act  shall,  to  the  maximum  extent 
deemed  desirable  and  practicable  by  the 
President,  be  determined  on  an  annual  ac¬ 
crued  expenditure  basis. 

“  ‘Annual  accrued  expenditures’  shall  re¬ 
late  to  goods  and  services  to  be  received  in  a 
fiscal  year,  advance  payments,  progress  pay¬ 
ments,  and  such  other  payments  as  are  au¬ 
thorized  by  law  to  be  made  in  such  fiscal 
year. 

“This  subsection  shall  not  apply  to  appro¬ 
priations  made  specifically  for  the  payment 
of  claims  certified  by  the  Comptroller  Gen¬ 
eral  and  of  judgments;  appropriations  for 
the  refund  of  Federal  taxes  'and  of  other 
moneys  erroneously  received  and  covered  into 
the  Treasury  of  the  United  States;  appro¬ 
priations  made  by  private  relief  acts  of  Con¬ 
gress;  appropriations  for  the  payment  of  in¬ 
terest  on  trust  funds;  revolving  funds  or 
appropriations  thereto;  appropriations  for 
the  payment  to  former  members  of  the 
Armed  Forces,  their  dependents  and  bene¬ 
ficiaries,  of  any  benefits  to  which  they  are 
entitled  by  reason  of  military  service;  appro¬ 
priations  for  ther  payment  of  pensions  and 
annuities;  appropriations  for  the  payment  of 
any  obligation  of  the  United  States  for  which 
liability  is  fixed  by  treaty;  and  other  appro¬ 
priations  or  funds  analogous  to  the  foregoing. 

“(c)  The  conversion  to  the  use  of  annual 
accrued  expenditures  for  stating  proposed 
appropriations  in  accordance  with  section 
201  (b)  of  this  act  shall  be  accomplished  fn 
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such  manner  and  at  such  times  as  may  be 
determined  by  the  President. 

“(d)  As  of  the  end  of  each  fiscal  year,  the 
excess  of  any  appropriation  or  fund  made 
on  an  annual  accrued  expenditure  basis  over 
the  accrued  expenditures  under  such  appro¬ 
priation  or  fund  shall  lapse,  unless  hereafter 
provided  otherwise  in  an  appropriation  act 
or  other  law.  Any  remaining  balances  of 
each  such  appropriation  or  fund  shall  be 
merged  with  any  appropriation  or  fund  made 
for  the  same  general  purpose  for  the  ensuing 
fiscal  year  and  shall  constitute  a  single 
account.” 

(b)  Section  216  of  such  act,  as  amended 
(31  U.  S.  C.  24),  is  further  amended  by  in¬ 
serting  “(a)  ”  after  the  words  “Sec.  216.”  and 
by  adding  the  following  new  subsections: 

“(b)  The  requests  of  the  departments  and 
establishments  for  appropriations  shall,  in 
such  manner  and  at  such  times  as  may  be 
determined  by  the  President,  be  developed 
from  cost-based  budgets. 

"(c)  For  purposes  of  administration  and 
operation,  such  cost-based  budgets  shall  be 
used  by  all  departments  and  establishments 
and  their  subordinate  units.  Administra¬ 
tive  subdivisions  of  appropriations  or  funds 
shall  be  made  on  the  basis  of  such  cost-based 
budgets.”  * 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 
PROCEDURES  ACT  OF  1950 

Sec.  2.  (a)  The  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  is  amended  by  inserting 
after  section  105  thereof  the  following  new 
section: 

“ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

“Sec.  106.  The  head  of  each  executive  agen¬ 
cy  shall,  in  consultation  with  the  Director  of 
the  Bureau  of  the  Budget,  take  whatever 
action  may  be  necessary  to  achieve,  insofar 
as  is  possible,  (1)  consistency  on  accounting 
and  budget  classifications,  (2)  synchroniza¬ 
tion  between  accounting  and  budget  classi¬ 
fications  and  organizational  structure,  and 
(3)  support  of  the  budget  justifications  by 
information  on  performance  and  program 
costs  by  organizational  units.” 

(b)  Section  113  of  such  act  (31  U.  S.  C. 
66a)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

“(c)  As  soon  as  practicable  after  the  date 
of  enactment  of  this  subsection,  the  head  of 
each  executive  agency  shall,  in  accordance 
with  principles  and  standards  prescribed  by 
the  Comptroller  General,  cause  the  accounts 
of  such  agency  to  be  maintained  on  an  ac¬ 
crual  basis  to  show  the  resources,  liabilities, 
and  costs  of  operations  of  such  agency  with 
a  view  to  facilitating  the  preparation  of  cost- 
based  budgets  as  required  by  section  216  of 
the  Budget  and  Accounting  Act,  1921,  as 
amended.  The  accounting  system  required 
by  this  subsection  shall  include  adequate 
monetary  property  accounting  records  as  an 
integral  part  of  the  system.” 

(c)  Section  118  of  such  act  is  amended  by 
inserting  “113  (c)”  after  the  words  “section 
111.” 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING 
FUNDS 

Sec.  3.  Section  3679  (g),  Revised  Statutes, 
as  amended  (31  U.  S.  C.  665  (g) ),  is  further 
amended  by  adding  at  the  end  thereof  the 
following  sentence:  “In  order  to  have  a  sim¬ 
plified  system  for  the  administrative  subdi¬ 
vision  of  appropriations  or  funds,  each  agency 
shall  work  toward  the  objective  of  financing 
each  operating  unit,  at  the  highest  prac¬ 
tical  level,  from  not  more  than  one  adminis¬ 
trative  subdivision  for  each  appropriation 
or  fund  affecting  such  unit.” 

Mr.  DAWSON  of  Illinois.  Mr. 
Speaker,  I  offer  a  committee  amend¬ 
ment. 


The  Clerk  read  as  follows: 

Committee  amendment: 

Page  1,  line  6,  after  the  word  "amended” 
strike  out  all  down  to  and  including  “(1);” 
on  line  7. 

Page  1,  line  8,  strike  out  “(1)”  and  insert 
in  lieu  thereof  “(a).” 

Page  1,  line  9,  strike  “(2)  at  such  times 
as  may  be  practicable.”  and  insert  in  lieu 
thereof  “(b)  to  the  extent  deemed  desirable 
and  practicable  by  the  President,  and  at  such 
times  and  in  such  manner  as  he  may  deter¬ 
mine.” 

Page  1,  line  10,  strike  “subsec-.” 

Page  2,  line  1,  strike  “tions”  and  insert 
in  lieu  thereof  the  word  “subparagraphs.” 

Page  2,  line  1,  strike  “(3)”  and  insert  in 
lieu  thereof  “(c).” 

Page  2,  line  1,  strike  “(11)”  and  insert  in 
lieu  thereof  “(k) .” 

Page  2,  line  2,  strike  “respectively;  and 
by  adding  the  following  new  subsections:” 
and  insert  “respectively.” 

Page  2,  beginning  with  line  3,  strike  out  all 
of  the  language  through  page  3,  line  16. 

Page  3,  line  21,  after  the  word  “shall,”  in¬ 
sert  “to  the  extent  deemed  desirable  and 
practicable  by  the  President,  and.” 

Page  3,  line  22,  after  the  word  “as”,  in¬ 
sert  “he.” 

Page  3,  line  22,  after  the  word  “may”  de¬ 
lete  “be  determined  toy  the  President,”  and 
insert  “determine.” 

Page  3,  line  24,  after  the  word  “operations,” 
insert  “including  administrative  subdivisions 
of  funds.” 

Page  3,  line  25,  after  the  word  “by”  delete 
the  word  “all.” 

Page  4,  line  1,  after  the  word  “establish¬ 
ments”  insert  the  word  "concerned.” 

Page  4,  line  1,  after  the  word  "subordinate” 
delete  the  following:  “units.  Administra¬ 
tive  subdivisions  of  appropriations  or  funds 
shall  be  made  on  the  basis  of  such  cost- 
based  budgets.” 

Page  4,  line  17,  strike  “by  organizational 
units.” 

Page  4,  line  22,  after  the  word  “agency”  in¬ 
sert  the  word  “concerned.” 

Page  5,  line  2,  after  the  word  “of”  add  the 
word  "such.” 

Page  5,  line  2,  after  the  word  “as”  strike 
“re-.” 

Page  5,  line  2,  strike  “quired  by”  and  in¬ 
sert  “may  be  developed  pursuant  to.” 

Page  5,  line  12,  after  the  word  "to”  strike 
“have.” 

Page  5,  line  13,  strike  “a  simplified  system 
for”  and  insert  in  lieu  thereof  “achieve  sim¬ 
plification  in.” 

Page  5,  line  15,  after  the  word  "operating” 
strike  “unit,  at  the  highest.” 

Page  5,  line  16,  strike  "practical  level,  from 
not  more  than  one”  and  add  the  words 
“unit  through  minimum.” 

Page  5,  line  16,  after  the  word  “admin¬ 
istrative”  strike  “sub-.” 

Page  5,  line  17,  strike  the  word  “division” 
and  add  in  lieu  thereof  "subdivisions  con¬ 
sistent  with  operational  requirements.” 

The  committee  amendment  was  agreed 
to. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  was  read  the  third 
time,  and  passed,  and  a  motion  to  recon¬ 
sider  was  laid  on  the  table. 

Mr.  DAWSON  of  Illinois.  Mr.  Speak¬ 
er,  I  ask  unanimous  consent  for  the  im¬ 
mediate  consideration  of  the  bill  (S. 
3897)  to  improve  governmental  budget¬ 
ing  and  accounting  methods  and  pro¬ 
cedures,  and  for  other  purposes. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Illinois? 


Mr.  HOFFMAN  of  Michigan.  Mr. 
Speaker,  reserving  the  right  to  object, 
does  that  do  away  with  the  conference? 

Mr.  DAWSON  of  Illinois.  No;  it  does 
not.  This  is  to  expedite  it. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Illinois? 

There  being  no  objection,  the  Clerk 
read  the  bill,  as  follows : 

Be  it  enacted,  etc. — 

AMENDMENT  TO  THE  BUDGET  AND  ACCOUNTING 
ACT,  1921 

Sec.  X.  (a)  Section  201  of  the  Budget  and 
Accounting  Act,  1921,  as  amended  (31  U.  S.  C. 
11),  is  further  amended  by  inserting  “(a)” 
after  the  words  “Sec.  201.”;  by  changing 
subsection  (a)  to  subparagraph  (1);  by  add¬ 
ing  after  subparagraph  (1)  a  new  subpara¬ 
graph  “(2)  at  such  times  as  may  be  prac¬ 
ticable,  information  on  program  costs  and 
accomplishments”;  by  changing  subsections 
(b)  through  (j)  to  subparagraphs  (3) 
through  (11),  respectively;  and  by  adding 
the  following  new  subsections: 

“(b)  The  amounts  of  proposed  appropria¬ 
tions  referred  to  in  sections  201  (a)  and  203 
of  this  act  shall,  to  the  maximum  extent 
be  deemed  desirable  and  practicable  by  the 
President,  be  determined  on  an  annual  ac¬ 
crued  expenditure  basis. 

"  ‘Annual  accrued  expenditures’  shall  re¬ 
late  to  goods  and  services  to  be  received 
in  a  fiscal  year,  advance  payments,  progress 
payments,  and  such  other  payments  as  are 
authorized  by  law  to  be  made  in  such  fiscal 
year. 

“This  subsection  shall  not  apply  to  appro¬ 
priations  made  specifically  for  the  payment 
of  claims  certified  by  the  Comptroller  Gen¬ 
eral  and  of  judgments;  appropriations  for 
the  refund  of  Federal  taxes  and  of  other 
moneys  erroneously  received  and  covered 
into  the  Treasury  of  the  United  States;  ap¬ 
propriations  made  by  private  relief  acts  of 
Congress;  appropriations  for  the  payment 
of  interest  on  trust  funds;  revolving  funds 
or  appropriations  thereto;  appropriations  for 
the  payment  to  former  members  of  the 
Armed  Forces,  their  dependents  and  bene¬ 
ficiaries,  of  any  benefits  to  which  they  are 
entitled  by  reason  of  military  service;  ap¬ 
propriations  for  the  payment  of  pensions  and 
annuities;  appropriations  for  the  payment 
of  any  obligation  of  the  United  States  for 
which  liability  is  fixed  by  treaty;  and  other 
appropriations  or  funds  analogous  to  the 
foregoing. 

“(c)  The  conversion  to  the  use  of  annual 
accrued  expenditures  for  stating  proposed 
appropriations  in  accordance  with  section 
201  (b)  of  this  act  shall  be  accomplished 
in  such  manner  and  at  such  times  as  may 
be  determined  by  the  President. 

“(d)  As  of  the  end  of  each  fiscal  year, 
the  excess  of  any  appropriation  or  fund  made 
on  an  annual  acrued  expenditure  basis  over 
the  accrued  expenditures  under  such  appro¬ 
priation  or  fund  shall  lapse,  unless  here¬ 
after  provided  otherwise  in  an  appropriation 
act  or  other  law.  Any  remaining  balances 
of  each  such  appropriation  or  fund  shall 
be  merged  with  any  appropriation  or  fund 
made  for  the  same  general  purpose  for  the 
ensuing  fiscal  year  and  shall  constitute  a 
single  account.” 

(b)  Section  216  of  such  act,  as  amended 
(31  U.  S.  C.  24),  is  further  amended  by  in¬ 
serting  “(a)”  after  the  words  "Sec.  216,” 
and  by  adding  the  following  new  subsec¬ 
tions: 

"(b)  The  requests  of  the  departments  and 
establishments  for  appropriations  shall,  in 
such  manner  and  at  such  times  as  may  be 
determined  by  the  President,  be  developed 
from  cost-based  budgets. 
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i.  /  n  \  For  purposes  of  administration  and 
oDeration,  such  cost-based  budgets  shall  be 
used  by  all  departments  and  establishments 
and  their  subordinate  units.  Administra¬ 
tive  subdivisions  of  appropriations  or  funds 
shall  be  made  on  the  basis  of  such  cost- 
based  budgets." 

amendments  to  the  budget  and  accounting 

PROCEDURES  ACT  OF  1950 


SEC  2  (a)  The  Budget  and  Accounting 

Procedures  Act  of  1950  is  amended  by  in¬ 
serting  after  section  105  thereof  the  fol¬ 
lowing  new  section: 

"accounting  and  budget  classifications 


•‘Sec.  106.  The  head  of  each  executive 
agency  shall,  in  consultation  with  the  Di¬ 
rector  of  the  Bureau  of  the  Budget,  take 
whatever  action  may  be  necessary  to  achieve, 
insofar  as  is  possible,  (1)  consistency  in 
accounting  and  budget  classifications,  (2) 
synchronization  between  accounting  .  and 
budget  classifications  and  organizational 
structure,  and  (3)  support  of  the  budget 
justifications  by  information  on  perform¬ 
ance  and  program  costs  by  organizational 
units.” 

(b)  Section  113  of  such  act  (31  XT.  S.  C. 
66  a)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subsection: 

“(c)  As  soon  as  practicable  after  the  date 
of  enactment  of  this  subsection,  the  head 
of  each  executive  agency  shall,  in  accord¬ 
ance  with  principles  and  standards  pre¬ 
scribed  by  the  Comptroller  General,  cause 
the  accounts  of  such  agency  to  be  main¬ 
tained  on  an  accrual  basis  to  show  the  re¬ 
sources,  liabilities,  and  costs  of  operations 
of  such  agency  with  a  view  to  facilitating 
the  preparation  of  cost-based  budgets  as 
required  by  section  216  of  the  Budget  and 
Accounting  Act,  1921,  as  amended.  The  ac¬ 
counting  system  required  by  this  subsection 
shall  include  adequate  monetary  property 
accounting  records  as  an  integral  part  of  the 
system." 

(c)  Section  118  of  such  act  is  amended  by 
Inserting  “113  (c)  ”  after  the  words  “sec¬ 
tion  111." 


simplification  of  system  for  subdividing 

FUNDS 

Sec.  3.  Section  3679  (g),  Revised  Statutes, 
as  amended  (31  XT.  S.  C.  665  (g)  ),  is  further 
amended  by  adding  at  the  end  thereof  the 
following  sentence :  “In  order  to  have  a  sim¬ 
plified  system  for  the  administrative  sub¬ 
division  of  appropriations  or  funds,  each 
agency  shall  work  toward  the  objective  of 
financing  each  operating  unit,  at  the  high¬ 
est  practical  level,  from  not  more  than  one 
administrative  subdivision  for  each  appro¬ 
priation  or  fund  affecting  such  unit.” 


Mr.  DAWSON  of  Illinois.  Mr.  Speak¬ 
er,  I  offer  an  amendment. 

The  Clerk  read  as  follows : 

Amendment  offered  by  Mr.  Dawson  of 
Illinois :  Strike  out  all  after  the  enacting 
clause  of  S.  3897  and  insert  the  provisions 
of  H.  R.  11526  as  passed. 


The  amendment  was  agreed  to. 

Mr.  LIPSCOMB.  Mi-.  Speaker,  I  am 
pleased  to  support  this  bill  which  will 
improve  budget  and  accounting  methods 
and  procedures  in  the  Federal  Govern¬ 
ment. 

Since  significant  events  have  tran¬ 
spired  in  connection  with  the  subject 
matter  of  this  proposal  since  the  intro¬ 
duction  of  bills  on  this  subject,  I  believe 
that  it  would  be  well  to  review  briefly 
the  background  of  this  proposal. 

The  report  of  the  Second  Commission 
on  Organization  of  the  Executive  Branch 
of  the  Government — Hoover  Commis¬ 
sion — with  respect  to  Budget  and  Ac¬ 
counting  was  transmitted  to  the  Con¬ 


gress  by  Hon.  Herbert  Hoover,  Chairman 
of  the  Commission,  on  June  20,  1955. 

During  February  1956, 1  introduced  in 
the  House  a  bill,  H.  R.  9402,  to  put  into 
effect  the  majority  of  the  Commission’s 
recommendations  on  budget  and  ac¬ 
counting. 

The  House  Government  Operations 
Subcommittee  on  Executive  and  Legisla¬ 
tive  Reorganization  held  hearings  on 
H.  R.  9402  and  comparable  bills  during 
May  and  June  1956.  It  was  my  privilege 
to  appear  before  the  subcommittee  in 
support  of  the  bill  which  I  had  intro¬ 
duced.  Hon.  William  L.  Dawson,  chair¬ 
man  of  the  House  Government  Opera¬ 
tions  Committee  and  also  its  subcom¬ 
mittee  which  considered  this  legislation, 
graciously  permitted  me  to  participate 
in  the  subcommittee’s  hearings  on  both 
the  bill  which  I  had  introduced  and  on 
this  legislation  sponsored  by  Hon.  Paul 
G.  Rogers,  of  Florida. 

At  these  hearings  representatives  of 
the  Bureau  of  the  Budget,  the  General 
Accounting  Office,  the  Department  of  the 
Treasury,  and  the  Department  of  De¬ 
fense  testified  extensively  with  respect 
to  the  views  of  the  executive  branch  of 
the  Government  concerning  this  pro¬ 
posed  legislation.  In  addition,  Mr.  J. 
Harold  Stewart,  former  Chairman  of  the 
Hoover  Commission’s  Task  Force  on 
Budget  and  Accounting,  presented  his 
views  to  the  committees. 

On  April  29,  1956,  the  White  House 
released  an  exchange  of  correspondence 
between  the  President  and  Hon.  Percival 
F.  Brundage,  Director  of  the  Bureau  of 
the  Budget,  revealing  that  steps  had 
already  been  taken  by  the  Bureau  of  the 
Budget  and  by  some  of  the  departments 
of  the  executive  branch  of  the  Govern¬ 
ment  to  put  into  effect  administratively 
some  of  the  recommendations  of  the 
Hoover  Commission  with  respect  to 
budget  and  accounting. 

On  May  10,  1956,  the  President,  in  a 
special  message  to  the  Congress,  urged 
that  the  Congress  seek  the  early  enact¬ 
ment  of  appropriate  legislative  provi¬ 
sions  to  support  the  major  objectives  of 
the  Hoover  Commission’s  recommenda¬ 
tions  on  budget  and  accounting.  In  this 
message  the  President  reviewed  briefly 
the  administrative  action  already  taken, 
and  said: 

The  actions  being  taken  by  the  executive 
branch  to  put  many  of  the  Commission's 
proposals  into  effect  will  require  close  coor¬ 
dination  with  the  legislative  branch  and 
merit  the  support  which  the  Congress  should 
and  can  provide.  I  urge  that  the  Congress 
seek  the  early  enactment  of  appropriate  leg¬ 
islative  provisions  to  support  the  main  objec¬ 
tives  of  the  Commission’s  recommendations. 

Since  the  passage  of  the  Budget  and 
Accounting  Act  of  1921,  much  has  been 
said  and  written  about  the  Federal 
budget  process.  In  the  35  years  since 
the  adoption  of  that  act  a  great  deal  of 
progress  has  been  made  in  improving 
Federal  fiscal  procedures.  If  the  size  and 
nature  of  the  Federal  Government  had 
remained  at  the  1921  level,  today’s 
budget  processes  would  probably  be  ade¬ 
quate.  But  today  the  size  and  complex¬ 
ity  of  the  operations  of  the  Government 
have  grown  many  fold  since  1921,  and 
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the  annual  budget  of  some  $60  billion 
is  an  amount  undreamed  of  in  1921. 

That  the  present  fiscal  system  has  se¬ 
rious  shortcomings  is  rather  unani¬ 
mously  agreed  by  all  authorities  in  the 
field.  As  to  agreement  on  particular 
shortcomings  there  is  not  so  much 
unanimity,  and  with  regard  to  possible 
corrective  measures  there  is  reasonable 
agreement  on  certain  approaches  and 
some  disagreement  on  others. 

The  decade  since  the  end  of  World 
War  II  has  seen  a  growing  demand  for 
modernization  of  the  budget  process, 
and  some  progress  has  been  made  such 
as  the  Government  Corporation  Control 
Act  of  1945,  which  placed  the  operations 
and  accounting  of  Government  corpo¬ 
rations  on  a  business-type  system;  the 
1949  amendment  to  title  IV  of  the  Na¬ 
tional  Security  Act  of  1947,  which  pro¬ 
vided  for  performance  budgeting  in  the 
Department  of  Defense;  and  the  Budget 
and  Accounting  Procedures  Act  of  1950, 
which  carried  out  some  of  the  recom¬ 
mendations  of  the  first  Hoover  Com¬ 
mission,  and  took  some  major  steps  to¬ 
ward  revitalizing  the  budget  process. 

Despite  the  fact  that  the  record  shows 
considerable  progress,  we  still  have  a 
long  way  to  go.  There  have  been  many 
proposals  made  which  would  purport  to 
improve  our  fiscal  system,  with  each  re¬ 
ceiving  varying  degrees  of  support  from 
fiscal  experts,  both  in  and  out  of  the 
Government.  Naturally  some  have  more 
merit  than  others.  On  several  of  the 
major  proposals  there  is  substantial 
agreement  on  the  general  plan,  but  se¬ 
rious  disagreement  on  the  manner  of 
implementation.  A  great  many  of  these 
proposals,  most  of  which  appear  to  have 
merit  in  the  long  run,  are  in  the  field 
of  procedural  changes  such  as  the  pro¬ 
posals  for  an  omnibus  appropriation  bill 
coupled  with  the  item  veto,  and  changes 
in  the  organizational  structure  of  Con¬ 
gress  to  provide  for  more  coordinated 
consideration  of  appropriation  and  reve¬ 
nue  measures.  In  addition,  there  are 
many  other  recommendations  worthy  of  , 
the  most  careful  consideration  as  long 
range  methods  of  improving  the  fiscal 
performance  of  our  Government  as  a 
whole.  There  is  probably  no  panacea 
for  all  of  our  problems  in  the  area  of 
fiscal  performance  and  responsibility, 
but  there  certainly  must  be  a  logical 
starting  point,  and  only  by  starting  at 
the  proper  place  can  we  hope  to  achieve 
the  goals  toward  which  all  of  us  believe 
we  should  work. 

It  would  seem  that  the  starting  point 
is  the  development  of  sound,  accurate, 
meaningful,  useful  fiscal  data  which 
could  be  generated  from  an  adequate  and 
efficient  budget  and  accounting  system. 
Until  we  put  the  fiscal  operations  of  the 
Government  on  such  a  system,  all  the 
desirable  procedural  changes  in  the 
world  will  have  only  minimum  effective¬ 
ness. 

It  would  seem  that  the  budget  and  ac¬ 
counting  recommendations  of  the  Sec¬ 
ond  Hoover  Commission  in  its  1955  re¬ 
port  to  the  Congress  on  budget  and  ac¬ 
counting  provide  one  of  the  best  com¬ 
prehensive  feasible  approaches  to  the 
problem.  The  omnibus  bill  which  I  in¬ 
troduced  in  the  House  was  intended  to 
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be  a  single  omnibus  bill  including  all  of 
the  Hoover  Commission’s  recommenda¬ 
tions  on  budget  and  accounting  that  ap¬ 
peared  to  be  feasible  to  adopt  at  this 
time. 

I  strongly  urge  the  enactment  of  this 
legislation  because  I  believe  such  legis¬ 
lation  will  make  possible  more  effective 
congressional  control  over  Government 
expenditures.  Such  legislation  would  do 
this  by  providing  for  cost-based  account¬ 
ing  and  cost-based  budgeting  throughout 
the  Government. 

The  bill  amends  the  Budget  and  Ac¬ 
counting  Act  of  1921  and  the  Budget 
and  Accounting  Procedures  Act  of  1950 
so  as  to  improve  Federal  budgeting  and 
accounting  methods  and  procedures  as 
recommended  by  the  Commission  on 
Organization  of  the  Executive  Branch 
of  the  Government,  to  permit:  First, 
the  inclusion  of  program  costs  and  ac¬ 
complishments  jn  the  annual  budget; 
second,  the  agencies  to  prepare  and  exe¬ 
cute  their  budgets  on  a  cost  basis;  third, 
the  head  of  each  agency  to  bring  about 
consistency  between  accounting  and 
budget  classifications;  fourth,  the  syn¬ 
chronization  of  the  accounting  and  bud¬ 
get  classifications  with  the  organization 
structure;  fifth,  support  of  the  budget 
justifications  by  information  on  per¬ 
formance  and  program  costs  by  organ¬ 
izational  units;  sixth,  each  agency  to 
maintain  its  accounts  on  an  accrual  basis 
showing  resources,  liabilities,  and  oper¬ 
ating  costs;  seventh,  the  integration  of 
property  accounting  records  with  the 
financial  accounting  system;  and  eighth, 
the  simplification  of  agency  systems  for 
subdividing  funds. 

The  General  Accounting  Office,  in  its 
comments  on  this  legislation,  points  out 
that  the  primary  advantage  of  budget¬ 
ing  on  a  cost  basis  to  both  management 
officials  in  the  agencies  and  the  Con¬ 
gress  is  that  total  resources  to  be  used — 
on  hand,  on  order,  and  to  be  procured — . 
are  reviewed,  rather  than  limiting  the 
budget  review  processes  to  primary  con¬ 
sideration  of  the  programs  and  projects 
for  which  new  appropriations  are  being 
requested.  In  terms  of  numbers  of  ac¬ 
tivities  or  appropriations,  there  is  a  rela¬ 
tively  close  relationship  between  obli¬ 
gations,  expenditures,  and  costs  in  those 
many  operations  primarily  concerned 
with  personal  services.  On  the  other 
hand,  dollar  wise,  the  greatest  signifi¬ 
cance  should  be  attached  to  those  ap¬ 
propriations  relatively  few  in  number 
but  which  provide  for  operations  involv¬ 
ing  vast  quantities  of  materials  and 
physical  assets  representing  the  major 
portion  of  Government  expenditures. 
Major  procurement,  construction,  and 
research  and  development  ordinarily  fall 
in  this  latter  category  of  major  expendi¬ 
tures,  and  it  is  in  these  areas  that  budg¬ 
eting  on  a  cost  basis  would  produce 
major  savings,  although  the  adoption  of 
cost-based  budgeting  would  improve  fi¬ 
nancial  management  in  many  other 
areas  also. 

The  Congress,  by  enactment  of  the 
Budget  and  Accounting  Procedures  Act 
of  1950,  took  a  significant  step  forward 
in  providing  for  the  use  of  program  or 
performance  budgets  by  the  executive 
agencies  of  the  Government.  The  objec¬ 
tive  of  that  law  was  to  have  the  Govern¬ 


ment  departments  show  how  they  in¬ 
tended  to  spend  their  money  on  the  basis 
of  the  major  programs  that  the  agencies 
carry  out.  To  make  such  a  budget  effec¬ 
tive  and  meaningful,  Government  ac¬ 
counts  must  be  kept  on  a  cost  basis  and 
not  merely  on  an  obligations  basis.  The 
agencies  must  be  able  to  tell  what  a  given 
program  has  cost  in  a  given  fiscal  year, 
and  not  merely  how  much  appropriated 
funds  have  been  spent  in  a  given  fiscal 
year.  Only  with  adequate  accrual  cost- 
based  accounts  can  a  budget  be  devel¬ 
oped  that  will  show  how  much  a  given 
•program  is  likely  to  cost  in«a- given  fiscal 
year.  Thus  the  enactment  of  legislation 
•  of  this  type,  in  my  opinion,  is  a  neces¬ 
sary  step  to  make  thoroughly  effective 
the  Budget  and  Accounting  Procedures 
Act  of  1950. 

If  the  Congress,  made  up  of  the  chosen 
representatives  of  the  American  people, 
is  to  exercise  any  constitutional  degree  of 
effective  control  over  the  executive 
branch,  it  must  be  in  a  position  to  control 
the  amount  of  money  to  be  expended  by 
it.  Effective  control  over  the  purse  is 
one  of  the  most  important  devices  avail¬ 
able  to  the  Congress  for  protecting  the 
American  people  from  the  potentiality  of 
irresponsible  expenditures. 

A  few  of  the  Hoover  Commission’s  rec¬ 
ommendations  for  budget  and  account¬ 
ing  were  omitted  from  this  legislation  for 
various  reasons. 

The  most  obvious  recommendation 
which  is  not  implemented  in  the  House 
version  is  recommendation  No.  7  which 
would  put  the  executive  budget  and  con¬ 
gressional  appropriations  in  terms  of  an¬ 
nual  accrued  expenditures.  It  was 
thought  that  this  would  require  chang¬ 
ing  the  present  manner  of  handling  long 
lead  time  programs,  such  as  major  pro¬ 
curement  and  construction  contracts, 
primarily  in  the  Department  of  Defense, 
and  that  enactment  of  such  a  measure 
would  necessarily  be  better  deferred  un¬ 
til  development  of  a  basic  foundation  and 
adequate  accounting  and  an  ability  to 
program  and  report  to  the  Congress  more 
effectively. 

One  or  two  other  recommendations 
were  omitted  because  they  were  consid¬ 
ered  to  require  the  development  of  ade¬ 
quate  systems  before  they  would  have 
any  effect. 

Hoover  Commission  recommendation 
No.  8  relatjpg  to  limitations  upon  legis¬ 
lation  committing  the  Government  to 
continuing  expenditures  for  special  pro¬ 
grams  which  are  not  susceptible  to  the 
usual  budgetary  control  was  omitted  be¬ 
cause,  other  than  as  a  hopeful  statement 
of  policy,  no  measures  short  of  constitu¬ 
tional  amendment  could  effectively  bind 
future  Congresses  to  such  a  policy. 

Hoover  Commission  recommendation 
No.  18,  which  would  relieve  the  General 
Accounting  Office  of  the  need  to  approve 
claims  on  lapsed  appropriations,  was 
omitted  because  of  the  pendency  of  sepa¬ 
rate  legislation  on  this  matter  before 
Congress. 

Hoover  Commission  Recommendation 
No.  19,  which  would  allow  the  Comptrol¬ 
ler  General  to  relieve  accountable  officers 
of  financial  liability  except  where  losses 
result  from  gross  negligence  or  fraud, 
was  omitted  because  it  was  felt  that  the 
present  provisions  of  Public  Laws  334  and 


365,  84th  Congress,  are  adequate  to  pro¬ 
vide  relief  of  the  nature  intended. 

Several  significant  provisions  origi¬ 
nally  included  in  H.  R.  9402,  the  bill 
which  I  introduced,  were  not  included  in 
the  bill  now  before  the  House.  Most  of 
these  provisions  were  omitted  because 
the  Bureau  of  the  Budget  informed  the 
committee  that  it  believed  no  legislative 
authority  was  required  to  insure  their 
implementation.  Even  though  this  may 
be  true,  I  believe  that  it  would  have  been 
in  the  public  interest  to  have  a  legislative 
declaration  indicating  that  Congress  de- 
-  sired  these  things  to  be  done. 

For  example,  section  1  (a)  of  H.  R. 
9402,  would  have  directed  the  Director  of 
the  Bureau  of  the  Budget  to  prepare 
<  comprehensive  reports  showing  the  fac¬ 
tual  results  of  the  activities  of  the  de¬ 
partments  and  establishments.  Simi¬ 
larly,  section  1  (b)  would  have  directed 
that  subordinate  operating  units  of  de¬ 
partments  and  establishments  should 


submit  quarterly  performance  reports. 
Further,  section  1  (b)  would  also  have 
amended  section  216  (b)  of  the  Budget 
and  Accounting  Act  of  1921  to  provide 
that  the  budget  contain  information  on 
program  costs  and  accomplishments. 
All  of  these  provisions  were  omitted  from 
the  present  bill  because  the  Bureau  of 
the  Budget  considered  that  it  had  plenty 
of  authority  to  do  these  things  and  stated 
that  it  was  the  present  policy  of  the 
Bureau  to  carry  out  these  recommenda¬ 
tions  without  legislation. 

Section  1  (c)  of  H.  R.  9402  would  have 
provided  that  the  Director  of  the  Bureau 
of  the  Budget  should  assign  personnel 
from  that  Bureau  to  serve  in  the  depart¬ 
ments  and  agencies  to  aid  in  the  prepa¬ 
ration  and  review  and  administration  of 
their  budgets.  The  Bureau  of  the  Budg¬ 
et  stated  that  it  believed  that  this  pro¬ 
cedure  was  desirable,  but  that  it  con¬ 
sidered  that  the  objectives  could  be 
achieved  if  the  Bureau  staff  were  en¬ 
larged  and  if  measures  are  invoked  to 
increase  substantially  the  provision  of 
staff  time  spent  in  on-site  reviews  of 
agency  operations.  Again,  the  Bureau 
of  the  Budget  considered  that  it  had 
plenty  of  authority  to  perform  these  op¬ 
erations  if  it  were  granted  increased  staff. 


Section  2  (c)  of  H.  R.  9402  would  have 
provided  for  an  amendment  to  section 
119  of  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  providing  for  the 
creation  of  a  Staff  Office  of  Accounting. 
The  Bureau  of  the  Budget  in  its  state¬ 
ment  on  April  29  asserts  that  it  has  al¬ 
ready  appointed  an  Assistant  Director  to 
deal  specifically  with  accounting  prob¬ 
lems  and  that,  as  a  consequence,  no  legis¬ 
lation  is  needed. 

Section  2  (c)  of  H.  R.  9402  would  also 
have  provided  that  section  121  (a)  of 
the  Budget  and  Accounting  Procedures 
Act  of  1950  should  be  amended  to  pro¬ 
vide  for  the  appointment  of  comptrollers 
in  the  major  departments  and  establish¬ 
ments.  The  Bureau  of  the  Budget  be¬ 
lieves  that  the  controllership  function 
should  be  performed  in  all  departments 
and  agencies  but  that  it  is  undesirable 
and  unnecessary  that  legislation  be  en¬ 
acted  to  create  specific  offices  of  this  type 
in  all  departments  and  agencies.  It 
believes  that  most  department  heads 
have  the  authority  to  organize  the  comp- 
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trollership  functions  within  their  estab¬ 
lishments  under  existing  laws. 

Section  5  of  H.  R.  9402  would  have  pro¬ 
vided  that  the  Director  of  the  Bureau  of 
the  Budget  and  the  Comptroller  General 
jointly  make  a  study  to  determine 
whether  duplicate  accounts  exist  within 
the  Treasury  and  whether  there  is  dupli¬ 
cation  between  the  accounts  of  the 
Treasury  and  those  of  other  depart¬ 
ments.  The  Treasury  Department  con¬ 
tends  that  there  is  now  no  duplication 
within  its  own  accounts.  The  Bureau  of 
the  Budget  and  the  Treasury  Department 
assert  that  whatever  duplication  that 
might  have  existed  between  the  Treasury 
accounts  and  those  of  departments  and 
agencies  is  being  eliminated.  This  sec¬ 
tion  also  would  have  provided  that  these' 
two  officials  jointly  should  study  the  ade¬ 
quacy  of  internal  auditing  within  de¬ 
partments  and  agencies.  The  Bureau  of 
the  Budget  asserts  that  the  Joint  Pro¬ 
gram  for  the  Improvement  of  Accounting 
in  the  Federal  Government  is  in  a  posi¬ 
tion  to  make  such  studies  and  will  make 
such  studies.  Therefore,  the  Bureau  of 
the -Budget  stated  that  it  believed  this 
language  was  unnecessary. 

I  agree  with  the  general  theory  that 
legislation  should  not  unnecessarily  en¬ 
cumber  and  restrict  the  administrative 
mechanisms  and  practices  and  proce¬ 
dures  which  are  in  many  instances  best 
left  to  the  considered  discretion  of  the 
executive  branch  of  the  Government.  I 
believe,  however,  that  the  performance 
of  essentially  all  of  the  functions  enu¬ 
merated  which  were  included  in  H.  R. 
9402  but  omitted  from  the  present  bill 
are  important  to  the  complete  and  -most 
effective  implementation  of  the  present 
legislation. 

Therefore,  I  would  urge  that  the  Mem¬ 
bers  of  the  Congress,  and  particularly 
the  appropriate  committees  of  the  Con¬ 
gress,  continue  to  follow  closely  the  ac¬ 
tions  of  the  Bureau  of  the  Budget  and 
the  General  Accounting  Office  to  insure 
that  they  actually  exercise  effectively 
and  in  timely  fashion  the  authority 
which  they  assert  they  already  have  to 
perform  the  various  functions  enumer¬ 
ated  in  H.  R.  9402  but  omitted  from  the 
present  bill  because  of  the  assurances 
received  from  these  agencies. 

In  view  of  the  need  for  improved  fis¬ 
cal  performance,  the  savings  in  the  cost 
of  operation  of  the  Government  to  berf 
realized  through  efficient  financial  man¬ 
agement,  and  the  need  to  put  the  Fed¬ 
eral  budget  on  a  basis  so  that  Congress 
can  more  intelligently  make  the  impor¬ 
tant  policy  determinations  as  to  the  ex¬ 
tent  and  scope  of  Federal  programs,  I 
strongly  urge  that  the  House  take  fa¬ 
vorable  action  on  this  legislation  which 
is  of  such  prime  importance  to  every 
citizen.  Taking  the  steps  included  in 
this  bill  will  put  the  Congress  in  a  bet¬ 
ter  position  to  properly  analyze  the 
budget  itself  and  to  better  consider  the 
appropriation  bills  covering  the  pro¬ 
jected  operations  of  the  many  depart¬ 
ments  and  agencies  of  our  Government. 

I  believe  that  favorable  House  action 
upon  this  legislation  will  be  a  logical  and 
necessary  step  to  further  the  objectives 


of  the  Budget  and  Accounting  Proce¬ 
dures  Act  of  1950. 

I  commend  the  Committee  on  Govern¬ 
ment  Operations  and  the  House  for  the 
interest  and  concern  being  shown  in  the 
constructive  consideration  of  this  type 
of  legislation. 

The  bill  was  ordered  to  be  read  a  third 
time,  was  read  the  third  time,  and 
passed,  and  a  motion  to  reconsider  was 
laid  on  the  table. 

The  proceedings  whereby  H.  R.  11526 
was  passed  were  vacated  and  that  bill 
laid  on  the  table. 
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LEAVE  TO  EXTEND 


Mr.  CANNON  asked  and  was  given 
permission  to  extend  his  remarks  fol¬ 
lowing  those  of  Mr.  Dawson  of  Illinois. 


CED  TO  EXTEND  MILITARY 
HOUSING  PROGRAM 

(Mr.NADDONIZIO  asked  and  was  given 
permission  to  address  the  House  for  1 
minute  and  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  AEJDONIZIO.  Mr.  Speaker, 
failure  to  extend  the  military  housing 
program  could  have  grave  consequences , 
in  terms  of  our  national  security.  Gen? 
eral  LeMay  and  other  competent  spoke 
men  for  the  military  have  emphasized 
that  decent  housing  inessential  to  attract 
and  retain  key  career  military  personnel. 

Unless  we  have  general  housing  legis¬ 
lation  this  year,  the  title,  VIII  military 
housing  program  will  expir^/September 
30,  1956.  This  would  be\a  national 
calamity  and  it  must  no0)eVillowed  to 
occur. 

In  its  recent  action  tabling  H.  R.  11742, 
the  general  housing  bill,  the  Rulek  Com¬ 
mittee — those  members  who  voted  to 
table — were,  I  arty  told,  motivated  by  a 
distaste  for  the  ptiblic  housing  provisions 
contained  in  the  bill. 

Now  I  realize  that  public  housing  is  a\ 
controversial  subject.  But  I  am  also 
sure  that  the  provision  of  adequate  hous¬ 
ing  for  ti^e  military  is  not  a  controversial 
subject^ 

Season  601  of  H.  R.  11742  would  ex¬ 
tend/the  title  VIII  military  housing  pro¬ 
gram  for  a  3-year  period.  It  would  in¬ 
crease  the  size  of  the  program  from  100,- 
100  units  to  150,000  units.  It  would  also 
raise  the  permitted  average  cost  per 
dwelling  unit  so  that  the  military  can 
build  the  desirable  housing  which  it 
needs. 

It  would  be  unthinkable  to  let  the  mili¬ 
tary  housing  program  come  to  an  end 
merely  because  there  is  objection  to  a 
single  Section  of  a  bill  which  after  all  is 
an  omnibus  bill  extending  and  improv¬ 
ing  a  dozen  or  more  essential  housing 
programs. 

It  is  my  sincere  hope  that  the  action 
of  the  Rules  Committee  can  be  recon¬ 
sidered  so  that  the  general  housing  bill 
can  be  given  a  green  light  for  floor  de¬ 
bate.  Apart  from  public  housing,  the 
many  other  essential  housing  programs, 
and  particularly  the  military  housing 
program,  are  essential  to  the  national 
welfare. 


INACCURATE  NEWSPAPER 
REPORTING 

(Mr.  WILSON  of  Indiana  asked  and 
was  given  permission  to  address  the 
House  for  1  minute,  to  revise  and  exter 
his  remarks  and  to  include  a  comment 
by  the  Honorable  William  G.  Brajl  of 
Indiana.) 

Mr.  WILSON  of  Indiana'.  Mr. 
Speaker,  on  July  11  there  appeared  an 
article  in  the  Cincinnati  Enquirer  quot¬ 
ing  my  political  opponent  ha  the  coming 
November  elections  as  saying,  in  part: 

Only  last  week,  according  to  newspapers, 
he — 

Meaning  Congressfnan  Wilson — 
was  absent — not  vpving — on  the  veterans’ 
bill. 

Actually,  Mi/  Speaker,  I  was  present 
and  voting  ob  that  measure.  First,  I 
voted  agaipbt  the  motion  to  recommit 
the  bill  yhich,  we  all  know,  was  the 
critical  Vote  since  the  recommital  mo¬ 
tion  vfts  intended  to  kill  the  bill.  Im¬ 
mediately  following  defeat  of  this  mo¬ 
tion^ came  the  vote  on  final  passage  of 
tl>e  measure.  I  voted  “aye,”  or  in  favor 
passage. 

Unfortunately,  the  Congressional 
Record  covering  activities  of  the  Con¬ 
gress  on  June  27,  the  day  of  the  veterans’ 
pension  bill  vote,  erroneously  recorded 
me  as  “not  present”  when  the  pension 
bill  was  voted  -upon.  This  error  was 
corrected  in  the  permanent  Record,  and 
on  July  3  the  error  was  noted  in  the 

CONGRESSIONAL  RECORD. 

Mr.  BRAY.  Will  the  gentleman 
yield? 

Mr.  WILSON  of  Indiana.  I  yield  to 
my  colleague  from  Indiana, 

Mr.  BRAY.  Mr.  Speaker,  I  am  glad 
to  corroborate  the  statement  just  made 
by  my  colleague,  Mr.  Wilson.  On  that 
day  I  was  sitting  alongside  Mr.  Wilson 
in  this  Chamber  and  we  both  voted 
‘aye”  on  final  passage  of  the  bill,  and  the 
permanent  Record  so  shows. 
vMr.  WILSON  of  Indiana.  Thank  you, 
Bray.  My  record  in  favor  of  vet¬ 
erans’  legislation  is  100  percent.  I  want 
to  k^p  it  that  way. 


CORRECTION  OF  THE  RECORD 

Mr.  HOFFMAN  of  Michigan.  Mr. 
Speaker,  I  ask  unanimous  consent  that 
from  the  remarks  I  made  yesterday,  that 
appeared  in  the  Congressional  Record 
of  July  12,  page  11^76,  following  the  word 
“body”  in  the  20tmline  from  the  bottom 
of  the  page,  third  oolumn,  the  next  20 
words  may  be  stricke 

Also  I  ask  unanimoils  consent  to  in¬ 
clude  certain  remarks  irkthe  Record  on 
page  11355  immediately  preceding  the 
motion  which  was  offeredA  I  may  say 
that  I  had  permission  yesterday  to  ex¬ 
tend  the  remarks,  but,  for  some  reason, 
perhaps  inadvertently,  they  were  omit¬ 
ted. 

The  SPEAKER.  Without  objeJ^on, 
It  is  so  ordered. 

There  was  no  objection. 
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I  cannot  say  that  the  bills  will  neces¬ 
sarily  bewailed  in  the  order  I  have  given. 

Any  further  program  of  course  will  be 
announcecrJater. 

Conferenc\reports  may  be  brought  up 
at  any  time. 


POLISH  CITI2 


Mi 


IS  OF  LOWELL, 
3S. 


The  SPEAKER.  ISlider  the  previous 
order  of  the  House,  Che  gentlewoman 
from  Massachusetts  [Mirs.  Rogers!  is 
recognized  for  5  minutes.' 

Mrs.  ROGERS  of  Massachusetts.  Mr. 
Speaker,  I  received  the  following  letter 
from  the  White  Plouse  today: 

The  White  Hoi 
Washington,  July  13?\1956. 
The  Honorable  Edith  Nourse  Rogers/ 

House  o/  Representatives , 

Washington,  D.  C. 

My  Dear  Mrs.  Rogers:  On  behalf  of  tl 
President,  I  am  pleased  to  acknowledge  your\ 
July  10th  letter  and  enclosure.  I  hope  you 
will  convey  to  the  Polish  citizens  of,  1  .owe 1 1 , 
Mass.,  who  signed  the  resolution  the  assur¬ 
ance  that  they  are  not  alone  in  their  concern 
over  the  treatment  accorded  those  who  took 
part  in  the  Poznan  uprising.  Our  Govern¬ 
ment’s  policies  and  actions  have  been  aimed 
at  being  as  helpful  as  they  can  to  those  who 
have  suffered  in  this  difficult  situation,  and 
the  resolution  has  been  brought  to  the  atten¬ 
tion  of  those  in  the  executive  branch  most 
directly  concerned.  Your  courtesy  in  bring¬ 
ing  this  important  communication  to  the 
President’s  personal  attention  is  much  ap¬ 
preciated. 

With  kindest  regard. 

Sincerely, 

Bryce  N.  Harlow, 
Administrative  Assistant  to  the 
President. 


EXPRESSION  OF  APPRECIATION  TO 
SECRETARY  WILSON 

Mrs.  ROGERS  of  Massachusetts.  Mr. 
Speaker,  in  the  closing  days  or  weeks  of 
the  Congress  I  would  like  to  express  my 
appreciation  to  Mr.  Wilson,  Secretary 
of  National  Defense,  and  to  the  Army 
and  the  Air  Corps.  To  them  I  extend 
my  very  deep  appreciation  for  their  co¬ 
operation  during  this  last  year.  I  do  not 
know  what  my  district  and  I  would  have 
done  without  them. 

HON.  CARLOS  P.  ROMULO 

(Mr.  ROBSION  of  Kentucky  askeji'and 
was  given  permission  to  address  the 
House  for  1  minute  and  to  include  an 
address  by  General  Romulo.), 

Mr.  ROBSION  of  Kentucky.  Mr. 
Speaker,  Bellarmine  College,  one  of  our 
country’s  institutions  of  /learning  that 
is  making  its  mark  in  cur  educational 
world,  a  few  days  ago  Awarded  its  sec¬ 
ond  annual  Bellarmifie  Medal  to  Gen. 
Carlos  P.  Rbmulo,  .Philippine  Ambassa¬ 
dor  to  the  United-Estates.  In  announc¬ 
ing  the  award  of  the  medal,  the  presi¬ 
dent  of  Bellarmine  College,  Msgr.  Alfred 
F.  Horrigan,  /a|fl  in  a  press  release : 

The  Bellapine  medal  for  1956  will  be  pre¬ 
sented  to /Carlos  P.  Romulo,  Ambassador 
from  the/Philippines  to  the  United  States. 
The  presentation  ceremonies  will  take  place 
on  June  26,  1956,  at  a  civic  dinner  scheduled 
lor  Die  Flag  Room  of  the  Kentucky  Hotel. 

le  Bellarmine  medal  award  was  estab¬ 
lished  by  Bellarmine  College  last  year.  It 


is  named  for  St.  Robert  Bellarmine,  patron 
of  the  college.  Its  purpose  is  to  honor  an¬ 
nually  a  person  who,  on  the  national  or  in¬ 
ternational  scene,  has  exemplified  in  a  spe¬ 
cial  manner  the  qualities  of  justice,  charity 
and  temperance  in  dealing  with  difficult  and 
controversial  problems. 

These  qualities  marked  in  an  extraordi¬ 
nary  degree  the  character  of  Robert  Bellar¬ 
mine.  He  lived  in  the  turbulent  and  con¬ 
troversial  16th  century.  He  was  deeply  in¬ 
volved  in  many  of  the  central  controversies 
of  his  day.  His  dispassionate  devotion  to 
truth,  his  mildness  in  debate,  his  fairness 
to  opponents  won  for  him  universal  ac¬ 
claim. 

The  Bellarmine  medal  was  awarded  for 
the  first  time  last  spring.  Its  recipient  was 
Jefferson  Caffery,  often  referred  to  as  the 
dean  of  the  United  States  diplomatic  corps. 
Shortly  before  receiving  the  Bellarmine 
medal  last  year,  he  concluded  a  44-year 
career  in  the  Foreign  Service  by  resigning 
as  American  Ambassador  to  Egypt. 

The  presentation  ceremony  dinner  honor¬ 
ing  Ambassador  Romulo  on  June  26,  will  be 
^.sponsored  by  the  Bellarmine  College  Board 
Overseers.  The  present  officers  of  the 
bbard  are  Mr.  B.  J.  Lenihan,  Mr.  William  P. 
Kefiy,  and  Mr.  Bart  A.  Brown,  Sr.  Guests 
of  hWnor  at  the  dinner  will  include  public 


appointed  ambassador 
In  February  1954  he  was  appointed  special 
and  personal  envoy  of  the  President  of  tha/ 
Philippines  to  the  United  States.  He  re¬ 
signed  this  position  on  September  23,  lj)55. 
The  next  day  he  was  appointed  Ambassador 
to  the  United  States.  / 

Ambassador  Romulo  has  been  awarded 
honorary  degrees  by  27  universities^  includ¬ 
ing  the  University  of  Athens,  Temple,  Notre 
Dame,  Manhattan  College,  H/frvard,  and 
Boston  College.  He  was  nominated  for  the 
Nobel  peace  prize  in  1951  a.nd"l953. 

He  is  the  author  of  severywldely  acclaimed 
books  written  in  Englisiy  Among  them  is 
his  famous  I  Saw  the  .Fall  of  the  Philip¬ 
pines,  Crusade  in  Asi^f  and  his  latest,  The 
Meaning  of  Bandung/ 

Business  and  cimc  leaders  of  the  com¬ 
munity  are  being  invited  by  the  college 
board  of  overseers  to  serve  as  members  of 
the  committee/of  sponsors  for  the  June  26 
presentation  dinner. 

General  Romulo  delivered  on  that  oc¬ 
casion  tUe  following  address  which  I  in¬ 
clude  as  part  of  the  Record.  During  the 
week,  when  he  received  this  medal  from 
BeUarmine  College,  General  Romulo  was 
also  honored  by  Denison  University,  in 


official  of  the  state  and  local  community  Granville,  Ohio,  and  by  the  University  of 
and  representatives  of  other  institutions  of  / San  Francisco,  in  California,  when  each 


university  conferred  on  him  the  degree 
of  doctor  of  laws,  and  by  Bucknell  Uni¬ 
versity,  in  Lewisburg,  Pa.,  which  con¬ 
ferred  on  him  the  degree  of  doctor  of 
civil  law. 

Address  Delivered  by  Gen.  Carlos  P.  Romulo, 
Philippine  Ambassador  to  the  United 
States,  Upon  Being  Awarded  the  Bellar¬ 
mine  Medal,  Bellarmine  College,  Louis¬ 
ville,  Ky,  Tuesday,  June  26,  1956 
I  am  thrice  honored  today.  You  have  hon¬ 
ored  me  by  asking  me  here  to  speak  in  this 
great  institution  of  learning  where  our  true 
faith  is  taught.  You  have  honored  me  by 
awarding  me  the  Bellarmine  medal,  and 
Robert  Bellarmine  stood  out  in  the  sixteenth 
century  as  a  great  scholar,  a  profound  phil¬ 
osopher,  and  a  divinely  inspired  theologian. 
You  have  honored  me  by  cho'osing  me  as 
the  succeeding  recipient  of  the  medal  last 
year  awarded  to  Ambassador  Jefferson  Caf¬ 
fery,  dean  of  American  diplomats. 

Diplomacy  is  an  unusual,  vital,  and  im- 
thor,  many  observers  feeN.  portant  art.  And  my  good  friend  Ambas- 
orator  that  Ambassador  .gador  Caffrey  is  an  artist  of  diplomacy  of 


higher  learning. 

Ambassador  Romulo  has  enjoyed  an  extra¬ 
ordinary  carder  as  an  editor,  newspapernian, 
author,  lecturw-,  soldier,  and  diplomat:  He 
has  received  anVlmost  unprecedented/variety 
of  awards  from  ^universities,  foundations,  and 
governments. 

The  great  “cause’Nin  his  life  h&s  been  the 
promotion  of  world  peace  anc^ /international 
understanding.  For  this  cause  he  has  fought 
with  sword,  pen,  and  thk  spoken  word.  His 
work  and  influence  in  tne  United  Nations 
have  been  acclaimed  thyou&hout  the  world. 
He  has  been  and  rema(ns  ode  of  the  chief 
media  of  constructive' contactN^nd  interpre¬ 
tation  between  East /in  d  West. 

The  moral  ana  spiritual  incentives  of 
Ambassador  Romulo’s  life  were  illuminated 
in  a  particular  way  in  San  Francisco  in 
1945,  when  he  made  a  valiant  effort  \>  win 
agreement  for  the  policy  of  opening  United 
Nation’s  sessions  with  prayer.  \ 

Despite' his  outstanding  accomplishment  as 
a  journalist  and  author,  many  observers  feelN 
that  At  is  as  an 
Ronfulo  has  made  the  greatest  impact  on  our 
times.  He  is  universally  recognized  as  one  of 
le  most  notable  public  speakers  of  thi6  gen¬ 
eration. 

Having  addressed  14,000  people  at  a  con¬ 
vention  in  Cleveland,  he  received  one  of  the 
greatest  ovations  accorded  to  a  speaker  in 
the  history  of  that  community.  To  tell  the 
story  of  the  fall  of  Bataan,  he  made  a  99,000- 
mile  speaking  tour  throughout  the  United 
States. 

In  the  years  before  the  outbreak  of  World 
War  II,  Mr.  Romulo  was  engaged  in  editorial 
and  publication  work  in  Manila.  In  1942  he 
won  the  Pulitzer  prize  in  journalism  for 
distinguished  correspondence,  a  series  of 
articles  written  on  a  trip  through  the  Far 
East  just  before  the  war. 

During  the  war,  he  served  as  General  Mac- 
Arthur’s  aide-de-camp  on  Bataan,  Corregi- 
dor  and  Australia.  He  was  promoted  to 
brigadier  general  in  September  1944.  He 
also  accompanied  General  MacArthur  in  the 
invasion  of  Leyte  and  in  the  recapture  of 
Manila. 

This  year’s  Bellarmine  medalist  held  posts 
in  the  cabinets  of  Philippine  Presidents 
Quezon,  Osmena,  Roxas,  and  Quirino.  Be¬ 
tween  1945  and  1954,  he  was  chief  of  the 
Philippine  Mission  to  the  United  Nations. 
In  1949  and  1950,  he  was  President  of  the 
Fourth  General  Assembly  of  the  U.  N. 


Caffrey 

le  first  rank.  The  knowledge,  astuteness 
ariq  flexibility  he  possesses  in  such  an  un¬ 
usual  degree  have  served  the  cause  of  peace 
and  'freedom  during  his  44-year  career  in 
American  foreign  service. 

Heart,’ ^sympathy,  understanding.  With¬ 
out  theseVio  diplomat  can  serve  his  nation. 
Ambassado\  Caffery  has  all  these  in  abund¬ 
ance  and  I  ffeel  that  to  be  chosen  the  second 
recipient  of  \he  Bellarmine  medal,  after 
Ambassador  Cattery,  is  an  unusual  tribute 
primarily  to  my \ountry  find  secondarily  to 
its  servant. 

The  need  for  goqd  diplomats  and  good 
diplomacy  is  greater  Wjan  ever  in  these  days 
of  world  turmoil. 

The  20th  century  isNessentially  one  of 
struggle  for  man’s  freedoi®.  It  is  the  cen¬ 
tury  of  millions  seeking  and  attaining  free¬ 
dom  from  outworn  imperialisms.  It  is  the 
century  of  man  already  free  ’-beating  back 
threats  to  freedom,  justice,  hutoan  dignity 
and  the  right  to  make  his  decision  in  a 
democratic  society. 

World  War  II  marked  the  greatest  physical 
struggle  of  man  to  defeat  tyrannies*  that 
would  make  him  a  slave  in  spirit  as  we" 
in  body. 

The  totalitarianism  of  fascism,  of  nazisr 
of  Japanese  militarism  was  finally  broken 
only  after  the  most  horrible  war  in  man  s 
history.  Since  the  end  of  Warld  War  II  w 


eign  coWtry,  captured  by  a  hostile  force,  be¬ 
leaguered  by  a  hostile  force,  or  beseiged  by 
a  hostile  fWce  as  a  result  of  the  performance 
of  prescribes  duty  ordered  by  competent  au¬ 
thority:  Provided,  That  notwithstanding  any 
other  provisiok  of  law,  such  entitlement  to 
pay  and  allow^sces  shall  not  be  denied,  in 
the  case  of  any\nember  of  the  Philippine 
Scouts  who  was  captured  in  the  Philippine 
Islands  by  the  eneAy  during  World  War  II, 
solely  on  the  ground  ''ttiat  such  member  was 
paroled  and  permitted  \o  return  to  his  home 
and  engage  in  civilian  pursuits  prior  to  the 
termination  of  the  Japanese  occupation  of 
such  islands.  Claims  of  Nmembers  of  the 
Philippine  Scouts  for  pay  Vnd  allowances 
under  this  section  (whether.^  or  not  such 
claims  have  been  presented  and  rejected  or 
disallowed)  may,  until  3  years  arter  the  date 
of  enactment  of  this  act,  be  presented  for 
consideration  or  reconsideration  and  pay¬ 
ment  under  this  section.”  \ 

(c)  Section  9  is  amended  by  the  addition 

of  a  subsection  (a)  to  read:  v 

"Sec.  9.  (a)  A  dependent  of  any  person^in 
active  service,  as  defined  by  this  act,  is\a 
‘person’  under  this  act  for  the  sole  purposi 
of  determining  status  as  provided  in  sec¬ 
tions  5  and  9,  and  any  determination  under 
those  sections  by  the  head  of  the  depart¬ 
ment  concerned  shall  be  conclusive  on  all 
other  departments  of  the  Government:  Pro¬ 
vided,  That  nothing  in  this  section  shall  be 
construed  as  conferring  upon  any  depend¬ 
ent  any  right  to  pay  allowances,  or  other 
compensation  to  which  not  otherwise  en¬ 
titled.” 

(d)  Section  12  Is  amended  to  read: 

‘‘Sec.  12.  The  dependents  and  household 
and  personal  effects  of  any  person  in  active 
service  (without  regard  to  pay  grade)  who  is 
officially  reported  as  dead,  injured,  missing 
for  a  period  of  30  days  or  more,  interned  in 
a  foreign  country,  or  captured  by  a  hostile 
force,  may  be  moved  (including  packing, 
crating,  drayage  temporary  storage,  and  un¬ 
packing  of  household  and  personal  effects) 
to  the  official  residence  of  record  for  any  such 
person  or  to  the  residence  of  his  dependent, 
next  of  kin,  or  other  person  entitled  to  re¬ 
ceive  custody  of  the  effects  in  accordance 
with  regulations  issued  by  the  head  of  the 
department  concerned;  or,  upon  application 
by  such  dependent,  next  of  kin,  or  other 
person,  or  upon  the  person’s  application  if 
injured,  to  such  other  location  as  maybe  de¬ 
termined  in  advance  or  subsequently  ap¬ 
proved  by  the  head  of  the  department  con¬ 
cerned  or  by  such  persons  as  he  may  desig¬ 
nate.  When  the  head  of  the  department 
concerned  determines  that  an  emergency 
exists  and  that  such  sale  would  be  in  the 
best  interests  of  the  Government,  he  may 
provide  for  the  disposition  of  the  motor  ve¬ 
hicles  and  other  bulky  items  of  such  house¬ 
hold  and  personal  effects  of  the  person 
public  or  private  sale.  Prior  to  any  sq<  h 
sale,  and  if  practicable,  a  reasonable  e; 
shall  be  made  to  determine  the  desires  of  the 
interested  persons.  The  net  proceeds  re¬ 
ceived  from  such  sale  shall  be  transmitted 
to  the  owner  or  to  other  persons  in  accord¬ 
ance  with  regulations  issued  by  nead.  of  the 
department  concerned;  but  if/there  be  no 
such  persons  or  if  such  person's  or  their  ad¬ 
dresses  are  not  ascertainable  within  1  year 
from  the  date  of  sale,  the  .net  proceeds  may 
be  covered  into  the  Treasury  as  miscel¬ 
laneous  receipts.  Claim's  for  net  proceeds 
which  are  covered  intd  the  Treasury  under 
the  authority  of  thi/  section  may  be  filed 
with  the  General  Accounting  Office  by  the 
rightful  owners,  tjfeir  heirs  or  next  of  kin,  or 
their  legal  representatives  at  any  time  prior 
to  the  expiration  of  5  years  from  the  date  the 
proceeds  are  pdvered  into  the  Treasury;  and, 
if  so  filed,  tlje  General  Accounting  Office  shall 
allow  or  disallow  the  claim.  If  claims  are 
not  filecyprior  to  the  expiration  of  5  years 
from  the  date  the  proceeds  are  covered  into 
the  Treasury,  they  shall  be  barred  from  being 
actesJron  by  the  courts  or  the  General  Ac¬ 
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counting  Office.  The  provisions  of  this  sec¬ 
tion  shall  not  be  construed  as  amending  or 
repealing  the  act  of  March  29,  1918  (ch.  31, 
40  Stat.  499) ;  section  1,  subchapter  II  of  the 
act  of  June  4,  1920  (ch.  227,  41  Stat.  809), 
as  amended;  the  act  of  February  21,  1931  (ch. 
268,  46  Stat.  1203),  as  amended;  the  act  of 
December  28,  1945  (ch.  597,  59  Stat.  662),  as 
amended;  the  Federal  Tort  Claims  Act  (60 
Stat.  842-847),  as  amended;  the  act  of  April 
14,  1949  (ch.  50,  63  Stat.  44);  or  section  507, 
title  14,  United  States  Code.  The  head  of 
the  department  concerned  is  authorized  to 
store  the  household  and  personal  effects  of 
the  person  until  such  time  as  proper  dis¬ 
position  can  be  made.  The  cost  of  such 
storage  and  transportation,  including  pack¬ 
ing,  crating,  drayage,  temporary  storage  and 
unpacking  of  household  and  personal  effects, 
shall  be  charged  against  appropriations  cur¬ 
rently  available.  In  lieu  of  transportation 
authorized  by  this  section  for  dependents, 
the  head  of  the  department  concerned  may 
authorize  the  payment  in  money  of  amounts 
equal  to  such  commercial  transportation 
costs  or  a  monetary  allowance  in  lieu  of 
transportation  as  authorized  by  law  for  the 
t  whole  or  such  part  of  travel  for  which 'trans- 
'  portation  in  kind  is  not  furnished,  when 
jch  travel  shall  have  been  completed. 
When  the  person  is  in  an  ‘injured’  status, 
theNmovement  of  dependents  or  household 
and  personal  effects  provided  for  herein  may 
be  authorized  only  in  cases  where  the  an 
ticipateci  period  of  hospitalization  or  treat¬ 
ment  will  be  of  prolonged  duration.  /No 
transportation  shall  be  authorized  pursuant 
to  this  section  upon  application  by  de¬ 
pendents  unless  a  reasonable  relationship 
exists  between\  the  condition  and'  circum¬ 
stances  of  the  dependents  and  the  destina¬ 
tion  to  which  transportation  is  requested. 
Beginning  June  2  ay  1950,  and/for  the  pur¬ 
poses  of  this  sectiomonly,  the  terms  ‘house¬ 
hold  and  personal  effects’,' and  ‘household 
effects’  may  include,  m  Addition  to  other 
authorized  weight  allowances,  not  to  exceed 
one  privately  owned  ifiotpr  vehicle,  ship¬ 
ment  of  which  at  Government  expense  is 
authorized  in  those/cases  where  the  vehicle 
is  located  outside  /the  continental  limits  of 
the  United  States-'or  in  Alaska.’ 

(e)  Section  l»  is  amended  to  r>ad: 

‘‘Sec.  15.  Tljis  act,  except  sections  13,  16, 
and  17,  is  effective  from  September's,  1939.” 

Sec.  2.  ’Die  amendments  made  by  mis  act 
shall  be  Effective  upon  the  date  of  enact¬ 
ment 

With  the  following  committee  amenc! 
s: 

page  1,  line  7,  following  the  word  "de- 
'artments”,  add: 

‘‘Who  are  citizens  or  nationals  of  the 
United  States,  or  who  are  aliens  who  have 
been  admitted  to  the  United  States  for  per¬ 
manent  residence.” 

On  page  2,  line  18,  after  the  word  "same”, 
delete  the  words  "pay  and  allowances”  and 
insert  "basic  pay,  special  pay,  incentive  pay, 
basic  allowance  for  quarters,  and  basic  al¬ 
lowance  for  subsistence.” 

On  page  2,  line  24,  after  the  word  “act.” 
add  a  new  sentence  as  follows:  "For  the  pur¬ 
poses  of  the  benefits  prescribed  herein  the 
person  who  is  performing  wartime  training 
duty  or  other  wartime  duty  without  pay, 
or  in  active  duty  training  with  or  without 
pay,  shall  be  treated  as  though  he  had  been 
entitled  to  receive  the  active  duty  pay  and 
allowances  of  his  grade  at  the  beginning 
of  and  for  the  period  in  which  he  is  carried 
or  determined  to  be  in  a  missing  status. 

On  page  6,  line  2,  after  th&  word  “claim”, 
add  a  new  sentence  as  follows:  “When  such 
claim  is  allowed  it  shall  be  paid  from  the 
appropriation  for  refunding  moneys  errone¬ 
ously  received  and  covered.” 

The  committee  amendments  were 
agreed  to. 


The  bill  was  ordered  to  be  engrossed/ 
and  read  a  third  time,  was  read  the  th 
time,  and  passed,  and  a  motion  to 
consider  was  laid  on  the  table. 

PROGRAM  FOR  WEEK  OF 


(Mr.  ARENDS  asked  and  Was  given 
permission  to  proceed  for  1  minute.) 

Mr.  ARENDS.  Mr.  Speaker,  I  take 
this  time  to  ask  the  majority  leader 
about  the  program  for/next  week  and 
what  is  going  to  happejr tomorrow. 

ADJOURNMENT  TO  MONDAY 

Mr.  McCORVj/cK.  With  the  gentle¬ 
man’s  permission  I  will  now  ask  unani¬ 
mous  consenj/ that  when  the  House  ad¬ 
journs  today  it  adjourn  to  meet  on  Mon¬ 
day  next. 

The  SPfeAKER.  Is  there  objection  to 
the  req/est  of  the  gentleman  from  Mas¬ 
sachusetts? 

There  was  no  objection. 

CALENDAR  WEDNESDAY 

Mr.  McCORMACK.  Mr.  Speaker,  I| 
ask  unanimous  consent  that  business  in 
order  on  Calendar  Wednesday  next  week 
may  be  dispensed  with. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Massachusetts? 

Mr.  WILLIAMS  of  Mississippi.  Mr. 
Speaker,  I  object. 


COMMITTEE  ON  GOVERNMENT 
OPERATIONS 

Mr.  McCORMACK.  Mr.  Speaker,  I 
ask  unanimous  consent  that  the  Com¬ 
mittee  on  Goverriment  Operations  may 
have  until  midnight  Monday  to  file  a 
report  on  the  bill  H.  R.  11526. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Mas¬ 
sachusetts? 

There  was  no  objection. 


Mr. 


PROGRAM 

McCORMACK.  Monday,  Tues- 


ly,  Wednesday,  Thursday,  Friday,  and 
(jurday : 

tonday:  Consent  Calendar  and  the 
civilVights  bill.  There  will  be  2  days  of 
general  debate  on  the  civil-rights  bill  and 
consideration  of  that  bill  will  proceed  to 
final  action  with  the  exception  that  on 
Tuesday  oj.e  Private  Calendar  will  be 
called. 

WednesdaAthe  Calendar  of  Commit¬ 
tees  will  be  called  unless  dispensed  with 
before  that  time 

The  following  bills  are  programed  for 
the  week :  ' 

H.  R.  11709,  increase  authorization  of 
appropriation  for  Atomic  Energy  Com¬ 
mission. 

H.  R.  7992,  legislative  authorization 
Defense  Department — point  of  order 
bill. 

H.  R.  4050,  marketing  fac\ities,  per¬ 
ishable  commodities. 

H.  R.  8000,  amend  section  Civil 
Aeronautics  Act  of  1938. 

H.  R.  11708,  amend  Agriculture  ^pade 
Development  and  Assistance  Act. 
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HIGHLIGHTS:  House  passed  bills  to:  Permit  USM-State-local  employee  exchanges; 
authorize  acquisition  of  additional  lands  in  Chche  National  Forest;  approve  Middle 
Atlantic  interstate  forest  fire  compact;  release  certain  Tongass  Forest  receipts 
from  escrow;  continue  ACP  authority;  authorize  transfer  of  certain  ARS  lands  in 
Alaska;  extend  time  for  report  on  Gove rnmemt  xe cur ity  program.  House  received  con¬ 
ference  report  on  bill  to  simplify  accounting  procedures  and  facilitate  payment  of 
obligations  j.  House  committee  reported  Hill  to  improve  budgeting  and  accounting 
“'ethods.  House  agreed  to  Senate  amendments  to  bill\to  merge  intermediate  credit 
inks  and  production  credit  associations,  House  received  President’s  veto  message 
on  military  construction  measure; /House  committee  reported  bill  to  include  cran¬ 
berries  for  canning  and  freezing/in  Marketing  AgreementVAct House  committee  report¬ 
ed  bill  to  require  conformance /with  State  game  laws  on  certain  Federal  lands.  House 
committee  reported  USDA  point7 m  i  em/ioA  , nfr>nHiinpH  h-in  +.n  -imn"ie— 

(continued  on  page  7) 

HOUSED 

1,  APPROPRIATIONS 0  The  Agriculture  Committee  reported  with. amendment  H.  R.  11682, 

to  facilitate  the  control  and  eradication  of  certain  animal  diseases,  to  facili 
ate  the  carrying  out  of  agricultural  and  related  programs,  to  fabqAitate  t 
agricultural  attache  program,  and  to  facilitate  the  operations  of  Fp.,  FULO, 
and  FS  (H/Rept.  2732),  p.  11795  \ 

2,  PERSONNEL,  Passed  as  reported  S,  1915,  to  permit  the  exchange  of  employes  of 
this  Department  and  employees  of  State  political  subdivisions  or  educatid^l 
institutions  for  a  period  not  to  exceed  2  years  m  duration,  p.  11/20  X 

3,  FORESTRY,  Passed  as  reported  H.R.  8898,  to  authorize  the  purchase  of  addition^ 
Lands  within  the  Cache  National  Forest,  Utah,  p.  11721 
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Passed  without  amendment  S,  3 032,  to  approve  the  Piddle  Atlantic  Intel 
Forest  Fire  Compact.  This  bill  is  now  ready  for  the  President.  p  ,21726 
passed  xidthout  amendment  S.  2517,  to  provide  for  the  release  of  cei 
Mational  Forest  timber  receipts  from  escrow.  This  bill  is  nox^/reaciy 
for  the\P resident,  p.  11731 


Tongas> 


U.  SOIL  CONSERVATION »  Passed  without  amendment  S.  3120,  to  further  extend  the 
period  of  Federal  administration  of  the  A  CP  program  from  Jan.  1,  /1957  to 
Jan.  1,  1959X  This  bill  is  ready  for  the'TPresident0  A  similar/bill,  H.  R. 
8321,  was  laicApn  the  table,  p.  11731 


5.  LAND  TRi-IISFFR.  Passed  without  amendment  S»  33kkf  to  authorise  the  transfer  of 
the  Baranof  Castle Nsite  (former  research  land)  to  the  city  of  Sitka,  Alaska* 
This  bill  is  now  ready-  for  the  President.  A  similar  bill,  H.  R.  9678,  was  laid 
on  the  table,  p,  117. 


6.  GOVERNMENT  SECURITY*  Passed  without  amendment  S.  J.  2fes.  182,  to  extend  (until 
June  30,  1957)  the  time  limit  for  the  filing  of  a  final  report  of  the  Commission 
on  Government  Security.  TMs  measure  is  now  read/ for  the  President,  A  simf  j 
measure,  H.  J.  Res.  655,  wasVLaid  on  the  table. /p.  11733 


7.  ACCOUNTING.  Received  the  conference  report  onAt,  R„  9593,  to  simplify: 

accounting  methods  and  facilitate  the  pavmenm  of  obligations  (H,  Rept,  2726) , 
p.  11786 


The  Government  Operations  Committee  reported  with  amendment  H.  R.  11526, 

to  improve  governmental  budgeting  and  accounting  methods  and  procedures  (H. 

Rept,  273U),— pT-il-795- 


8.  FARM  CP.  PIT,  Agreed  to  the  Senate  a/endmWits  to  Pi.  R*  10285,  to  merge  p-oduction 
credit  corporations  in  Federal  intermediate  credit  banks,  to  provide  for  retire¬ 
ment  of  Government  capital  in  Federal  InterK^ediate  credit  banks,  a  nd  to  provide 
for  supervision  of  production  credit  associations.  This  bill  is  now  ready  for 
the  President,  p.  11787 


9.  iLARKFTING,  The  Agriculture /Committee  reported  wi 
extend  the  provisions  of  i/he  Agricultural  Market! 
cranberries  for  canning  /Sr  freezing  processing  (H, 


out 


amendment  H,  R,  8381)., 
Agreement  Act  of  1937,  t 
ppt.  2721).  p.  11795 


r> 


10-  MLDojIFE .  ihe  Merchant  Marine  and  Fisheries  Committee  'reported  with  amendment 
H.  u.  8250,  to  require  conformance  with  State  and  Territorial  fish  and  game 
laws  and  licensing/requirements  on  Federal  lands  not  subqpct  to  such  laws  (H. 
Rept.  2728).  p.  21795  - 


11.  MILITARY  CONSTRUCTION;  SURPLUS  COM  0DITIES.  Received  the  President's  veto 


message  on  H./R,  9893,  to  authorize  certain  construction  at  miSLitar''-  instal¬ 
lations.  We  bill  authorizes  the  Secretary  of  Defense  to  use  ftr  family  housing 
in  foreign/countries,  foreign  currencies  not  to  exceed  ,?2$0  million  acquired 
purs ant  to  the  provisions  of  the  Agricultural  Trade  Development  ank  Assistance 
Act  of  1951,  or  through  other  commodity  transactions  of  the  CCC  (H/SDoc.  U50). 
p.  117/88 


her 


12.  RECORD'S.  ^Passed  over,  at  the  request  of  Rep.  Cunningham,  S,  236k,  to  fu 
charity  GSA's  jurisdiction  over  records  management,  p.  11716 

13 yffRADE  FAIRS*  Passed  as  reported  H,  J.  Res.  60D,  to  authorize  the  President 
f  invite  the  various  States  and  foreign  countries  to  participate  in  the  U.  S. 


84th  Congress  )  HOUSE  OF  REPRESENTATIVES  j  Report 
2d  Session  j  [  No.  2734 


IMPROVING  GOVERNMENTAL  BUDGETING  AND 
ACCOUNTING  METHODS  AND  PROCEDURES 


July  16,  1956. — Ordered  to  be  printed 


Dawson  of  Illinois,  from  the  Committee  on  Government  Oper¬ 
ations,  submitted  the  following 


REPORT 

[To  accompany  II.  R,  11526] 

The  Committee  on  Government  Operations,  to  whom  was  referred 
the  bill  (H.  R.  11526)  to  improve  governmental  budgeting  and  ac¬ 
counting  procedures  and  for  other  purposes,  having  considered  the 
same,  report  favorably  thereon  with  amendments  and  recommend 
that  the  bill,  as  amended,  do  pass. 

The  amendments  are  as  follows: 

Page  1,  line  6,  after  the  word  “amended”  strike  out  all  down  to 
and  including  “(1);”  on  line  7. 

Page  1,  line  8,  strike  out  “(1)”  and  insert  in  lieu  thereof  “(a)”. 

Page  1,  line  9,  strike  “(2)  at  such  times  as  may  be  practicable,” 
and  insert  in  lieu  thereof  “(b)  to  the  extent  deemed  desirable  and 
'practicable  by  the  President,  and  at  such  times  and  in  such  manner 
4s  he  may  determine,”. 

Page  1,  line  10,  strike  “subsec-”. 

Page  2,  line  1,  strike  “tions”  and  insert  in  lieu  thereof  the  word 
‘  ‘subparagraphs  ’  ’ . 

Page  2,  line  1,  strike  “(3)”  and  insert  in  lieu  thereof  “(c)”. 

Page  2,  line  1,  strike  “(11)”  and  insert  in  lieu  thereof  “(k)”. 

Page  2,  line  2,  strike  “respectively;  and  by  adding  the  following 
new  subsections:”  and  insert  “respectively.”. 

Page  2,  beginning  with  line  3,  strike  out  all  of  the  language  through 
page  3,  line  16. 

Page  3,  line  21,  after  the  word  “shall,”  insert  “to  the  extend  deemed 
desirable  and  practicable  by  the  President,  and”. 

Page  3,  line  22,  after  the  word  “as”,  insert,  “he”. 

Page  3,  line  22,  after  the  word  “may”  delete  “be  determined  by 
the  President,”  and  insert  “determine”. 
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Page  3,  line  24,  after  the  word  “operations,”  insert  “including 
administrative  subdivisions  of  funds,”. 

Page  3,  line  25,  after  the  word  “by”  delete  the  word  “all”. 

Page  4,  line  1,  after  the  word  “establishments”  insert  the  word 
“concerned”. 

Page  4,  line  1,  after  the  word  “subordinate”  delete  the  following: 

units.  Administrative  subdivisions  of  appropriations  or 
funds  shall  be  made  on  the  basis  of  such  cost-based  budgets. 

Page  4,  line  17,  strike  “by  organizational  units”. 

Page  4,  line  22,  after  the  word  “agency”  insert  the  word  “con¬ 
cerned”. 

Page  5,  line  2,  after  the  word  “of”  add  the  word  “such”. 

Page  5,  line  2,  after  the  word  “as”  strike  “re-”. 

Page  5,  line  2,  strike  “quired  by”  and  insert  “may  be  developed 
pursuant  to”. 

Page  5,  line  12,  after  the  word  “to”  strike  “have”. 

Page  5,  line  13,  strike  “a  simplified  system  for”  and  insert  in  lieuj 
thereof  “achieve  simplification  in”. 

Page  5,  line  15,  after  the  word  “operating”  strike  “unit,  at  the 
highest”. 

Page  5,  line  16,  strike  “practical  level,  from  not  more  than  one” 
and  add  the  words  “unit  through  minimum”. 

Page  5,  line  16,  after  the  word  “administrative”  strike  “sub-”. 

Page  5,  line  17,  strike  the  word  “division”  and  add  in  lieu  thereof 
“subdivisions  consistent  with  operational  requirements”. 

The  bill,  as  amended,  follows: 

[H.  R.  11526,  84th  Cong.,  2d  sess.] 

A  BILL  To  improve  governmental  budgeting  and  accounting  methods 
and  procedures,  and  for  other  purposes 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of 
the  United  States  of  America  in  Congress  assembled, 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Section  1.  (a)  Section  201  of  the  Budget  and  Accounting  / 
Act,  1921,  as  amended  (31  U.  S.  C.  11),  is  further  amended  \ 
by  adding  after  subparagraph  (a)  anew  subparagraph  “(b)  to 
the  extent  deemed  desirable  and  practicable  by  the  President, 
and  at  such  times  and  in  such  manner  as  he  may  determine, 
information  on  program  costs  and  accomplishments”;  by 
changing  subparagraphs  (b)  through  (j)  to  subparagraphs  (c) 
through  (k),  respectively. 

(b)  Section  216  of  such  Act,  as  amended  (31  U.  S.  C.  24), 
is  further  amended  by  inserting  “(a)”  after  the  words 
“Sec.  216.”  and  by  adding  the  following  new  subsections: 

“(b)  The  requests  of  the  departments  and  establishments 
for  appropriations  shall,  to  the  extent  deemed  desirable  and 
practicable  by  the  President,  and  in  such  manner  and  at  such 
times  as  he  may  determine,  be  developed  from  cost-based 
budgets. 

“(c)  For  purposes  of  administration  and  operation,  in¬ 
cluding  administrative  subdivisions  of  funds,  such  cost-based 


IMPROVING  BUDGETING  AND  ACCOUNTING  METHODS 


3 


budgets  shall  be  used  by  departments  and  establishments 
concerned  and  their  subordinate  units.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES 

ACT  OF  1950 

Sec.  2.  (a)  The  Budget  and  Accounting  Procedures  Act 
of  1950  is  amended  by  inserting  after  section  105  thereof  the 
following  new  section: 

“ACCOUNTING  AND  BUDGET  CLASSIFICATION 

“Sec.  106.  The  head  of  each  executive  agency  shall,  in 
consultation  with  the  Director  of  the  Bureau  of  the  Budget, 
take  whatever  action  may  be  necessary  to  achieve,  insofar  as 
is  possible,  (1)  consistency  on  accounting  and  budget  classifi¬ 
cations,  (2)  synchronization  between  accounting  and  budget 
classifications  and  organizational  structure,  and  (3)  support 
of  the  budget  justifications  by  information  on  performance 
and  program  costs.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  66a)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of 
this  subsection,  the  head  of  each  executive  agency  con¬ 
cerned  shall,  in  accordance  with  principles  and  standards 
prescribed  by  the  Comptroller  General,  cause  the  accounts  of 
such  agency  to  be  maintained  on  an  accrual  basis  to  show 
the  resources,  liabilities,  and  costs  of  operations  of  such 
agency  with  a  view  to  facilitating  the  preparation  of  such 
cost-based  budgets  as  may  be  developed  pursuant  to  section 
216  of  the  Budget  and  Accounting  Act,  1921,  as  amended. 

The  accounting  system  required  by  this  subsection  shall 
include  adequate  monetary  property  accounting  records  as 
an  integral  part  of  the  system.” 

(c)  Section  118  of  such  Act  is  amended  by  inserting 
“113  (c)”  after  the  words  “section  111”. 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

Sec.  3.  Section  3679  (g),  Revised  Statutes,  as  amended 
(31  U.  S.  C.  665  (g)),  is  further  amended  by  adding  at 
the  end  thereof  the  following  sentence:  “In  order  to  achieve 
simplification  in  the  administrative  subdivision  of  appro¬ 
priations  or  funds,  each  agency  shall  work  toward  the 
objective  of  financing  each  operating  unit  through  minimum 
administrative  subdivisions  consistent  with  operational  re¬ 
quirements  for  each  appropriation  or  fund  affecting  such 
unit.” 

Summary  of  Provisions 

The  bill  amends  the  Budget  and  Accounting  Act  of  1921  and  the 
Budgeting  and  Accounting  Procedures  Act  of  1950  to  enable  the 
President  to  include  in  the  annual  budget  information  on  program 
costs  and  accomplishments.  The  departments  and  establishments 


4 


IMPROVING  BUDGETING  AND  ACCOUNTING  METHODS 


would  be  required  to  develop  tlieir  requests  for  appropriations,  to  the 
extent  deemed  desirable  and  practicable  by  the  President,  from  cost- 
based  budgets.  It  further  provides  that  for  purposes  of  administra¬ 
tion  and  operation,  including  administrative  subdivisions  of  funds, 
such  cost-based  budgets  shall  be  used  by  departments  and  establish¬ 
ments  concerned  and  their  subordinate  units. 

The  bill  authorizes  the  head  of  each  agency  in  consultation  with 
the  Director  of  the  Bureau  of  the  Budget  to  act  to  achieve  consistency 
in  accounting  and  budget  classifications,  synchronization  between  these 
classifications  and  organizational  structure  and  support  of  budget 
justifications  by  information  on  performance  and  program  costs. 
He  shall  cause  the  accounts  of  such  agency  to  be  maintained  on  an 
accrual  basis  and  include  adequate  monetary  property  accounting 
records. 

The  bill  seeks  to  achieve  simplification  in  the  administrative 
subdivision  of  appropriations  or  funds  by  requiring  each  agency  to 
work  toward  the  objective  of  financing  each  operating  unit  through 
minimum  administrative  subdivisions  consistent  with  operational 
requirements  for  each  appropriation  or  fund. 

General  Statement 

By  this  action,  the  Committee  on  Government  Operations  seeks  to 
improve  the  system  of  budgeting  and  accounting  in  the  Federal 
Government  and  to  authorize  new  procedures  such  as  the  cost  based 
budget  where  necessary  to  achieve  this  end.  This  action  is  partly 
the  result  of  the  recommendations  of  the  Hoover  Commission  on  the 
Organization  of  the  Executive  Branch  of  the  Government,  develop¬ 
ments  under  the  joint  accounting  program,  and  the  committee’s  own 
continuing  study  and  review.  The  bill  seeks  not  only  to  promote 
simplification  in  reporting  of  the  complex  financial  operations  of  the 
Government  but  also  to  obtain  greater  congressional  control  over  and 
knowledge  of  appropriated  funds.  It  is  believed  that  the  provisions  of 
this  bill  may  contribute  to  reducing  the  large  carryover  of  funds  from 
year  to  year  which  has  reached  tremendous  proportions  and  about 
which  many  complaints  have  been  made. 

The  bill  as  originally  introduced  contained  a  provision  instituting 
the  submission  of  budgetary  requests  for  appropriations  on  an  annual 
accrued  expenditure  basis.  The  committee  heard  strong  testimony 
from  the  chairman  of  the  Committee  on  Appropriations  of  the  House 
and  the  ranking  minority  member  of  that  committee  objecting  to  the 
accrued  expenditure  device  primarily  on  the  ground  that  it  would 
necessarily  lead  to  contract  authority  for  programs  which  extend 
beyond  1  fiscal  year.  It  was  felt  that  contract  authority  weakened 
congressional  control,  and  it  would  not  realize  the  benefits  claimed. 
On  the  basis  of  these  objections  and  the  committee’s  own  study,  the 
provision  for  appropriations  on  an  annual  accrued  expenditure  basis 
was  deleted  from  the  bill. 

The  other  changes  in  the  original  bill  were  made  to  give  clarity  of 
expression  and  to  refine  the  objectives  and  were  not  intended  to  make 
substantive  alterations  in  the  basic  provisions. 

The  committee  believes  that  the  changes  in  budgeting  and  account¬ 
ing  provided  by  this  bill  have  merit  and  should  be  adopted.  The 
committee  was  not,  however,  impressed  by  the  claims  of  the  Hoover 
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Commission  and  its  task  force  that  $4  billion  could  be  saved  by 
carrying  out  the  Hoover  Commission  recommendations.  In  fact, 
neither  the  representatives  of  the  Hoover  Commission,  the  Bureau 
of  the  Budget,  the  Comptroller  General,  nor  any  other  officials  were 
able  to  state  how  the  $4  billion  figure  was  arrived  at  or  in  what  way 
this  saving  could  be  made.  We  must  conclude,  therefore,  that  the 
figure  of  $4  billion  is  a  myth.  The  committee  is  not  prepared  to 
endorse  any  figure,  large  or  small,  that  represents  any  saving  that 
could  be  accomplished  by  enactment  of  the  Hoover  Commission 
recommendations. 

The  committee  is,  however  convinced  that  the  enactment  of  this 
legislation  will  eliminate  the  confusion  that  has  resulted  from  a  differ¬ 
ence  between  accounting  and  budget  classifications  and  will  require  a 
realistic  estimate  of  costs  in  support  of  budget  requests.  It  will 
reaffirm  the  constitutional  right  of  Congress  to  control  over  and 
knowledge  of  appropriated  funds.  No  other  justification  of  this 
legislation  is  necessary. 

The  committee  had  under  consideration  a  number  of  bills  to  carry 
out  the  recommendations  of  the  Hoover  Commission.  H.  R.  9402, 
introduced  by  Congressman  Lipscomb,  contained  nearly  all  of  the 
Hoover  Commission  recommendations  that  seemed  to  require  legis¬ 
lative  action.  Extensive  hearings  were  held  on  all  of  these  measures 
at  which  testimony  was  taken  from  many  authorities.  The  commit¬ 
tee  concluded  that  H.  R.  11526,  as  amended,  represented  the  com¬ 
mittee’s  best  judgment  as  to  what  changes  should  be  put  into  effect 
at  the  present  time. 

Section-by-Section  Analysis  1 

Section  1  (a) :  This  section  is  designed  to  implement  recommenda¬ 
tion  No.  4  of  the  Hoover  Commission  Budget  and  Accounting  Report 
which  provides: 

(4)  That  the  executive  budget  continue  to  be  based  upon 
functions,  activities,  and  projects  adequately  supported  by 
information  on  program  costs  and  accomplishment,  and  by 
a  review  of  performance  by  organizational  units  where  these 
do  not  coincide  with  performance  budget  classifications. 

Section  201  (a)  of  the  Budget  and  Accounting  Act,  1921,  would 
require  the  President  to  set  forth  in  the  budget,  at  such  times  as  may 
be  practicable,  information  on  program  costs  and  accomplishments. 
Such  information  should  permit  the  Congress  to  give  consideration 
to  both  relative  size  of  programs  and  the  question  of  economy  and 
efficiency,  as  proposed  in  the  first  part  of  the  Hoover  Commission 
recommendation  No.  4.  The  latter  part  of  this  recommendation  is 
implemented  by  the  addition  of  section  106  to  the  Budget  and  Ac¬ 
counting  Procedures  Act  of  1950,  as  contained  in  section  2  (a)  of  the 
bill. 

Section  1  (b):  This  section  is  designed  to  implement  recommenda¬ 
tions  Nos.  3  and  6  of  the  Hoover  Commission  Budget  and  Accounting 
Report  which  provide: 

(3)  That  for  management  purposes,  cost  based  operating- 
budgets  be  used  to  determine  fund  allocations  within  the 


i  The  section  numbers  of  the  Budget  and  Accounting  Act  of  1921  and  the  Budget  and  Accounting  Pro¬ 
cedures  Act  of  1950  refer  to  the  new  provisions  found  in  the  legislation  herewith  reported. 
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agencies,  such  budgets  to  be  supplemented  by  periodic 
reports  on  performance. 

(6)  That  executive  agency  budgets  be  formulated  and 
administered  on  a  cost  basis. 

Section  216  (b)  of  the  Budget  and  Accounting  Act,  1921,  would 
authorize  the  President  to  require  the  departments  and  agencies  to 
develop  their  requests  for  appropriations  from  cost-based  budgets. 
Section  216  (c)  would  require  such  cost-based  budgets  to  be  used  by 
all  departments  and  establishments  and  their  subordinate  units  for 
purposes  of  administration  and  operation  including  the  administra¬ 
tive  subdivisions  of  appropriations  or  funds. 

Section  2  (a) :  This  section  is  designed  to  carry  out  the  latter  part 
of  Hoover  Commission  recommendation  No.  4,  referred  to  above 
under  section  1  (a),  and  recommendation  No.  5,  which  provides: 

(5)  That  the  agencies  take  further  steps  to  synchronize 
their  organization  structures,  budget  classifications,  and  ac¬ 
counting  systems. 

Section  106  of  the  Budget  and  Accounting  Procedures  Act  of  1950 
is  intended  to  achieve,  insofar  as  possible,  three  objectives:  (1)  con¬ 
sistency  in  accounting  and  budget  classifications;  (2)  synchronization 
between  such  accounting  and  budget  classifications  and  organiza¬ 
tional  structure;  and  (3)  support  of  the  executive  budget  by  infor¬ 
mation  on  performance  and  program  costs  by  organizational  units. 
Information  would  thus  be  available  to  the  Congress  for  review  of 
performance  and  program  costs  of  each  organizational  unit  including 
those  which  do  not  coincide  with  performance  budget  classifications. 
Objectives  (1)  and  (2)  are  included  in  Hoover  Commission  recom¬ 
mendation  No.  5  and  objective  (3)  in  the  latter  part  of  recommenda¬ 
tion  No.  4. 

Section  2  (b):  This  section  is  designed  to  implement  recommenda¬ 
tions  Nos.  14  and  16  which  provide: 

(14)  That  Government  accounts  be  kept  on  the  accrual 
basis  to  show  currently,  completely,  and  clearly  all  resources 
and  liabilities,  and  the  costs  of  operations.  Furthermore, 
agency  budgeting  and  financial  reporting  should  be  developed 
from  such  accrual  accounting. 

(16)  That  the  executive  agencies  accelerate  the  installa¬ 
tion  of  adequate  monetary  property  accounting  records  as 
an  integral  part  of  their  accounting  systems. 

Section  113  (c)  of  the  Budget  and  Accounting  Procedures  Act  of 
1950  would  require  the  head  of  each  executive  agency,  as  soon  as 
practicable,  to  cause  the  accounts  of  such  agency  to  be  maintained  on 
an  accrual  basis  and  to  maintain  adequate  monetary  property  account¬ 
ing  records  as  an  integral  part  of  the  accounting  system.  Only  when 
this  is  done  would  it  be  possible  for  executive  management  or  the 
Congress  to  determine  at  any  given  time  the  fiscal  status  of  such 
agency,  as  contemplated  by  recommendations  Nos.  14  and  16.  The 
committee  felt  that  if  at  some  time  in  the  future  the  Congress  may 
deem  it  wise  to  authorize  appropriations  on  an  annual  accrued  ex¬ 
penditure  basis,  the  proper  and  necessary  accounting  foundation  will 
have  been  laid  by  this  section. 
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Section  2  (c) :  This  section  amends  the  definition  of  the  term 
“executive  agency”  in  section  118  of  the  Budget  and  Accounting 
Procedures  Act  of  1950  to  include  the  Post  Office  Department  within 
the  meaning  of  that  term  as  used  in  section  113  (c)  of  that  act. 

Section  3 :  This  section  merely  states  legislatively  recommendation 
No.  13  which  provides: 


(13)  That  the  allotment  system  be  greatly  simplified.  As 
an  objective  each  operating  unit  should  be  financed  from 
a  single  allotment  for  each  appropriation  involved  in  its 
operations. 

The  making  of  numerous  allotments  which  are  further  divided  and 
suballotted  to  lower  levels  leads  to  much  confusion  and  inflexibility  in 
the  financial  control  of  appropriations  or  funds  as  well  as  numerous 
minor  violations  of  section  3679,  Revised  Statutes,  as  amended  (the 
Antideficiency  Act) . 


Hoover  Commission  Comments  on  Cost-Based  Budgeting 


(From  the  report  of  the  Commission  on  Organization  of  the 

Executive  Branch  of  the  Government  on  Budget  and 

Accounting,  p.  13) 

At  the  present  time  most  budgets  are  prepared  on  the  basis 
of  estimated  obligations  to  be  incurred  during  the  budget 
year.  Obligations  are  orders  placed,  contracts  awarded, 
services  received  and  similar  transactions  during  a  given 
period  requiring  future  payment  of  money.  Obligations  to 
be  incurred  during  the  year  do  not  necessarily  have  any 
relation  to  costs  to  be  incurred  during  the  year. 

The  task  force  states: 

(а)  Such  a  budget  presentation  fails  to  take  into  account 
inventories  and  other  working  capital  carried  over  and  avail¬ 
able  at  the  beginning  of  the  year  which  may  be  consumed 
in  the  programs  of  the  budget  year. 

(б)  It  excludes  materials  which  may  become  available 
during  the  budget  year  on  the  basis  of  prior  year  obligations, 
or  resources  which  are  estimated  to  be  carried  over  to  the 
following  year.  Obviously,  such  inventories  and  materials 
should  be  considered  in  establishing  the  level  of  funds 
required  to  accomplish  a  program. 

(c)  The  accounting  data  required  in  formulating  and 
controlling  agency  budgets  is  that  which  reflects  the  costs  of 
goods  and  services  to  be  consumed  in  carrying  out  budget 
programs,  in  other  words,  estimated  “costs  incurred.”  The 
important  thing  in  budgeting  is  the  work  or  service  to  be 
accomplished  and  what  that  work  or  service  will  cost.  Cur¬ 
rent  Government  practice,  concerned  primarily  with  incurring 
obligations,  does  not  contribute  to  a  determination  of  the 
costs  of  work  or  services  to  be  paid  for  in  the  period  under 
review.  It  fails  to  relate  planned  operations  to  past  and 
projected  costs. 

(d)  Cost  based  budgeting  which  is  generally  found  in  in¬ 
dustry  has  been  used  successfully  to  finance  the  operating 
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expenses  of  the  Atomic  Energy  Commission  and  the  con¬ 
struction  projects  in  the  Bureau  of  Reclamation  in  the  De¬ 
partment  of  the  Interior,  and  is  also  used  in  the  business-type 
budgets  submitted  by  most  Government  corporations.  It 
should  be  used  also  in  developing  internal  operating  budgets 
as  well  as  for  the  President’s  budget  submitted  to  the  Con¬ 
gress.  The  Bureau  of  the  Budget  in  August  1954  issued  in¬ 
structions  to  the  agencies  to  use  cost  based  budget  data 
“wherever  the  information  was  available  from  an  integrated 
accounting  system.”  Such  systems  are  the  exception,  aud 
their  installation  should  be  expedited  as  a  preliminary  to 
budgeting  on  a  cost  basis. 

Advantages  of  Cost-based  Budgeting 

In  his  report  to  the  committee  on  H.  R.  11526,  the  Comptroller 
General  detailed  the  advantages  of  cost-based  budgeting  as  follows 

1.  Cost  data  (based  on  man-days  worked,  materials  used, 
etc.)  can  be  directly  related  to  work  accomplished  in  prior 
periods  and  offers  a  basis  for  comparison  with  proposed  plans. 

2.  A  proposed  work  plan  (budget)  stated  in  terms  of  costs 
(total  resources  to  be  consumed)  can  be  realistically  eval¬ 
uated  against  new  money  requirements  by  taking  into  con¬ 
sideration  inventories  and  other  resources  on  order  and  on 
hand  at  the  beginning  and  those  resources  to  be  earned 
over  for  use  in  subsequent  periods. 

3.  Cost  data  can  be  related  to  the  responsibilities  of  each 
segment  of  the  organization  and  its  accomplishments. 

4.  Cost  budgeting  permits  maximum  opportunity  for 
exercise  of  management  initiative  and  precludes  need  for 
rigid  fund  control  (on  a  detailed  basis)  with  its  deadening 
influences. 

The  primary  advantage  of  budgeting  on  a  cost  basis  to  both 
management  and  the  Congress  is  that  total  resources  to  be 
used  (on  hand,  on  order,  and  to  be  procured)  are  reviewed 
rather  than  limiting  the  budget  review  processes  to  new  . 

money  in  the  form  of  an  appropriation  request.  In  terms  ' 

of  numbers  of  activities  or  appropriations,  there  is  a  rela¬ 
tively  close  relationship  between  obligations,  expenditures, 
and  costs  in  those  many  operations  primarily  concerned 
with  personal  services.  On  the  other  hand,  dollar-wise,  the 
greatest  significance  attaches  to  those  appropriat  ions  relatively 
few  in  number  but  which  provide  for  operations  involving 
vast  quantities  of  materials  and  physical  assets.  Major 
procurement,  construction,  and  research  and  development 
ordinarily  fall  in  the  latter  category  and  it  is  in  these  areas 
that  budgeting  on  a  cost  basis  would  produce  major  savings, 
although  its  adoption  would  improve  financial  management 
in  many  other  areas  to  a  lesser  degree. 
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If  cost-based  budgets  were  used  for  management  purposes 
in  making  administrative  subdivisions  of  appropriations  or 
funds  within  the  departments  and  establishments  as  pro¬ 
posed  by  section  216  (c),  the  information  submitted  by  the 
departments  and  establishments  to  the  Bureau  of  the 
Budget  for  budgetary  purposes  would  be  substantially 
more  meaningful.  This  would  permit  periodic  reports  on 
accomplishments  or  performance  to  be  related  to  budgets  in 
terms  of  costs. 

It  should  be  noted  that  agency  budgets  can  be  formulated 
and  administered  on  a  cost  basis  under  present  practices  of 
stating  appropriation  authorizations  on  an  obligation  basis. 

This  is  currently  being  done  in  some  cases,  but  the  cost 
presentation  is  confined  to  the  justification  material  in  the 
greater  number  of  such  instances. 

Definition  of  a  Cost-Type  Budget 

A  cost  type. budget  is  one  which  identifies,  in  terms  of  the  goods  and 
services  consumed  by  each  activity,  the  costs  of  the  program  planned 
by  the  agency.  It  discloses  the  balances  of  the  goods  and  services  on 
hand  that  have  been  obtained  through  use  of  prior  appropriations, 
and  the  extent  to  which  such  available  resources  are  planned  to  be 
used  in  the  proposed  program.  Such  resources  generally  consist  of 
inventories  of  supplies  and  materials,  and  orders  recorded  as  obliga¬ 
tions  for  goods  and  services  not  yet  received.  Finally,  a  cost-type 
budget  shows  the  obligating  authority  required  to  place  orders  for 
additional  goods  and  services  needed  to  accomplish  the  planned  pro¬ 
gram  and  maintain  the  resources  on  hand  at  a  level  appropriate  to  the 
agency’s  operating  requirements. 

Comparison  by  the  Bureau  of  the  Budget  of  the  Obligation 
Budget  and  the  Cost-Type  Budget 

A  cost-type  budget  is  more  useful  for  review  purposes  than  an 
obligation  budget  because,  in  addition  to  bringing  out  the  obligation 
requirements  under  each  appropriation,  it  develops  data  on — 
the  cost  of  what  is  planned  to  be  done; 

the  proposed  use  of  what  the  agency  has  on  hand  to  do  it  with; 
the  value  of  what  is  carried  over  for  use  on  subsequent-year 
programs. 

The  obligation  budget  shows  only  the  financing  (obligation  require¬ 
ments)  needed  to  place  orders  for  goods  or  services  in  the  budget  year. 
This  is  shown  by  activity  and  in  total.  The  cost  budget  shows  the 
costs  of  goods  and  services  to  be  actually  used  for  each  activity  in  the 
budget  year.  This  is  a  better  indicator  of  the  size  of  the  planned 
program  and  is  a  more  meaningful  measure  of  work  and  performance. 

The  obligation  budget  does  not  reflect  the  inventories  on  hand  which 
are  available  for  use  by  the  agencies.  The  cost  budget  brings  out  the 
value  of  all  resources  of  this  type  by  showing,  for  example,  the  balances 
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of  inventories  on  hand  for  future  use,  and  the  amounts  of  orders  placed 
but  undelivered — which  will  ultimately  provide  goods  and  services 
for  agency  use.  These  are  pertinent  data  because  they  provide 
indicators  of  the  amount  of  resources  available  beyond  the  obligation 
needs  being  requested. 

In  summary,  the  obligation  budget  highlights  the  financing  that  is 
needed  to  carry  out  a  proposed  program.  This,  however,  is  only  the 
beginning  of  the  financial  process.  The  cost  budget,  in  contrast,  shows 
the  financing  and  available  resources  and  indicates  the  results  of  use  of 
these  two  factors  in  terms  of  the  end  costs  of  the  program.  It  thus 
brings  out  for  review  the  complete  financial  cycle — from  ordering  the 
necessary  goods  and  services  to  their  application  for  program  purposes. 

An  Example  of  an  Operating  Appropriation 

PRESENT  BASIS 
Operating  expenses,  Coast  Guard 

PROGRAM  AND  FINANCING 


1955  actual 

1956  estimate 

1957  estimate 

Program  by  activities : 

1.  Vessel  operations .  _ . 

$42, 666,  260 

13,  953,  945 
34,431,049 
14, 074, 989 

7, 627, 524 
19, 378, 047 

14,  534, 260 
8, 130,  594 

$44. 214,  795 
15,477,086 
35,  578, 710 
16,  563, 394 
8, 134, 328 
20,  097,  810 
14,  454,  701 

6, 918, 176 

$44, 654, 272 
16, 844,  687 
36,387, 611 
16, 166, 086 
8, 358,  528 
20, 178,  441 
15, 842, 199 
6, 918, 176 

2.  Aviation  operations _ _ _ 

3.  Shore  stations  and  aids  operations.. 

4.  Repair  and  supply  facilities _ _ _ _ 

5.  Training  and  recruiting  facilities . . 

6.  Administration  and  operational  control . . . 

7.  Other  military  personnel  expenses . 

8.  Supporting  programs . . . 

Total  obligations . . . 

154, 796, 068 

515, 318 

161, 439, 000 

165, 350, 000 

Financing: 

Unobligated  balance  no  longer  available . . . 

Appropriation  (adjusted). . .  .. 

155, 311, 986 

160, 750, 000 
689, 000 

165, 350, 000 

Proposed  supplemental  due  to  pay  increases . 

Note —From  p.  924  of  the  1957  budget. 
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An  Example  of  an  Operating  Appropriation 


COST  BASIS 

Operating  Expenses,  Coast  Guard 

PROGRAM.  AND  FINANCING 


Program  by  activities: 

1.  Vessel  operations . 

2.  Aviation  operations . 

3.  Shore  stations  and  aids  operations... 

4.  Repair  and  supply  facilities . 

5.  Training  and  recruiting  facilities _ 

6.  Administration  and  operational  con¬ 

trol . 

7.  Other  military  personnel  expenses... 

8.  Supporting  programs . 

9.  Adjustment  of  prior  year  costs . 


Total  costs . 

Relation  of  costs  to  obligations: 

Decrease  (— )  in  selected  resources 
available  for  future  application  to 
activity  costs . 


Total  obligations 

r 

Appropriation  (adjusted) 
Proposed  supplemental  < 


tancmg : 

obligated  balance  no  longer  available . 


Proposed  supplemental  due  to  pay 
increase. 


1955  actual 


$44.  013.  698 
15.  261.  137 
34.  865.  324 
14.231.320 
7.  712.  243 

19.  593.  279 
14.  707.  472 
9.  391.  789 
815.071 


160.  591,  333 


1956  estimate  1957  estimate 


$44.  845.  777 
17.  387.  949 
36.  007.  550 
15.872.072 
8.  389.  657 

20.  Ill,  102 
14.  109.372 
7.  664.  847 


$45.  285.  254 
18.  405.  432 
36.816,  451 
15.  474.  764 
8.  613,  857 

20.  191.  733 
15.496.  870 
7.  664.  847 


y 

-2.599,208  r 


RELATION  OF  COSTS  TO  OBLIGATIONS 


Selected  resources 

1964 

1965 

1950 

1957 

Balance,  June  30: 

Stores  (goods  unconsumed  by 

actual 

actual 

estimate 

estimate 

< 

projects) . 

Advances  (payments  for  goods 

$40.  483,  279 

$38.  039,  168 

$35.  991.821 

$33.  448,  921 

and  services  not  yet  received)  . 
Deferred  charges  (prepaid  ex¬ 
penses,  work-ln-proeoss,  and 

5.396,515 

3.601,410 

2,  488,  730 

2.  488, 730 

other  unapplied  charges) . 

Undelivered  orders  (goods  and 
services  on  order  not  yet  re- 

3. 865,  547 

1,  506,915 

1,450,000 

1,450,000 

ceived ) . 

17. 148,  806 

12,  445,  389 

13,693,  397 

14,100,089 

Total  selected  resources . 

Deduct,  selected  resources  at  start  of 

66.  894,147 

55.  592, 882 

53,  623,  948 

51,487,740 

year . 

66.  894.  147 

55.  592.  882 

53.  623.  948 

Decrease  (-)  In  selected  resources.. 

Adjustments  of  selected  resources 
applicable  to  prior  years . 

Net  transfers  In  (-)  and  out  without 
charge . . . 

Decrease  (-)  in  selected  resources 
available  for  future  application  to 
activity  costs . 


D 


-11,301.265  -1.968.934  -  2.136.208 

3,376.002  . ^ 

2,130,598  -  980,392  -  463,000 

- > 

-5,  794,  665  -  2,  949,  326  -  2,  599.  208 


SIGNIFICANT  POINTS 


Shows  the  cost  of  goods  and  serv- 
ices  used  in  performing  the  work  - 
the  most  accurate  financial  measure 
of  accomplishment  for  comparison 
with  workload  data. 


Shows  the  planned  and  actual  use 
of  resources  on  hand,  already  ap¬ 
propriated  for,  or  the  indicated 
buildup  of  resources  for  future  use. 


Shows  total  obligations  and  ap¬ 
propriation  as  at  present. 


Shows  a  breakdown  of  resources  on 
hand  as  of  each  June  30th  -  inven¬ 
tories  of  supplies,  advances  to  con¬ 
tractors,  undelivered  orders,  etc. 


Shows,  where  applicable,  the  net 
value  of  property  and  services 
which  the  appropriation  acquires 
without  charge  from  other  accounts, 
or  gives  to  them  without  charge. 
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Changes  in  Existing  Law 

In  compliance  with  clause  3  of  rule  XIII  of  the  Rules  of  the  House 
of  Representatives,  changes  in  existing  law  made  by  the  bill,  as  intro¬ 
duced,  are  shown  as  follows  (existing  law  proposed  to  be  omitted  is 
enclosed  in  black  brackets,  new  matter  is  printed  in  italics,  existing 
law  in  which  no  change  is  proposed  is  shown  in  roman) : 

Budget  and  Accounting  Act,  1921,  as  Amended  by  the  Budget 
and  Accounting  Procedures  Act  of  1950 

*  *  *  *  *  *  * 

Sec.  201.  (a)  The  President  shall  transmit  to  Congress,  during  the 
first  fifteen  days  of  each  regular  session,  the  Budget,  which  shall  set 
forth  his  Budget  message,  summary  data,  and  text,  and  supporting 
detail.  The  Budget  shall  set  forth  in  such  form  and  detail  as  the 
President  may  determine — - 

[a]  ( 1 )  functions  and  activities  of  the  Government; 

(2)  at  such  times  as  may  be  practicable,  information  on  program 
costs  and  accomplishments ; 

[b]  (3)  any  other  desirable  classifications  of  data; 

M  U)  a  reconcilation  of  the  summary  data  on  expenditures 
with  proposed  appropriations; 

Ed]  (5)  estimated  expenditures  and  proposed  appropriations 
necessary  in  his  judgment  for  the  support  of  the  Government  for 
the  ensuing  fiscal  year,  except  that  estimated  expenditures  and 
proposed  appropriations  for  such  year  for  the  legislative  branch 
of  the  Government  and  the  Supreme  Court  of  the  United  States 
shall  be  transmitted  to  the  President  on  or  before  October  15  of 
each  year,  and  shall  be  included  by  him  in  the  Budget  without 
revision; 

Ee]  (6)  estimate  receipts  of  the  Government  during  the 
ensuing  fiscal  year,  under  (1)  laws  existing  at  the  time  the  Budget 
is  transmitted  and  also  (2)  under  the  revenue  proposals,  if  any, 
contained  in  the  Budget; 

U1  (?)  actual  appropriations,  expenditures,  and  receipts  of 
the  Government  during  the  last  completed  fiscal  year; 

Eg]  (8)  estimated  expenditures  and  receipts,  and  actual  or 
proposed  appropriations  of  the  Government  during  the  fiscal  year 
in  progress; 

Eh]  ( 9 )  balanced  statements  of  (1)  the  condition  of  the  Treasury 
at  the  end  of  the  last  completed  fiscal  year,  (2)  the  estimated 
condition  of  the  Treasury  at  the  end  of  the  fiscal  year  in  progress, 
and  (3)  the  estimated  condition  of  the  Treasury  at  the  end  of  the 
ensuing  fiscal  year  if  the  financial  proposals  contained  in  the 
Budget  are  adopted; 

Ei]  (JO)  all  essential  facts  regarding  the  bonded  and  other 
indebtedness  of  the  Government;  and 

Ej]  (11)  such  other  financial  statements  and  data  as  in  his 
opinion  are  necessary  or  desirable  in  order  to  make  known  in  all 
practicable  detail  the  financial  condition  of  the  Government. 

(b)  The  amounts  of  proposed  appropriations  referred  to  in  sections 
201  (a)  and  203  of  this  Act  shall,  to  the  maximum  extent  deemed  desirable 
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and  practicable  by  the  President,  be  determined  on  an  annual  accrued' 
expenditure  basis. 

“Annual  accrued  expenditures ”  shall  relate  to  goods  and  services  to  be 
received  in  a  fiscal  year,  advance  payments,  progress  payments,  and  such 
other  payments  as  are  authorized  by  law  to  be  made  in  such  fiscal  year. 

This  subsection  shall  not  apply  to  appropriations  made  specifically 
jor  the  payment  oj  claims  certified  by  the  Comptroller  General  and  of 
judgments;  appropriations  jor  the  rejund  oj  Federal  taxes  and  of  other 
moneys  erroneously  received  and  covered  into  the  Treasury  oj  the  United 
States;  appropriations  made  by  private  relief  Acts  of  Congress;  appro¬ 
priations  jor  the  payment  oj  interest  on  trust  funds;  revolving  junds 
or  appropriations  thereto;  appropriations  jor  the  payment  to  jormer 
members  oj  the  armed  jorces,  their  dependents  arid  beneficiaries ,  oj  any 
benefits  to  which  they  are  entitled  by  reason  oj  military  service;  appro¬ 
priations  jor  the  payment  oj  pensions  and  annuities;  appropriations  jor 
the  payment  oj  any  obligation  of  the  United  States  jor  which  liability  is 
fixed  by  treaty;  and  other  appropriations  or  junds  analogous  to  the  jore- 
going. 

(c)  The  conversion  to  the  use  oj  annual  accrued  expenditures  jor  stating 
proposed  appropriations  in  accordance  with  section  201  (b)  oj  this  Act 
shall  be  accomplished  in  such  manner  and  at  such  times  as  may  be  deter¬ 
mined  by  the  President. 

(d)  As  ot  the  end  oj  each  fiscal  year,  the  excess  oj  any  appropriation 
or  jund  made  on  an  annual  accrued  expenditure  basis  over  the  accrued 
expenditures  under  such  appropriation  or  jund  shall  lapse,  unless  there- 
ajter  provided  otherwise  in  an  appropriation  act  or  other  law.  Any 
remaining  balances  oj  each  such  appropriation  or  jund  shall  be  merged 
with  any  appropriation  or  jund  made  jor  the  same  general  purpose  jor 
the  ensuing  fiscal  year  and  shall  constitute  a  single  account. 

Sec.  216.  (a)  Requests  for  regular,  supplemental,  or  deficiency  ap¬ 
propriations  which  are  submitted  to  the  Bureau  by  the  head  of  ail}7 
department  or  establishment  shall  be  prepared  and  submitted  as  the 
President  may  determine  in  accordance  with  the  provisions  of  section 
201. 

(6)  The  reguests  oj  the  departments  and  establishments  jor  appropri¬ 
ations  shall,  in  such  manner  and  at  such  times  as  may  be  determined  by 
the  President,  be  developed  jrom  cost-based  budgets. 

(c)  For  purposes  oj  administration  and  operation,  such  cost-based 
budgets  shall  be  used  by  all  departments  and  establishments  and  their 
subordinate  units.  Administrative  subdivisions  of  appropriations  or 
funds  shall  be  made  on  the  basis  oj  such  cost-based  budgets. 

Budget  and  Accounting  Procedures  Act  of  1950 

ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

Sec.  106.  The  head  oj  each  executive  agency  shall,  in  consultation 
with  the  Director  oj  the  Bureau  oj  the  Budget,  take  whatever  action  may 
be  necessary  to  achieve,  insofar  as  is  possible,  (1)  consistency  in  accounting 
and  budget  classifications,  ( 2 )  synchronization  between  accounting  and 
budget  classifications  and  organizational  structure,  and  ( 3 )  support  oj 
the  budget  justifications  by  information  on  performance  and  program 
costs  by  organizational  units. 
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Sec.  113.  (a)  The  head  of  each  executive  agency  shall  establish 
and  maintain  systems  of  accounting  and  internal  control  designed  to 
provide — 

(1)  full  disclosure  of  the  financial  results  of  the  agency’s 
activities; 

(2)  adequate  financial  information  needed  for  the  agency’s 
management  purposes; 

(3)  effective  control  over  and  accountability  for  all  funds, 
property,  and  other  assets  for  which  the  agency  is  responsible, 
including  appropriate  internal  audit; 

(4)  reliable  accounting  results  to  serve  as  the  basis  for  prepara¬ 
tion  and  support  of  the  agency’s  budget  requests,  for  controlling 
the  execution  of  its  budget,  and  for  providing  financial  in¬ 
formation  required  by  the  Bureau  of  the  Budget  under  section 
213  of  the  Budget  and  Accounting  Act,  1921  (42  Stat.  23); 

(5)  suitable  integration  of  the  accounting  of  the  agency  with 
the  accounting  of  the  Treasury  Department  in  connection  with 
the  central  accounting  and  reporting  responsibilities  imposed  on 
the  Secretary  of  the  Treasury  by  section  114  of  this  part. 

(b)  The  accounting  systems  of  executive  agencies  shall  conform  to 
the  principles,  standards,  and  related  requirements  prescribed  by  the 
Comptroller  General  pursuant  to  section  112  (a)  of  this  part. 

(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  subsection, 
the  head  oj  each  executive  agency  shall,  in  accordance  with  principles  and 
standards  prescribed  by  the  Comptroller  General,  cause  the  accounts  of 
such  agency  to  be  maintained  on  an  accrual  basis  to  shoiv  the  resources, 
liabilities,  and  costs  o  f  operations  of  such  agency  with  a  view  to  facilitating 
the  preparation  of  cost-based  budgets  as  reguired  by  section  216  of  the 
Budget  and  Accounting  Act,  1921,  as  amended.  The  accounting  system 
reguired  by  this  subsection  shall  include  adeguate  monetary  property 
accounting  records  as  an  integral  part  of  the  system. 

Sec.  118.  As  used  in  this  part,  the  term  “executive  agency”  means 
any  executive  department  or  independent  establishment  in  the  execu¬ 
tive  branch  of  the  Government  but  (a)  except  for  the  purposes  of  sec¬ 
tions  114,  116,  and  119  shall  not  include  any  Government  corporation 
or  agency  subject  to  the  Government  Corporation  Control  Act  (59 
Stat.  597),  and  (b)  except  for  the  purposes  of  sections  111,  113  ( c ),  114, 
and  116  shall  not  include  the  Post  Office  Department. 

Section  3679,  Revised  Statutes  (Anti-Deficiency  Act) 

(g)  Any  appropriation  which  is  apportioned  or  reapportioned  pur¬ 
suant  to  this  section  may  be  divided  and  subdivided  administratively 
within  the  limits  of  such  apportionments  or  reapportionments.  The 
officer  having  administrative  control  of  any  such  appropriation  avail¬ 
able  to  the  legislative  branch,  the  judiciary,  or  the  District  of  Colum¬ 
bia,  and  the  head  of  each  agency,  subject  to  the  approval  of  the 
Director  of  the  Bureau  of  the  Budget,  shall  prescribe,  by  regulation, 
a  system  of  administrative  control  (not  inconsistent  with  any  account¬ 
ing  procedures  prescribed  by  or  pursuant  to  law)  which  shall  be 
designed  to  (A)  restrict  obligations  or  expenditures  against  each  appro¬ 
priation  to  the  amount  of  apportionments  or  reapportionments  made 
for  each  such  appropriation,  and  (B)  enable  such  officer  or  agency 
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head  to  fix  responsibility  for  the  creation  of  any  obligation  or  the 
making  of  any  expenditure  in  excess  of  an  apportionment  or  reappor¬ 
tionment.  In  order  to  have  a  simplified  system  for  the  administrative 
subdivision  of  appropriations  or  funds,  each  agency  shall  work  toward 
the  objective  of  financing  each  operating  unit,. at  the  highest  practical  level, 
from  not  more  than  one  administrative  subdivision  for  each  appropriation 
or  fund  affecting  such  unit. 
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HIGHLIGHTS:  House  passed  new  military  obstruction  bill.  House  Rules  Committee 
cleared  atomic  power  bill.  House  committees  reported  bills  to  authorize  land  ex¬ 
change  between  USDA  and  Defense  Department, /Mispose  of  rubber  plant,  authorise 
travel  allowance  for  new  appointees,  ppavide  rlood  insurance,  and  protect  integrity 
of  grain  grade  certificates.  Sen.  Mo/se  introau^ed  and  discussed  bill  to  transfer 
certain  Siskiyou  National  Forest  lavras  to  Oreg*  Mtep.  Spence  introduced  bill  to. 
implement  the  International  ilieat/Agreement .  Senate  committee  reported  water  rights 
J)ill,  Sen.  Aiken  stated  farm  ir/^ome  moving  upward.  \Sen.  Johnson  stated  farm  income 
~ (Continued  on  page  6) 

1.  WATERSHEDS,  Receive^/from  the  Budget  Bureau  plans  for  iJbrks  of  improvement  on 
watershed  protecti/ii  and  flood  control  in  the  States  of  Md*  and  IJ*  J.j  to 
Agriculture  and  Forestry  Committee,  p,  11799 

2,  RECLAMATION,  The  Interior  and  Insular  Affairs  Committee  reported  without  amend¬ 
ment  S,  3728^  to  provide  for  the  construction  by  the  Secretary  of  the  Interior 
of  the  San/Angelo  Federal  reclamation  project,  Tex.  (S.  Rept*  2608) ,  p,  lloOl 


The  Post  Office  and  Civil  Service  Committee  reported  with^a^nendment 
,  to  provide  for  increases  in  the  annuities  of  annuitants  under  »>he 

p. 


3.  PERSON! 

S.  37_,  . _ 

Civil  Service  Retirement  Act  (S,  P.ept*  2610)* 


11801 


In  WitffER  RIGHTS,  The  Interior  and  Insular  Affairs  Committee  reported  with  amenc 
4ent  S,  863,  to  govern  the  control,  appropriation,  use  and  distribution  of 
iTater  (S.  Rept,  2587)*  p*  11801 
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5.\FARIT  I'.-TCOHE,  Sen.  Aiken  expressed  gratification  relative  to  the  report  of  ti 
\Pepartnent  indicating  that  farm  income  ie  moving  upward,  p.  II808 

Sen.  Johnson  stated  that  total  cash  income  of  Texas  farmers  has  declined 
th\s  ■''ear,  and  inserted  a  constituent's  letter  to  support  his  Position. 
p.11838 


6,  SOCIAL  SECURITY .  Passed,  by  a  vote  of  90  to  0,  H,  R.  7225,  the  social!  security 
bill  (ppy  11811,  11839,  1181*9,  II878,  11881;,  11886,  11897  and  119C)/) .  Agreed 
to  clarifying  amendment  by  Sen.  Capehart  to  exempt  certain  agricultural  labor 
from  the  biSQ  unless  they  are  engaged  in  production  or  "management  of  produc¬ 
tion11  of  agricultural  commodities  (p.  1190JU )  ,  Conferees  were  /Appointed  (p. 
11920) . 


7.  TLECTRIFICAT ION , 
the  construction 


Several  Senators  discussed  and  inserted 
the  Hells  Canyon  dam.  pp.  11812,  llj 


terial  relative  to 
50,  ll8l;3,  11890 


8.  FISHERIES.  Conferees\ere  appointed  on  S.  3275,  to  establish  a  sound  and  com¬ 
prehensive  national  polic-'r  with  respect  to  fisheries/*^  to  strengthen  the 
i isheries  segment  of  thX.  national  economy;  to  esta-j^ish  within  the  Department 

/“S  "P*  F  A  I  4-  -V*  -l  Vn  r\  f1-?  _ :  _ ? _  1  I  I  /  1  ..  _ 


of  the  Interior  a  Fisheries 
of  the  U.  8.  Fisheries  Cc 
ed).  p.  11873 

The  Interstate  and  ForeiX 
ment  S.  3831,  to  provide  for  thN 
p,  D8l6 


division;  and  to  crea 
ssion.  (House 


and  prescribe  the  functior 
confe/ees  have  not  vet  been  appoint- 


Commerce  Committee 
establishmejrft  of 


ordered  reported  with  ar.end- 
a  fish  hatchery  in  1 I*  Va. 


9.  3  rDG.  j.Ij-G;  ACoOUli!  IHG.  Conferees  were  appointed  on  S.  3897,  to  improve  govern¬ 
mental  buc-geting  a  m’  accounting  methods  and  procedures.  (House  conferees  have 

net  vet  been  appointed),  p.  11892 


Agreed  to  the  conference  reporl 

facilitate  the  pavment  of  obligat 


9593,  to  simplify  accounting  and 

11897 


10.  FOREIGN  TRADE ,  Made  as  its  unf  noshed  business  H.  Rs  6ofO,  to  amend  certain 

administrative  provisions  of  t/e  Tariff  let  oY  1930  and  to  repeal  obsolete 
provisions  of  the  customs  laws,  p,  11920 

11.  FORESTRY.  Passed  without  amendment  H.  R,  8898,  toNprovide  an  additional  authoi 

ization  of  appropriations/for  the  purchase  by  the  Secretary  of  Agriculture  of 
lands  within  the  boundaries  of  the  Cache  Rational  Forest,  Utah.  This  bill  will 
now  be  sent  to  the  Fre/ident.  p.  11920*" 

12.  LIVESTOCK  SLAUGHTER*/ The  Agriculture  and  Forestry  Committee  reported  rath  amend¬ 

ment  3,  1636,  to  require  the  use  of  humane  methods  in  the ^slaughter  of  livestock 
and  poultry  in  juiterstate  or  foreign  commerce  (S*  Rept.  26170 .  p.  11921 

13*  FOOD  RESERVE*  /he  Foreign  Relations  Committee  ordered  reporteXwith  amendment 
an  original  concurrent  resolution  stating  that  it  is  the  sense  6f  the  Congress 
that  the  ^rdsident  should  explore  with  other  nations  the  establishment  o/an 
international  food  and  raw  materials  reserve  "nder  the  auspices  of\the  U.  N. 
p  D8l6/ ed  organi7ations  ^  a  n«Fiber  has  not  "et  been  assigned  the  resolution). 

lii.  TaXaITOM.  l^eceived  a  telegram  xrom  a  Calif,  State  Senate  committee  favor'vng 

enactment  of  S.  U183,  to  authorize  the  parent  to  local  ;  overnments  of  sutos  in 
of  taxes  and  special  assessments  rth  respect  to  certain  Federal  real 
Property;  to  Government  Operations  Committee,  p,  11799 
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TO  ENCOURAGE  SHARE  OWN- 
SHIP  BY  AMERICAN  YOUNG¬ 


S': 


Mr.  WILEY.  Mr.  President,  I  have 
long  beensinterested  in  the  broadest  pos¬ 
sible  degrete  of  ownership  by  our  Amer¬ 
ican  people  m  America’s  free-enterprise 
system,  particularly  in  ownership  of  se¬ 
curities  soundlj\purchased  and  soundly 
financed. 

I  regard  it  as  ax  particularly  valuable 
educational  service \to  acquaint  Amer¬ 
ica’s  younger  generation  with  the  value 
of  owning  its  own  shax^  in  the  Amer¬ 
ican  system  of  private  initiative. 

That  is  why  on  March\2  I  spoke  in 
the  Senate — as  shown  in  the  Congres¬ 
sional  Record  for  that  date\beginning 
on  page  A2575 — on  behalf  of  the  enact¬ 
ment  by  additional  States  of  the^Union 
of  model  legislation  to  facilitate\>tock 
gifts  to  minor  children. 

Such  legislation  has  now  been 
acted  in  13  States  during  last  year  arii 
this  year  alone.  I  am  pleased  to  say  that1 
my  own  forward-moving  State  is  among 
their  number, 

I  was  happy  recently  to  hear  from 
Mr.  G.  Keith  Funston,  able  president  of 
the  New  York  Stock  Exchange,  who 
wrote  on  behalf  of  enactment  by  the 
Congress  of  the  model  statute,  so  as  to 
apply  it  to  stock  gifts  here  in  the  Dis¬ 
trict  of  Columbia.  Mr.  Funston  himself 
has  done  a  most  admirable  job  of  helping 
to  educate  our  people  on  the  value  of 
stock  ownership,  so  he  was  in  a  most  ap¬ 
propriate  position  to  recommend  the  ad¬ 
vancement  of  this  cause. 

I  am  most  pleased  that  the  House  of 
Representatives  passed  the  model  bill, 
H.  R.  11090,  on  July  9.  I  am  glad  that 
the  distinguished  chairman  of  the  Sen¬ 
ate  District  Committee  (Mr.  Neely)  is  a 
cosponsor  of  a  companion  bill,  S.  3886, 
now  pending  before  his  own  committee. 
Our  colleague  from  West  Virginia  had 
introduced  the  bill  at  the  sound  sugges¬ 
tion  of  the  District  of  Columbia  Bar  As¬ 
sociation. 

In  his  thoughtful  message,  Mr.  Fun¬ 
ston  had  written  to  me — 

Knowing  of  your  specific  interest  in  this 
legislation,  I  thought  that  I  would  take  the 
liberty  of  informing  you  of  these  develop¬ 
ments. 

I  indeed  welcome  his  report.  So  it 
my  earnest  hope  that  our  colleagues/6n 
the  Senate  District  Committee  will/now 
find  it  possible  before  the  end  of  this 
session  to  report  the  bill  favorably,  so 
that  the  District  can  become ^the  14th 
area  to  enact  the  model  statute. 

It  seems  to  me  that  in  ovaer  to  keep 
America  moving  ahead,  in  order  to  keep 
expanding  our  great  private  system,  we 
must  encourage  more  and  more  Ameri¬ 
cans  to  invest  theiZ  savings  wisely. 
Thereby,  we  shall  help  develop  new  tools, 
new  technology,  new  plants,  new  jobs, 
and  new  marketa/for  our  growing  popu¬ 
lation  and  our  growing  Nation 

I  send  to  me  desk  the  text  of  the 
testimony  bg' Mr.  John  R.  Haire,  sec¬ 
retary  of  the  New  York  Stock  Exchange, 
before  thy Subcommittee  of  the  House 
District  ifommittee  which  considered  H. 
R.  llOjwT  I  believe  his  presentation  is 
a  mo art  illuminating  and  concise  state- 
menc  on  the  value  of  this  model  statute. 


I  commend  it  not  only  to  the  attention  of 
my  colleagues  on  the  District  Commit¬ 
tee,  but  also  to  the  attention  of  the  other 
35  States  of  the  Union  which  have  not 
as  yet  enacted  the  model  statute. 

May  sound  stock  ownership  flourish. 
May  we  see  more  and  more  Americans — 
young  and  old,  men  and  women,  working 
and  retired — own  equity  in  the  United 
States  system. 

I  ask  unanimous  consent  that  the  text 
of  Mr.  Haire’s  statement  be  printed  at 
this  point  in  the  body  of  the  Congres¬ 
sional  Record. 

There  being  no  objection,  the  state¬ 
ment  was  ordered  to  be  printed  in  the 
Record,  as  follows: 

Statement  of  John  R.  Haire,  Secretary  of 
the  New  York  Stock  Exchange,  Before 
the  Public  Utilities,  Insurance,  and 
Banking  Subcommittee  of  the  District 
of  Columbia  Committee  of  thi  House  of 
Representatives  Concerning  H.  R.  11090, 
June  26,  1956 

My  name  is  John  R.  Haire.  I  live  In 
Scarsdale,  N.  Y.  I  am  the  secretary  of  the 
.New  York  Stock  Exchange.  I  am  here  today 
tp  testify  in  favor  of  H.  R.  11090,  which 
juld  make  it  easier  for  residents  of  the/ 
District  of  Columbia  to  make  gifts  of  stocj 
to  minor  children. 

H.  R.  11090  is  based  on  a  model  bill /Ue- 
velopedSby  the  New  York  Stock  Exchange  to 
facilitate\stock  gifts  to  minor  children. 
Legislation^  based  on  the  exchange’s  model 
bill  has  beeki  enacted  in  13  States  in  the 
1955  and  19^6  State  legislating  sessions. 
Those  13  States  are:  California,  Colorado, 
Connecticut,  Georgia,  MichigajL  New  Jersey, 
New  York,  North 'Carolina,  Ohio,  Rhode  Is¬ 
land,  South  Carolma,  Virginia,  Wisconsin. 

A  similar  bill  has  also  been  passed  by  the 
Louisiana  Legislature  and  now  is  before  the 
Governor  of  that  State  rbr  signature. 

H.  R.  11090,  designed  to  benefit  the  resi¬ 
dents  of  the  District;  has  been  endorsed  by 
the  District  of  Columbia  Bar  Association  and 
introduced  at  th^  associations  request. 
problem  to  be  sol vi 
Before  I  discuss  the  mechanics  Of  the  bill, 
I  would  like/to  outline  briefly  the  'problem 
that  this  legislation  is  designed  toy  solve. 

In  jurisdictions  where  this  legislation  has 
not  beeil  enacted,  common  stock  or  other 
securities  can  be  legally  given  to  a  minor 
child/in  1  or  2  principal  ways.  An  outrigl 
gift/of  securities  can  be  made  to  a  child 
aijd  the  securities  registered  in  his  name. 

lis  method  can  create  considerable  prob¬ 
lems  because  a  subsequent  sale  of  the  stock 
for  the  child  would  require  appointment 
by  a  court  of  a  legal  guardian  for  the  child. 
It  has  been  our  experience  that  most  parents 
are  completely  unaware  that  one  of  them 
must  be  court-appointed  as  guardian  of  the 
property  of  their  own  child  merely  to  sell 
securities  which  the  parents  themselves 
have  given  to  the  child.  Guardianship  can 
be  extremely  cumbersome,  restrictive,  and 
expensive  when  small  gifts  of  stock  to  a 
child  are  concerned.  As  a  result,  this 
method  of  giving  stock  to  children  has  not 
been  practical  for  small  gifts. 

The  second  method  of  giving  securities  to 
children  now  available  to  parents  is  the 
creation  of  a  trust.  Here  again  the  expense 
and  inconvenience  of  a  trust  have  deterred 
parents  who  desired  to  make  modest  gifts  of 
stock  to  their  children. 

The  treatment  of  stock  gifts  to  children 
has  contrasted  sharply  with  the  freedom  and 
flexibility  offered  to  parents  who  desire  to 
make  gifts  to  their  children  of  either  United 
States  Government  bonds  or  savings  ac¬ 
counts.  In  these  two  areas  little  or  no  ex¬ 
pense  or  redtape  inhibits  the  parent  from 
making  gifts.  In  both  cases,  it  has  been 
made  extremely  simple  for  the  parent  or 


giver  to  act  on  the  child’s  behalf  in  dealing 
with  the  bond  or  savings  account  which  lias 
been  given  to  the  child.  / 

In  recent  years  the  New  York  Stock  Ex¬ 
change  has  received  increasing  numbers  of 
letters  from  parents  asking  whjr/  in  this 
greatest  capitalistic  country  in  the  world,  it 
is  so  difficult  for  them  to  make  a^small  gift  of 
stock  to  their  own  child.  These  parents  be¬ 
lieve,  as  we  do,  that  ownership  of  common 
stock  would  provide  their  Children  with  a 
practical  home  study  course  in  our  free  en¬ 
terprise  system.  By  explaining  to  a  child 
what  his  stock  certificate  represents  a  parent 
can  give  a  first-hand  Ifesson  in  just  how  our 
economic  system  works.  A  child,  by  spend¬ 
ing  or  saving  his  dividend  check,  can  come 
to  understand  tioZ  our  American  profit  sys¬ 
tem  works.  A  close  self-identification  with 
our  system  wquld  provide  each  of  our  chil¬ 
dren  with  the'  best  possible  understanding 
of  what  mqkes  our  economy  tick. 

Keith  Funston,  president  of  the  New  York 
Stock  Exchange,  has  said  this  about  the 
probler 

“By/the  time  today’s  children  are  the 
leaders  of  tomorrow,  I  believe  that  this  coun¬ 
try/will  have  a  true  democratic  capitalism 
in'7  which  our  productive  facilities  will  be 
siwned  by  millions  more  Americans.  Essen¬ 
tial  to  the  strength  of  such  a  corporate  de¬ 
mocracy  will  be  the  education  of  today’s 
youth  to  the  workings  of  our  economic  sys¬ 
tem. 

“And  yet  today  our  children  are  denied 
the  greatest  single  teaching  tool  that  we 
have — ownership.  The  denial  of  the  con¬ 
venient  right  of  direct  ownership  of  stock 
is  largely  responsible  for  the  fact  that  only 
2  children  out  of  every  thousand — two- 
tenths  of  I  percent  of  our  boys  and  girls — 
are  shareowners.  It  is  sad  but  true  that,  un¬ 
less  changes  are  made  in  our  laws,  almost 
every  one  of  our  children  will  reach  maturity 
with  no  real  comprehension  of  what  it  means 
to  be  a  shareowner.” 

PROVISIONS  OF  THE  BILL 

Faced  with  this  problem,  we  at  the  ex¬ 
change  set  out  to  devise  a  way  which  would 
make  it  as  simple  to  give  stock  to  children 
as  it  is  to  give  them  Government  bonds  or 
a  savings  account.  We  believe  that  the  bill 
which  is  receiving  your  consideration  today 
provides  that  simple  method. 

In  discussing  the  bill  I  would  like  to  stress 
first  that  it  applies  only  to  one  thing— gifts 
of  securities  to  a  minor  child.  It  does  not 
affect  in  any  way  the  legal  safeguards  which 
have  always  protected  a  child’s  property  re¬ 
ceived  by  inheritance  or  in  any  other  man¬ 
ner.  This  bill  merely  provides  a  simple  way 
for  a  parent  or  other  adult  to  make  a  gift 
tock  to  a  child  and  reserve  a  power  to 
manage  the  securities  given  until  the  child 
reaches  21.  Actually,  the  bill  does  not  permit 
a  giver  tq  do  anything  he  could  not  do  under 
the  law  a\  present  by  the  creation  of  a  trust 
for  the  child.  It  just  simplifies  things  and 
therefore  w’tU  encourage  small  stock  gifts 
which  are  not  now  being  made  because  of 
the  expense  aim,  redtape  involved. 

This  bill  wouiil  make  it  possible  to  make 
an  outright  gift  Of  stock  to  a  child  by  the 
simple  act  of  havingythe  securities  registered 
in  the  name  of  an  adult  as  custodian  for 
the  child— the  custodian  being  a  close  rela¬ 
tive  of  the  child  or  the -giver  himself.  The 
actual  registration  required  would  be  “John 
Jones,  as  custodian,  for  Mary  Jones,  a  minor, 
under  the  laws  of  the  District  of  Columbia. 
By  having  stock  registered  iiY  that  way,  a 
giver  would  achieve  two  things*.  He  would 
make  an  outright  gift  of  stock  to  Mary  Jones 
and  would  appoint  her  father,  JApn,  as  a 
custodian  with  the  power  to  maiMe  the 
investment  for  Mary  until  she  reaches  21 .  An 
of  the  rights,  powers,  and  duties  or  thi 
todian  are  spelled  out  in  the  statute, 
tives  of  the  child  who  are  permhted 
custodians  are  parents,  grandparents  adull 
brothers  and  sisters,  uncles  and  aunts. 
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InNthe  case  of  bearer  securities  a  simple 
•*deed\f  gift”  must  be  filled  out  and  tbe 
securities  must  be  delivered  to  the  custodian. 
For  bearer  securities  the  giver  cannot  serve 
as  a  custodian. 

The  gift  \o  the  child  Is  complete  and 
irrevocable.  \he  child  actually  owns  the 
securities,  but  idle  custodian  has  the  right 
to  manage  the  Investment  of  this  property 
until  the  child  is  _  _ . 

The  custodian  cat\collect  the  income  from 
the  securities  for  the*,  child.  He  can  spend 
any  part  of  the  incomb,  or  principal  for  the 
benefit  of  the  child.  Any. property  remaining 
when  the  child  reaches  2i  must  be  turned 
over  to  him. 

The  custodian  may  retaiikany  securities 
originally  delivered  to  him.  Hb  may  sell  any 
securities  he  holds  at  any  time,  but  any  rein¬ 
vestment  must  be  in  such  securities  as  would 
be  purchased  by  a  "prudent  man  'of  discre¬ 
tion  and  intelligence”  seeking  a  reasonable 
Income  and  capital  preservation.  Aside  from 
investing  in  securities  the  custodianNpiay 
hold  the  child’s  property  in  a  savings 
account.  \ 

No  transfer  agent,  broker  or  other  third-, 
party  dealing  with  the  adult  custodian  is  ' 
under  a  duty  to  question  what  the  custodian 
does  with  the  child’s  property.  Brokers  and 
others  can  treat  the  adult  custodian  as  they 
would  any  other  fiduciary.  The  child,  on 
reaching  21,  would  have  no  right  to  chal¬ 
lenge  the  activities  of  brokers  or  others  who 
had  dealt  in  good  faith  with  the  custodian. 

The  custodian  must  keep  the  child’s  prop¬ 
erty  separate,  in  such  a  way  as  to  clearly 
identify  it  as  the  child’s. 

The  giver  or  a  member  of  the  child’s  family 
who  is  acting  as  custodian  may  be  reim¬ 
bursed  for  expenses  but  otherwise  shall  re¬ 
ceive  no  compensation. 

Being  uncompensated  he  is  liable  to  the 
child  only  for  losses  occurring  through  bad 
faith,  intentional  wrongdoing,  or  failure  to 
invest  in  accordance  with  the  provisions  as 
to  investment  which  I  have  already  men¬ 
tioned. 

A  custodian  may  resign  by  selecting  an 
adult  relative  of  the  child  as  custodian  and 
delivering  to  him  the  property  held  as  cus¬ 
todian. 

If  a  custodian  dies  or  becomes  incompetent 
before  the  child  is  21  and  if  the  child  has 
a  guardian,  the  guardian  would  become  the 
new  custodian.  If  there  is  no  guardian,  a 
member  of  the  child’s  family  designated 
by  the  will  or  by  the  legal  representative  of 
the  last  acting  custodian  would  become 
custodian.  If  all  else  fails,  the  United  States 
District  Court  for  the  District  of  Columbia 
(holding  a  probate  court)  can  appoint  the 
successor  custodian. 

When  the  child  reaches  21  and  the  prop-" 
erty  is  turned  over  to  him  no  accounting 
is  required.  The  child,  within  1  year  After 
reaching  majority,  can,  however,  require  a 
formal  court  accounting  if  he  has  doubt  as 
to  the  custodian’s  conduct. 

Of  course,  this  bill  would  p6t  prevent 
making  gifts  in  trust  to  a  chUQ  nor  would 
it  eliminate  in  any  way  any  /kisting  meth¬ 
ods  of  making  gifts  of  securities  to  children. 

I  believe  that  I  have  covered  the  more 
Important  provisions  of/this  bill.  The  bill 
would  provide  a  simple/nd  practical  way  to 
make  small  gifts  of  stdck  to  children.  From 
the  point  of  view  of/ublic  policy,  it  does  not 

ln  /ny  the  Protection  afforded 
children.  It  apnKes  only  to  gifts  of  securi- 

ma^Tn  the  future.  All  it  does  is 

eawfT  l°r  a  giver  to  obtain  the 
flexibility  which  he  can  now  obtain  onlv  hv 
a  complex/legal  document.  It  enables  all 
parents  td  make  gifts  of  securities,  no  mat¬ 
ter  hoiy/small,  with  the  same  ease  that  they 
can  pow  give  a  Government  bond  or  sav¬ 
ings/account.  And  we  at  the  New  York 
St^ck  Exchange  believe  that  such  gifts  can 
ake  an  important  contribution  to  the  goal 
Bf  broader  share  ownership  in  America  by 
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helping  to  educate  our  younger  generation  to 
the  workings  of  our  great  free-enterprise 
system. 


PARTICIPATION  IN  POLITICS  BY 

FORD  MOTOR  CO.  EMPLOYEES 

Mr.  NEUBERGER.  Mr.  President,  I 
ask  unanimous  consent  to  include  in  the 
body  of  the  Congressional  Record  a 
most  illuminating  and  enlightening  let¬ 
ter  from  Henry  Ford  H,  president  of  the 
Ford  Motor  Co.,  to  his  employees.  In 
this  letter  Mr.  Ford  urges  all  employees 
of  his  vast  company  to  take  a  direct  in¬ 
terest  in  politics — to  join  the  party  of 
their  choice  and  to  support  it  with  their 
efforts  and  such  funds  as  they  can  rea¬ 
sonably  spare. 

Henry  Ford  H  emphasizes  that  it  is  the 
duty  as  well  as  the  privilege  of  all  Amer¬ 
icans  to  participate  in  politics.  He  has 
phrased  in  one  way  what  was  said,  in  a 
slightly  different  way,  in  1920  to  a  group 
,of  college  students  by  another  person, 
late  Elihu  Root,  Secretary  of  State 
ler  President  Theodore  Roosevelt, 
toot,  also  a  Senator  from  New  York, 
told  k,  group  of  college  students: 

Politics  is  the  practical  exercise  of  self, 
government,  and  somebody  must  attend  .to 
it  if  we  to  have  self-government,  a' he 
principal  ground  of  reproach  against'any 
American  citizen  should  be  that  he/ls  not 
a  politician. 


I  commend  Henry  Ford  IL/for  being 
sufficiently  interested  in  free  govern¬ 
ment  himself  to  Vcommgnd  that  his 
employees  likewise  dp  something  about 
it.  I  wish  other  captains  of  industry 
would  follow  Mr.  Ford'Svexample  in  this 
respect.  Freedom  dots  ik>t  just  happen, 
Mr.  President.  Free  people  must  help 
to  create  a  government  whfsh  will  pro¬ 
tect  freedom  and  merit  freeokm.  I  ask 
unanimous  consent  that  the  letter  by 
Henry  Ford/ H,  to  his  employees,  as 
printed  op'  the  editorial  page  of  the 
Washington  Post  and  Times  Heraldvfor 
July  17/1956,  be  printed  in  the  Rec 
Thpte  being  no  objection,  the  articl. 
wasyordered  to  be  printed  in  the  Record 
as/follows: 

Political  Hole  Urged  for  Ford  Workers 
Acceptance  of  more  individual  responsi¬ 
bility  by  Americans  for  participation  in  and 
financial  support  of  political  campaigns  has 
frequently  been  suggested  as  one  means  of 
broadening  the  base  of  campaigns  and  min¬ 
imizing  dependence  on  large  contributions. 
We  reprint  below  a  significant  letter  bearing 
on  this  important  subject,  sent  by  Henry 
Ford  II,  president  of  the  Ford  Motor  Co. 
to  all  employees  of  the  company: 

“This  is  an  important  year  for  all  Amer¬ 
icans.  In  November,  we  will  have  the  priv¬ 
ilege  of  determining  the  political,  social, 
and  economic  course  of  our  Nation  for  the 
next  4  years. 

“The  right  to  choose  a  President  and  to 
decide  which  party  shall  be  entrusted  with 
administering  our  Government  at  a  most 
critical  time  in  world  history  imposes  a 
grave  responsibility  on  every  citizen.  It  is 
our  duty  to  know  the  issues  involved.  It  is 
our  obligation  to  take  an  active,  perceptive 
interest  in  the  candidates  and  to  make  a 

vocate1  appraIsal  of  the  Policies  they  ad- 

"But  merely  informing  ourselves,  so  that 
we  may  vote  intelligently,  should  not  end 

gatJ?n  as  citizens-  The  stake  we) 
have  in  self-government  is  too  great  for 
any  of  us  to  assume  the  role  of  passive  by¬ 
stander.  If  we  believe  in  a  party  and  its 


nominee,  then  we  should  support  that  party 
and  that  man  to  the  limit  of  our  ability. 

“The  Republican  and  Democratic  Parties  j 
alike  need  help  in  presenting  their  i 
to  the  public  at  large.  They  must  have  , 
ing  and  interested  workers  who  can , 
vote  time  and  effort  to  the  Job  of  encour¬ 
aging  millions  of  Americans  to  exercise  their 
voting  franchise.  Both  parties  injjst  raise 
money  to  cover  the  high  costs 
ing  on  radio,  television,  and  in  various  forms 
of  advertising. 

“I  urge  all  employees  of  Food  Motor  Co.  to 
serve  themselves  and  then/ Nation  in  the 
next  few  months  by  deybting  at  least  a 
portion  of  their  available  time  to  the  in¬ 
terests  of  the  party  of/their  choice.  I  also 
urge  you  to  contribute  money  to  your  party 
in  whatever  amount  your  means  will  per¬ 
mit.  The  actual  spto  of  your  contribution  is 
far  less  important  than  your  willingness  to 
make  known  where  you  stand,  politically, 
on  important/questions  of  our  times. 

“The  two/great  parties  in  our  political 
system  are-  the  bulwarks  of  'one  Nation, 
indivisible  with  liberty  and  justice  for  all  ’ 
They  deserve  support  from  all  of  us — each 
according  to  his  ability  to  contribute  that 
support  and  each  in  accordance  with  what¬ 
ever  his  political  convictions  may  be. 

IMPROVEMENT  IN  GOVERNMENTAL 
BUDGETING  AND  BUDGETING  AC¬ 
COUNTING  METHODS  AND  PRO¬ 
CEDURES 

The  PRESIDING  OFFICER  (Mr. 
Payne  in  the  chair)  laid  before  the  Sen¬ 
ate  the  amendment  of  the  House  of  Rep¬ 
resentatives  to  the  bill  (S.  3897)  to  im¬ 
prove  governmental  budgeting  and  ac¬ 
counting  methods  and  procedures,  and 
for  other  purposes,  which  was,  to  strike 
out  all  after  the  -  enacting  clause  and 
insert: 

amendments  to  the  budget  and  accounting 

ACT,  1921 

Section  1.  (a)  Section  201  of  the  Budget 
and  Accounting  Act,  1921,  as  amended  (31 
U.  S.  C.  11),  is  further  amended  by  adding 
after  subparagraph  (a)  a  new  subparagraph. 
“(b)  to  the  extent  deemed  desirable  and 
practicable  by  the  President,  and  at  such 
times  and  in  such  manner  as  he  may  deter¬ 
mine,  information  on  program  costs  and  ac- 
compdishments”;  by  changing  subparagraphs 
(b)  through  (j)  to  subparagraphs  (c) 
through  (k),  respectively. 

(b)  Section  216  of  such  act,  as  amended 
(31  U.  S.  C.  24) ,  is  further  amended  by  insert¬ 
ing  “(a)”  after  the  words  “Sec.  216.”  and  by 
adding  the  following  new  subsections- 
“(b)  The  requests  of  th  departments’  and 
establishments  for  appropriations  shall,  to 
the  extent  deemed  desirable  and  practicable 
by  the  President,  and  in  such  manner  and  at 
such  times  as  he  may  determine,  be  devel¬ 
oped  from  cost-based  budgets. 

"(c)  For  purposes  of  administration  and 
operation,  including  administrative  sub¬ 
divisions  of  funds,  such  cost-based  budgets 
shall  be  used  by  departments  and  estab¬ 
lishments  concerned  and  their  subordinate 
units.’* 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING 
PROCEDURES  ACT  OF  1950 

Sec  2.  (a)  The  Budget  and  Accounting 
Procedures  Act  of  1950  is  amended  by  inserto 
ing  after  section  105  thereof  the  following 
new  section:  6 

‘ACCOUNTING  AND  BUDGET  CLASSIFICATION 
‘Sec.  106.  The  head  of  each  executive 
agency  shall,  in  consultation  with  the  Direc¬ 
tor  of  the  Bureau  of  the  Budget,  take  what¬ 
ever  action  may  be  necessary  to  achieve 
insofar  as  is  possible,  (1)  consistency  on 
accounting  and  budget  classifications  -  (2) 
synchronization  between  accounting  mid 
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budget  classifications  and  organizational 
structure,  and  (3)  support  of  the  budget 
justifications  by  information  on  perform¬ 
ance  and  program  costs." 

(b)  Section  113  of  such  act  (31  U.  S.  C.  66a) 
is  amended  by  adding  at  the  end  thereof  the 
following  new  subsection: 

"(c)  As  soon  as  practicable  after  the  date 
of  enactment  of  this  subsection,  the  head  of 
each  executive  agency  concerned  shall,  in 
accordance  with  principles  and  standards 
prescribed  by  the  Comptroller  General,  cause 
the  accounts  of  such  agency  to  be  main- 
taind  on  an  accrual  basis  to  show  the  re¬ 
sources,  liabilities,  and  costs  of  operations 
of  such  agency  with  a  viw  to  facilitating  the 
preparation  of  such  cost-based  budgets  as 
may  be  developed  pursuant  to  section  216  of 
the  Budget  and  Accounting  Act,  1921,  as 
amended.  The  accounting  system  required 
by  this  subsection  shall  include  adequate 
monetary  property  accounting  records  as  an 
integral  part  of  the  system.” 

(c)  Section  118  of  such  act  is  amended  by 
Inserting  "113  (c)  ”  after  the  words  "section 
111” 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING 
FUNDS 

Sec.  3.  Section  3679  (g) ,  Revised  Statutes, 
as  amended  (31  U.  S.  C.  665  (g)),  is  further 
amended  by  adding  at  the  need  thereof  the 
following  sentence :  "In  order  to  achieve  sim¬ 
plification  of  the  administrative  subdivision 
of  appropriations  or  funds,  each  agency  shall 
work  toward  the  objective  of  financing  each 
operating  unit  through  minimum  adminis¬ 
trative  subdivisions  consistent  with  opera¬ 
tional  requirements  for  each  appropriation 
or  fund  affecting  such  unit.” 

Mr.  KENNEDY.  Mr.  President,  I 
move  that  the  Senate  disagree  with  the 
amendment  of  the  House  of  Representa¬ 
tives,  request  a  conference  thereon,  and 
that  the  Chair  appoint  the  conferees  on 
the  part  of  the  Senate. 

The  motion  was  agreed  to;  and  the 
Presiding  Officer  appointed  Mr.  Ken¬ 
nedy,  Mr.  Humphrey  of  Minnesota,  Mr. 
Wofford,  Mr.  Symington.  Mrs.  Smith  of 
Maine,  Mr.  Cotton,  and  Mr.  Martin  of 
Pennsylvania  conferees  on  the  part  of 
the  Senate. 


THE  PRAVADA  ATTACKS  ON  SECRE¬ 
TARY  OP  STATE  DULLES 

Mr.  KNOWLAND.  Mr.  President,  I 
wish  to  call  to  the  attention  of  the  Sen¬ 
ate  an  article  which  appeared  in  Pravdi 
on  July  15,  1958. 

After  describing  Mr.  Dulles  as  /the 
chief  enemy  of  communism  in'  the 
world,”  Pravda  effectively  concedes  that 
his  policies  are  having  an  effept  behind 
the  Iron  Curtain. 

Speaking  of  the  peopl^/in  captive 
lands.  Pravda  states : 

One  should  not  forget  Ahat  in  certain 
places  there  still  are  opportunist  elements 
on  whom  the  enemies  o/the  working  people 
are  undoubtedly  ban  lung.  One  should  also 
remember  that  among  the  insufficiently  po¬ 
litically  mature  ana  exceedingly  credulous 
people  there  migh/be  those  who  fall  for. the 
noisy  words  about  national  communism  and 
for  the  contention  that  international  con¬ 
nections  of  Communist  Parties  have  allegedly 
become  suj/rfluous,  and  so  on. 

Pravda' further  complains  that; 

The  United  States  statesmen  who  pretend 
to  thp  leadership  of  the  entire  capitalist 
workr  have  seized  on  the  past  mistakes  and 
shortcomings  in  connection  with  Stalin’s 
c*nt  in  the  U.  S.  S.  R. 
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So  badly  has  the  Secretary  worried  the 
Communist  bosses  that  not  only  this  vol¬ 
uminous  article,  but  a  lengthy  editorial, 
as  well,  seek  to  reassure  and  realine  the 
badly  upset  and  divided  Communist 
Parties  in  various  parts  of  the  world. 

It  is  apparent  that  Secretary  Dulles 
was  correct  in  saying  that  Moscow’s 
controls  of  these  parties  has  been  badly 
shaken.  The  very  violence  of  Pravda’s 
attacks  on  Mr.  Dulles  shows  how  severely 
the  Communist’s  structure  has  been 
shaken  by  the  disclosure  to  the  world  of 
Mr.  Khrushchev’s  speech  to  the  20th 
Congress  of  the  Communist  Party. 

I  ask  unanimous  consent  that  the 
ravda  article  be  printed  at  this  point 
the  Record,  as  a  part  of  my  remarks, 
‘here  being  no  objection,  the  article 
wa\ordered  to  be  printed  in  the  Record, 
j  as  follows: 

International  Forces  of  Peace,  Democracy, 
and  Socialism,  are  Growing  and  Strength- 


'  ening 

In  the  hffeory  of  the  postwar  period,  which, 
has  been  rick  in  events,  the  20th  CPSU  con¬ 
gress  occupie^a  particularly  important  place.  / 
At  this  congress,  the  party  which  leads  200' 
million  Soviet  people  to  communism  mappe'cl 
out  a  comprehensive  program  of  action 
which  caused  a  tremendous  upsurge  ofc'cre- 
ative  forces  of  the  Iftoviet  people  and' which 
has  f  undamentally  changed  the  international 
situation. 

Since  the  20th  CPSU  Yongr  ess,  ,4s  a  result 
of  the  lofty  labor  of  the.  Soviet  people  in¬ 
spired  by  the  ideas  of  communism,  new  con¬ 
siderable  successes  have  b%en  attained  in 
the  U.  S.  S.  R.  in  all  spheres  of  political, 
economic,  and  cultural  life. 

Our  international  affairs  are ’also  success¬ 
fully  developing.  On  tlie  initiative  and  with 
the  active  participation  of  the  Soviet  Union, 
a  lessening  of  ten  sib  n  in  relations\between 
states  has  been  achieved.  Positive\results 
have  been  achieved  in  the  settlement  of  a 
number  of  outstanding  international  prob¬ 
lems.  The  positions  of  peace-loving  forces 
have  been  considerably  consolidated.  Rs^l 
prerequisites  have  been  created  for  insuri: 
a  stable  .peace. 

The  20th  CPSU  congress  not  only  declared 
that  the  forces  of  peace  are  now  sufficiently 
strorig  to  prevent  war,  but  also  mapped  out 
a  constructive  program  of  achieving  the 
(eat  and  lofty  aim  of  strengthening  peace, 
le  implementation  of  this  program  gives 
mankind  the  possibility  of  avoiding  another, 
still  more  destructive  war. 

The  fundamental  theoretical  concepts  ad¬ 
vanced  by  the  congress,  namely,  the  concepts 
on  the  peaceful  coexistence  of  states  with 
different  social-political  systems,  on  the  pos¬ 
sibility  of  preventing  wars  in  the  present 
epoch,  and  on  the  variety  of  forms  of  transi¬ 
tion  of  countries  to  socialism,  are  contribut¬ 
ing  to  the  strengthening  of  the  unity  of 
action  of  all  progressive  forces  and  to  a  fur¬ 
ther  consolidation  of  the  positions  of  the 
world  system  of  socialism. 

Broad  people's  masses,  not  only  in  Socialist, 
but  also  in  capitalist  countries,  have  wel¬ 
comed  the  program  of  peace  and  interna¬ 
tional  cooperation  proclaimed  by  the  20th 
CPSU  Congress  and  have  supported  it.  They 
received  this  program  as  their  own  and 
started  struggling  for  its  implementation. 
The  tremendous  and  still  increasing  effect  of 
the  decisions  of  the  20th  CPSU  Congress  on 
the  state  of  world  affairs  causes  alarm  and 
rancor  in  the  camp  of  the  foes  of  the  working 
class. 

Endeavoring  to  weaken,  at  least  to  some 
extent,  the  beneficial  effect  of  these  decisions 
on  the  international  situation,  they  have 
concentrated  all  their  efforts  on  the  attempt 
to  denigrate  the  program  of  peace  and  co¬ 


operation  offered  to  peoples  by  the  20th  CP£ 
Congress.  However,  the  more  stubbornly 
they  have  engaged  in  this  ungrateful  busi¬ 
ness,  the  clearer  the  real  antlpopular  designs 
of  the  imperialist  forces  has  become. 

The  United  States  statesmen  whrf  pretend 
to  the  leadership  of  the  entire' capitalist 
world  have  seized  on  the  past  mistakes  and 
shortcomings  in  connection  .with  Stalin’s 
cult  in  the  U.  S.  S.  R.,  which  were  condemned 
by  the  20th  CPSU  Congress'  and  have  been 
rectified  already  by  the  C/SU  Central  Com¬ 
mittee; 

The  United  States/  State  Department, 
having  abandoned  diplomacy,  has  become 
the  headquarters  of, 4  propaganda  campaign 
launched  by  it  around  the  personality  cult. 
The  aim  of  this  campaign  is  to  cast  a  shadow 
on  the  great  idg'as  of  Marxism-Leninism,  to 
undermine  the  confidence  of  the  working 
people  in  the  first  Socialist  state  in  the 
world,  the /Soviet  Union,  and  to  introduce 
dissension' and  confusion  within  the  ranks 
of  the  /world’s  Communist  and  workers 
moveri 

Th/  facts  show  that  in  this  case  we  are 
dealing  not  with  a  conventional  propaganda 
campaign,  of  which  during  the  years  of  the 
.  war  the  United  States  State  Department 
Organized  quite  a  few.  It  is  an  extensively 
elaborated  new  political  plan  on  which  the 
United  States  reactionary  circles  are  staking 
much. 

Being  aware  of  the  fact  that  under  the 
present  circumstances  the  idea  of  the  restor¬ 
ation  of  capitalism  can  hardly  find  support¬ 
ers  in  the  countries  of  people’s  democracy, 
the  henchman  of  American  monopolies  have 
chosen  a  craftier  method.  Making  use  of 
their  agents  and  relying  on  the  support  of 
the  remnants  of  the  routed  exploiters’  classes 
hostile  to  communism,  and  endeavoring  to 
enmesh  certain  honest  but  politically  in¬ 
sufficiently  mature  men,  they  are  trying  to 
rouse  chauvinist  sentiments,  undermine  re¬ 
lations  between  Socialist  States,  and  to  sow 
animosity  among  them.  Acting  in  this  way, 
the  imperialists  hope  to  weaken  the  Socialist 
States  in  order  to  embark  upon  extensive 
undermining  activities  against  the  people’s 
regime  and  the  Socialist  system. 

Similar  tactics  are  being  suggested  by  the 
ideologists  of  imperialism  also  for  use  against 
the  Communist  Parties  in  capitalist  coun¬ 
tries.  They  are  trying  to  undermine  the 
international  ties  of  the  world’s  workers’ 
ovement.  It  is  the  same  Dulles,  this 
sworn  enemy  of  communism,  who  is  ready 
to -swear  that  he  is  not  against  Communist 
Parties  as  such,  but  merely  against  the  fact 
that '’they  are  “too  closely”  connected  with 
the  Coinmunist  Party  of  the  Soviet  Union. 

Apparently,  Dulles  and  his  kind  are  in¬ 
capable  oj  understanding  that  sham  “con¬ 
cern”  overVthe  “independence”  of  the  coun¬ 
tries  of  people’s  democracy  and  of  the  Com¬ 
munist  Parties  can  only  put  the  supporters 
of  peace,  democracy,  and  socialism  on  guard 
against  the  enetoles’  designs.  Yet,  we  would 
commit  a  grave  etror  if  we  were  to  underesti¬ 
mate  the  new  maneuver  of  the  enemy. 

One  should  not\  forget  that  in  certain 
places  there  still  are  Opportunist  elements  on 
whom  the  enemies  of  the  working  people  are 
undoubtedly  banking.  VOne  should  also  re¬ 
member  that  among  the\nsufficiently  politi¬ 
cally  mature  and  exceediit^y  credulous  peo¬ 
ple  there  might  be  thoseVwho  would  fall 
for  the  noisy  words  about  “national  commu¬ 
nism”  and  for  the  contentionkthat  interna¬ 
tional  connections  of  Communist  Parties 
have  allegedly  become  “superfluous,”  and  so 
on. 

The  World  Socialist  system  is  a  Stable  and 
indestructible  commonwealth  ofS.  many 
countries.  The  countries  which  at  present 
form  the  World  Socialist  system  hav 
ished  with  capitalism  as  a  result  of  « 
longed  and  difficult  liberation  struggles 
the  working  class  and  peasantry  against  i 
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oppressors.  The  Communist  and  workers* 
parties  have  led  and  are  leading  the  peoples 
of  thesfe.  countries  along  the  correct  road  of 
Social lst\md  national  liberation,  being  in¬ 
spired  by  fee  ideas  of  Leninism,  the  eternally 
alive  and  ^developing  teaching  which  Is 
transformingNthe  world. 

Prior  to  the  second  world  war  such  coun¬ 
tries  as  Poland',  x  Rumania,  Hungary,  Bul¬ 
garia,  and  Albania^had  small  industries  and 
backward  agriculture.  In  these  countries 
there  prevailed  fasbism  and  semi-Fascist 
regimes  which  brutallyxopressed  the  working 
people.  Foreign  monopolies  bossed  their 
national  economies.  The^uilding  of  social¬ 
ism  enabled  these  countries,  as  well  as  other 
countries  of  people’s  democracy,  to  do  away 
for  ever  with  the  economic  backwardness  of 
the  past,  to  create  heavy  industry,  and  to 
improve  the  national  culture.  \ 

It  is  noteworthy  that  the  countries  of 
eastern  Europe,  backward  in  the  p’s^st,  are, 
by  following  the  road  of  socialism,  coming 
close  to  the  economically  developed' \west 
European  States  as  regards  volume  of  pro¬ 
duction  in  the  most  important  branches  fet 
heavy  industry. 


THE  REAL  MEANING  OP  AIRPOWER: 

ADDRESS  BY  ARTHUR  GODFREY 

Mr.  SMATHERS.  Mr.  President,  I  ask 
unanimous  consent  to  have  printed  in 
the  body  of  the  Record  a  very  brilliant 
and  persuasive  speech  entitled  “The  Real 
Meaning  of  Airpower,”  delivered  by  Ar¬ 
thur  Godfrey  at  the  14th  Air  Force  Asso¬ 
ciation  meeting  in  Milwaukee,  Wis.,  on 
July  14. 

Arthur  Godfrey,  aside  from  his  ob¬ 
vious  talents  as  an  entertainer  and  a 
salesman,  is  also  one  of  the  best  informed 
men,  either  in  or  out  of  Government,  on 
the  matter  of  this  Nation’s  airpower. 
He  is  a  pilot  himself  and,  as  such,  has 
become  intimately  acquainted  with  all 
the  top  fliers  in  this  Nation.  As  a  result 
thereof,  he  has  made  a  detailed  study  of 
our  problem  of  airpower,  particularly 
in  relation  to  that  of  the  Soviet  Union. 

I  shall  not  here  attempt  to  redeliver 
Mr.  Godfrey’s  speech;  but  I  suggest  that 
every  Senator  read  it.  because  he  will 
profit  thereby. 

Mr.  Godfrey  was  kind  enough  in  his 
speech  to  mention  the  splendid  wor] 
being  done  by  the  chairman  of  t] 
Armed  Services  Committee,  the  . 
from  Georgia,  Dick  Russell,  as 
the  splendid  work  being  done 
other  Members  of  the  Senate, 
junior  Senator  from  Misspfrri,  Mr. 
Symington,  who  heads  the  present  Air¬ 
power  Investigation  Subcommittee;  and 
our  very  competent  and  'distinguished 
majority  leader,  Lyndon  Johnson.  He 
gives  to  them,  in  man/  ways,  the  recog¬ 
nition  which  is  their  due — that  of  calling 
to  the  attention  of  the  Nation  the  fact 
that  the  United  States  is  losing  the  supe- 
rioi  ity  which  she  once  had  in  the  air  over 
the  forces  of/the  Soviet  Union.  Mr. 
Godfrey,  by  such  speeches  as  this,  and  by 
others  that, he  will  continue  to  make,  is 
rendering  a  great  service  to  his  country- 
and  I  am  sure  that,  after  reading  his 
speeclyevery  Senator  will  agree  with  this 
conclusion. 

lere  being  no  objection,  the  address 
wds  ordered  to  be  printed  in  the  Record 
bis  follows; 


The  Real  Meaning  op  Airpower 
(Address  by  Arthur  Godfrey  before  the  14th 
Air  Force  Association,  Milwaukee,  Wis., 
July  14,  1956) 

It  is  a  great  honor  to  be  permitted  to  ad¬ 
dress  this  company  tonight.  The  14th  Air 
Force  in  World  War  II  wrote  some  of  the 
most  inspiring  pages  in  our  history  and  I 
am  proud  beyond  words  to  have  been  invited 
to  this  reunion.  I  would  be  prouder  still  had 
I  been  one  of  you;  to  have  had  the  privilege 
of  serving  under  that  great  airman,  Claire 
Chennault.  He  is  one  of  the  really  great 
soldiers  of  our  time,  and  one  of  the  pioneer¬ 
ing,  courageous  few  whose  vision  and  whose 
conviction  helped  bring  military  aviation  to 
its  present  state  of  maturity. 

Regretfully,  I  cannot  share  in  your  memor¬ 
ies  of  the  war.  I  never  flew  the  Hump  or 
tangled  with  a  Zero.  I  never  even  saw  the 
rice  paddies  of  China.  Kunming,  Hengyang, 
Liuchow,  Sian,  Chengtu — are  to  me  only 
strange  and  exotic  places  names  which  I 
know  to  have  been  the  lairs  of  the  Flying 
Tigers. 

And  as  for  the  delights  of  Shanghai — and 
‘  ts  Bubbling  Well  Road,  the  Palace  and  Park 
otels,  the  Bund  and  Hongkew  across  the 
‘idge — well,  all  I  know  is  that  from  what 
“B  heard,  I  should  have  been  there, 
a  teen  years  ago  this  month — July  19: 
The  "JaPs  had  just  attack  the  Marco  Polo 
BridgeNnear  Peking.  General  Chennault 
offered  his  services  to  Chiang  Kai-shek/  They 
were  promptly  and  gratefully  acepted.  In 
all  probability,  you  little  realized/it  then — ■ 
but  you  gentleman  actually  changed  the 
entire  course  of  history.  7 
No  poor  worcfr^  of  mine  could  ever  aptly 
describe  the  blazing  bravery/with  which  you 
fought  in  the  skies  above,  that  storied  land. 
You  flew  high  across  -the/bld  Jade  Road  that 
threads  its  way  throii&i  Yunnan,  from  Pe¬ 
king  to  the  fabulous  j&ae  mines  of  Mogaung 
in  northern  Burma. /You/ fighters  shadowed 
the  plains  where/Kubla  ''3-Chan’s  mounted 
Mongol  archers  had  battled  the  armored  ele¬ 
phants  of  ancient  Burmese  kings. 

Talk  about/guts.  Talk  about  tradition. 
Talk  about  .dedication,  Few,  if  'any,  spare 
parts;  lacking  ammunition,  fuel  and  food: 
thus  was'' written  the  glorious  saga,  of  the 
American  Voluntary  Group,  China  Air  Task 
F°rcvl4th  Air  Force,  the  Double  SeverbsFly- 
ingTigers  all.  \ 

But  I  doubt  that  you  are  the  kind  of  ml 
vfeo  want  to  listen  to  a  speech  about  ho., 
jood  you  were  in  time  of  battle — no,  not 
even  when  the  facts  warrant  just  such  a 
tribute.  And  especially  I  think,  you  don’t 
want  that  kind  of  talk  from  a  gent,  like 
me,  who  has  never  enjoyed  the  peculiar  tohic 
effects  of  jingbow  juice.  So  let  me  get  on 
with  what  I  came  here  to  say. 

Despite  the  fact  that  I  have  been  pretty 
active  in  this  crusade  for  American  air 
power  for  the  last  6  years,  some  of  you  may 
still  be  wondering  how  and/or  why  I  got 
into  the  act.  I  am  an  alleged  radio  and 
television  entertainer — and  have  been  for 
27  years.  I  have  on  many  an  occasion  dem¬ 
onstrated  my  ability  to  tell  a  joke  as  poorly, 
to  play  the  ukulele  as  noisily,  and  to  sing 
as  badly  as  anyone  in  the  business. 

By  dint  of  those  debatable  accomplish¬ 
ments,  I  have  managed  to  emerge  from  com¬ 
plete  and  abject  insolvency  to  become  one 
of  those  unfathomable  miracles  who  con¬ 
tinue  to  amaze  and  frustrate  the  self-styled 
critics  of  my  profession.  In  fact,  I  never 
cease  to  amaze  myself.  For  my  good  for¬ 
tune,  I  am  extremely  grateful  and  for  years 
I  have  been  consumed  with  an  impelling 
desire  to  really  serve  my  country  in  return. 

My  distinguished  old  friend,  Charles  Erwin 
Wilson,  then  president  of  General  Motors,  in 
a  speech  some  years  ago  quoted  Cardinal 
Mooney  as  follows:  “freedom  is  the  condition 


under  which  a  person  is  not  restrained  in  tt 
exercise  of  any  right  or  the  fulfillment />l 
any  responsibility.  The  right  of  the  fedl- 
vidual  to  be  free,  as  recognized  in  ouiytlon- 
stitution  and  Bill  of  Rights  is  contingent 
upon  the  individual’s  wilingness  to  accept 
certain  responsibilities  as  a  member  of  our 
free  society.” 

If  you  hold  your  breath  for  si  full  minute, 
you’ll  find  yourself  in  agony  /*  *  and,  gasp¬ 
ing,  you’ll  gratefully  swallow  great  gulps  of 
precious  air  immediately/afterward.  Free¬ 
dom  is  like  that:  too  .much  of  the  time, 
you’re  not  conscious  o/it — until  you  lose  it. 
But  with  freedom  comes  responsibility. 

This  Country — your  Country — my  Coun¬ 
try — our  Country y gave  me  my  freedom  and 
my  opportunity/  I  worked  hard  and  took 
advantage  of  niy  opportunities,  sure:  but  I 
could  have  worked  twice  as  hard  under  some 
other  systefn  and  received  nothing  but 
lashes,  starvation  and  serfdom  for  my  pains. 
Because/!  am  an  American,  I  have  achieved 
a  small 'measure  of  success,  despite  the  fact 
that  j' started  from  the  very  depths  of  desti¬ 
tution.  I’m  not  bragging — what  I’m  trying 
to, "establish  is  simply  the  reason  for  my  in- 
;nse  interest  in  cur  subject  tonight.  I  am 
nimbly  grateful  to  the  land  of  my  birth 
(which  means  the  people  in  it),  for  my 
freedom  and  for  my  opportunities.  These 
blessings  are  mine  and  all  of  America’s  be¬ 
cause  of  men  like  yourselves — a  great  many 
of  whom  are  with  us  tonight  only  in  spirit. 

Now,  except  that  I  study  as  many  of  the 
national  issues  as  my  faculties  and  time  will 
permit,  I  have  never  had  much  to  do  with 
politics.  While  I  thank  our  wise  old  fore¬ 
fathers  for  our  great  two-party  system,  I 
belong  to  neither  one.  I  have  always  and  will 
always  vote  for  the  man  I  think  best  quali¬ 
fied  for  the  office.  As  a  matter  of  fact,  if  it 
weren’t  for  the  terrible  menace  behind  that 
Iron  Curtain,  nobody’d  ever  hear  a  word  out 
of  me  except  in  the  cause  of  fun  and  happi¬ 
ness.  I  am  by  nature  a  happy-go-lucky  kind 
of  gent  who  would  like  nothing  better  than 
to  retire  from  the  arena  next  week  or  the 
week  after  and  hunt  and  fish  the  rest  of  my 
life. 

My  trouble,  gentlemen,  Is  that  36  years  ago 
I  had  a  couple  of  rides  in  a  Navy  F-5-L  fly¬ 
ing  boat  at  the  Naval  Air  Station,  Hampton 
Roads,  Va.,  when  I  was  a  boot  in  the  Navy.  I 
had  but  a  half  dozen  or  so  other  flights  in 
various  types  of  aircraft  during  the  next  9 
years,  because  I  went  to  sea  in  destroyers 
where  aircraft  were  unheard  of  and  when  I 
ras  ashore,  I  rarely  had  enough  money  to 
"iy  a  half-hour  of  dual  instruction. 

it  in  1929,  I  began  my  study  of  aviation 
In  earnest  and  since  that  time,  I  have  aver¬ 
aged  Something  better  than  200  hours  a  year 
of  flyina  time.  As  busy  as  I’ve  been  in  the 
last  3  or  \years,  I’ve  managed  to  average  150 
hours  a  year — which  is  a  lot  of  time,  I  think 
you’ll  grant\for  an  amateur.  I  have  flown 
almost  every  ^kind  of  reciprocating  engine 
airplane  and  aVew  of  our  modern  Jets. 

In  1950,  after  years  of  being  turned  down 
by  military  aviation  doctors  because  of  my 
hip,  I  finally  won  mV  Navy  wings  at  Pensa¬ 
cola  and  subsequently,  qualified  as  a  carrier 
pilot,  as  a  jet  pilot,  as  afeelicopter  pilot,  and 
got  my  green  instrument  ticket  in  Corpus 
Christi.  I  have  flown  B-2Vs,  B-50’s,  B-47’s, 
and  B— 36’s,  too.  Someday,  hope  to  get  a 
ride  in  a  B-52 — the  monarch  of  them  all. 

Prior  to  the  time  I  went  to  ns  a  col  a  in 
1950  (having  been  denied  militarXaviatlon) , 
flying  was  simply  pleasure  and  convenience  to 
me.  From  the  days  in  1929  and  19&  when 
I  had  become  acquainted  with  the  Special 
Joys  of  gliding — quiet  as  a  wheeling  r^awk 
across  the  sky,  through  the  OX-5  TravelAii 
and  the  J-6-7  Challengers,  the  old  Flea* 
trainers  and  the  C-3  Aeroncas  and  the  little 
Taylor  Cubs,  I  had  a  wonderful  time,  in  the 
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change  the  reduction  factor  below  age  60  from  3  percent  a  year  to  1§  pei 
it  a  year;  6.  liberalise  the  disability  benefits  to  provide  that  it  shall 
le  lesser  of  Lj.0  percent  of  average  salary r  or  the  annuity  which  would/have 
beerk earned  at  age  60;  and  7*  provide  for  an  annuity  upon  involuntary 
tion  at  age  50  with  20  years  of  service  as  well  as  25>  years  of  service'  without 
regardNfco  age,"  p,  D831 


26,  APPROPRIATE 
appropris 
p.  12116 


Conferees  were  appointed  on  H  ,  R,  12138,  the  supplemental 
bill  for  1957,  Senate  conferees  were  appointed  onAJuly  l6. 


storage  program,  p*  A$$9h 

Kep.  Hiller,  Neb.,  inserted  Guy  Jackson’s  pres.,  Nat’l  Reclamation  Ass’h^ 
speech  outlining  the  legislative  history  of  the  Federal  reclamation  progrs 
p„  A96l8 

sp.  Brooks,  La.,  inserted  a  report  he  made  to  the  National  Ravers  /nd 
Harbors  \Congress  concerning  the  activities  and  achievements  of  the  cons 


during  t^e  past  year.  p.  A56h3 


iSS 


3h*  FARM  PRICES.  \Rep.  McGregor  inserted  a  newspaper  article  which  statp'd  that 

official  statistics,  based  on  a  careful  study  of  the  farm  situalyum,  indicate 
an  increase  inuarm  prices 0  p.  A9997 

35>»  FISHERIES,  Sen.  Hhgnuson  urged  final  action  on  S.  2379*  whicly  would  provide 

aid  to  the  fishing  industry  in  the  United  States  by  providiyig  for  the  training 
of  needed  personnel.  \  p.  A9599 

36.  FiRK  PROGRaJI.  Rep.  McGregor  inserted  excerpts  from  various  speeches  he  had 

made,  including:  farm  problems - controls;  farm  vote  oh  wheat  referendum; 

permit  farmers  to  grow  what  the’,r  need;  and  social  se/uiritv  for  farmers, 
p.  A5620 

Sen.  Wiley  inserted  and  'discussed  various  newspaper  articles  "which  show 
what  I  have  done  for  farmers  oh  such  issues  as  farm  parity,  school  milk. 

Dairy  Day,  dair^  research,  etc.\p, 


37 •  PUBLIC  WORKS*  Rep.  Brooks,  La.,  inserted  Re 
Rivers  and  Harbors  Congress  discussing  the 
Public  Works  Subcommittee  of  the  Co: 


•  Rabaut’s  address  before  the 
scope  and  responsibility  of  the 
on  Appropriations,  p.  a£626 


38.  POULTRY.  Rep.  Sullivan  urged  enactment7 of^ legislation  to  require  compulsory 

poultry  inspection  and  inserted  her  statement  before  the  Poultry  Subcommittee 
of  the  House  Committee  on  Agriculture,  p. \9628 

39.  SOIL  BANK.  Rep.  Hill  inserted  a  tfSDA  news  release  summarizing  the  progress  of 

the  1996  acreage  reserve  program,  p.  A5>6h9 

1j0.  PEuSOiTUEL.  Sen.  Martin  inserted  and  commended  a  newspaper  editorial  critical 
of  the  theory  that  no  inoudu^7"  should  be  made  concerning  the  loyaltv  of  persons 
holding  so-called  nonsensi^tive  positions  in  Government,  p,  A5>6h9 


BILLS  INTRODUCED 


hi.  POULTRY.  S.  h2h3^  by  Sen.  Clements,  to  provide  for  the  conp\ilsory  inspection 
by  the  United  States  Department  of  Agriculture  of  poultry  and^ poultry  pro¬ 
ducts;  to  Agriculture  and  Forestry  Committee. 


h2.  LANDS.  H.  R.  22299,  by  Rep.  Berry,  to  amend  the  act  of  August  9,\L9h7,  to 
grant  to  owners  of  property  adjacent  to  lands  to  be  leased  by  the  Secretai 
of  the  Army  for  agricultural  or  grazing  purposes,  certain  rights  with  respect 
to  the  leasing  of  such  lands;  to  A’med  Services  Committee. 


h3.  Ra oEaRCH.  H.  R.  12302,  by  Rep.  Metcalf,  to  provide  for  cooperative  unit  pro¬ 
gram^  of  research,  education,  and  demonstration  between  the  Federal  Gover! 

of  the  United  States,  colleges,  and  universities,  the  several  States 
territories,  and  private  organizations;  to  Merchant  Marine  and  Fisheries 
Committee. 
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Vously  misjudged  the  temper  and  the 
rNplution  of  the  American  public.  His- 
torrans  generally  agree  that  none  of 
these\would  have  done  what  they  did  if 
they  MmI  realized  in  advance  how  strong 
and  deteonined  would  be  the  reaction  of 
the  United  States.  Because  the  Ameri¬ 
can  people\re  long  suffering  and  try  to 
the  last  minute  to  avoid  any  trouble, 
gives  some  tire  impression  we  can  be 
pushed  arOundNndefinitely.  The  Con¬ 
gress  owes  it  to  me  world  to  announce 
once  more  to  any\countries  anywhere 
that  may  be  inclined  to  think  that  Amer¬ 
ican  public  opinion  is\oft  on  this  issue, 
that  they  ought  to  stop\and  ask  them¬ 
selves  carefully:  \ 

Which  do  they  think  itXnore  impor¬ 
tant  and  valuable  to  themselves  and  to 
the  United  Nations  to  have  on  their  side, 
Communist  China  or  the  UnitecXstates? 
They  may  not  be  able  to  have  botiu 

Mr.  Speaker,  one  occasionally  nears, 
especially  from  abroad,  various  argu¬ 
ments  brought  up  in  favor  of  recogni¬ 
tion  or  admission  into  the  United  Na-^ 
tions  of  a  Communist  regime  in  China 
which,  instead  of  helping  the  U.  N.  put 
down  an  aggression  in  Korea,  joined  in 
the  aggression  against  the  U.  N. — a  re¬ 
gime  which  brazenly  defies  all  the  de¬ 
cencies  of  civilized  international  inter¬ 
course,  cynically  breaks  its  pledged  word 
whenever  expedient,  and  accuses  the 
United  States  of  the  crimes  in  Asia  of 
which  it  itself  has  been  solemnly  judged 
guilty  by  the  United  Nations. 

I  wish  all  would  read  the  committee 
report  on  this  resolution,  which  assem¬ 
bles  the  facts  and  arguments  presented 
in  the  reports  on  5  similar  resolutions 
during  the  last  5Y2  years.  May  I  give 
the  answers  to  some  of  the  arguments 
that  at  first  glance  might  seem  plausible? 

It  is  said  that  Communist  China 
should  be  admitted  because  the  U.  N. 
ought  to  have  all  existing  governments 
in  it,  ought  to  have  universal  member¬ 
ship.  No;  the  charter  makes  perfectly 
clear  that  was  never  the  intent  of  the 
U.  N.  Maybe  there  ought  to  be  a  uni¬ 
versal  organization,  but  that  cannot  be 
the  U.  N.  unless  its  charter  is  drastically 
amended.  Why  do  not  the  advocates 
for  Red  China  openly  advocate  such, 
amendment,  instead  of  cynical  violation 
of  the  charter?  / 

The  U.  N.  was  limited  to  peace-lcmng 
nations.  Article  IV  sets  up  criteri/and 
procedure  for  determining  elia/bility, 
how  nations  are  to  be  admitted, /nd  how 
they  are  to  be  suspended  oy  expelled 
if  they  violate  the  charterVTo  admit 
the  Communist  China  regime  would  only 
make  it  immediately  eligible  for  expul¬ 
sion.  / 

Someone  will  protes^f  “But  the  Soviet 
Union  is  in  the  U.  N.-Vwhat  is  the  differ¬ 
ence?  We  should/ either  admit  Red 
China  or  kick  the  Soviet  Union  out.” 
There  are  three/quick  answers: 

First,  two  wnsmgs  do  not  make  a  right. 

Second,  tlnvSoviet  Union  got  in  on  the 
ground  flooi/when  it  was  pretending  to 
be  peace-Lrfving,  democratic,  willing  to 
cooperate/  for  peace  in  international 
affairs.  /The  Reds  of  China  do  not  even 
pretend.  There  is  no  excuse  for  making 
a  mmake  in  their  case. 

Tnird,  it  is  idle  to  talk  about  expelling 
tlfe  Soviets  because  they  are  one  of  the 


big  five  and  can  veto  their  expulsion. 
If  Communist  China  were  to  be  admitted, 
it  would  not  be  possible  to  expel  her 
either.  Russia  would  veto  that  too. 

It  is  said,  “Well,  Communist  China  is 
a  fact.  We  must  be  realistic.”  The  an¬ 
swer  is  that  it  is  just  because  Red  China 
is  indeed  such  a  powerful  and  dangerous 
fact  that  the  regime  must  not  be  ad¬ 
mitted.  To  do  so  would  make  it  even 
more  powerful  and  more  dangerous.  If 
anything  is  realistic,  it  is  the  fact  that 
the  Communist  regime  in  China  is  dedi¬ 
cated  to  the  isolation  and  destruction  of 
the  United  States. 

Gangsters  are  a  fact  in  some  of  our 
big  cities.  We  do  not  argue,  in  the  name 
of  realism,  that,  therefore  the  FBI  should 
take  the  gangsters  in.  Realism  demands 
that  the  gangsters  be  kept  out  of  the 
forces  responsible  for  maintaining  law 
and  order. 

It  is  said  that  since  the  Chinese  are 
the  most  numerous  people  on  the  globe, 
they  are  entitled  and  ought  to  have  rep¬ 
resentation  in  the  U.  N. 

.  Certainly,  but  the  Peking  Government/ 
does  not  represent  the  Chinese  peoptef 
iNepresents  the  Kremlin.  When  a  pgr- 
sonSbecomes  a  Communist,  he  ceases  to 
be  a  Chinese  patriot,  or  a  French  patriot, 
on  arrAmerican  patriot.  He  is  y  world 
revolutionist.  Let  the  Chinese  people 
choose  then-  representatives  ir/iree  elec¬ 
tions.  \  / 

There  are\nany  more  arguments  as 
superficial  anchas  easily /refuted  as  the 
above.  But  I  must  not/ take  time  herd 
and  now  to  list  and  answer  them.  In 
summary  let  me  aXk/three  questions. 

First.  Would  admission  of  Communist 
China  to  the  U.  if.  make  it  weaker  or 
stronger?  The  answer  rs  obvious.  Why 
else  would  every  Red  rteime  sympa¬ 
thizer  in  the/world  be  moving  heaven 
and  earth  yV\  these  years  to  get  Red 
China  admitted?  \ 

Second/  Would  admission  decease  or 
increase1'  Red  China’s  influence  with  its 
neighbors  in  Asia — Japan,  Southeast 
Asia/  India — and  the  neutrals  every¬ 
where?  The  answer  is  obvious.  \ 

/Third.  Would  admission  make  Reo\ 
/China  a  lesser  or  a  greater  danger  to  our¬ 
selves  and  to  genuine  peace  in  the  world? 
The  answer  is  obvious. 

To  build  up  an  avowed  enemy,  as  ad¬ 
mission  into  the  U.  N.  would  undeniably 
do,  could  only  be  described  as  an  act 
bordering  on  madness.  It  must  not 
happen. 

(Mr.  JUDD  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  MORANO.  Mr.  Speaker,  will  the 
gentlewoman  yield? 

Mrs.  KELLY  of  New  York.  I  yield. 

Mr.  MORANO.  First  of  all,  I  want  to 
say  I  am  happy  that  the  gentlewoman 
has  brought  up  this  resolution  this  morn¬ 
ing.  But,  I  want  to  say  I  have  heard  a 
report,  which  I  hope  is  true,  that  Great 
Britain  has  decided  not  to  press  for  the 
resolution  to  admit  Communist  China 
into  the  United  Nations. 

GENERAL  LEAVE  TO  EXTEND 

Mrs.  KELLY  of  New  York.  Mr.  Speak¬ 
er,  I  ask  unanimous  consent  that  all 
Members  may  have  permission  to  extend 
their  remarks  at  this  point. 


The  SPEAKER.  Without  objection,  it 
is  so  ordered.  / 

There  was  no  objection.  / 

The  SPEAKER.  The  question  is  on 
the  resolution.  / 

Mrs.  KELLY  of  New  /York.  Mr. 
Speaker,  on  that  I  ask  for  the  yeas  and 
nays.  y 

The  yeas  and  nays  were  ordered. 

The  question  was  {/ken;  and  there 
were — yeas  391,  nays JS,  not  voting  41,  as 
follows:  / 


[Roll/No.  103] 
y/aS— 391 


Abbitt 

Curtis,  Mass. 

Hinshaw 

Abernethy 

Ourtis,  Mo. 

Hoeven 

Adair 

/Dague 

Hoffman,  Mich. 

Addonizio  / 

Davidson 

Holifield 

Albert  / 

Davis,  Ga. 

Holland 

Alexander  / 

Davis,  Tenn. 

Holmes 

Alger  / 

Dawson,  111. 

Holt 

Allen,  Cafif. 

Dawson,  Utah 

Holtzman 

Allen,  Dl. 

Deane 

Hope 

Andersen, 

Delaney 

Horan 

H.yCarl 

Dempsey 

Hosmer 

Andresen, 

Denton 

Huddleston 

August  H. 

Derounlan 

Hull 

.Andrews 

Devereux 

Hyde 

Cinfuso 

Dies 

Ikard 

Arends 

Diggs 

Jackson 

Ashley 

Dingell 

James 

Ashmore 

Dixon 

Jarman 

Asplnall 

Dodd 

Jenkins 

Auchincloss 

Dollinger 

Jennings 

Avery 

Dolliver 

Jensen 

Ayres 

Dondero 

Johansen 

Baker 

Donohue 

Johnson,  Calif. 

Baldwin 

Dorn,  N.  Y. 

Johnson,  Wis. 

Barden 

Dorn,  S.  C. 

Jonas 

Barrett 

Dowdy 

Jones,  Ala. 

Bass,  N.  H. 

Doyle 

Jones,  Mo. 

Bates 

Durham 

Jones,  N.  C. 

Baumhart 

Edmondson 

Judd 

Beamer 

Elliott 

Karsten 

Becker 

Ellsworth 

Kean 

Bennett,  Fla. 

Engle 

Kearney 

Bennett,  Mich. 

Evins 

Kearns 

Berry 

Fallon 

Keating 

Betts 

Fascell 

Kee 

Blatnik 

Feighan 

Kelly,  N.  Y. 

Boggs 

Fenton 

Keogh 

Boland 

Fernandez 

Kilburn 

Bolling 

Fino 

Kilday 

Bolton, 

Fisher 

Kilgore 

Frances  P. 

Fjare 

King,  Calif. 

Bolton, 

Flood 

King,  Pa. 

Oliver  P. 

Flynt 

Kirwan 

Bonner 

Fogarty 

Klein 

Bosch 

Forand 

KluczynskI 

Bow 

Ford 

Knox 

Bowler 

Forrester 

Knutson 

Boykin 

Fountain 

Krueger 

Boyle 

Frazier 

Laird 

Bray 

Frelinghuysen 

Landrum 

Brooks,  La. 

Friedel 

Lanham 

^Brown,  Ga. 

Fulton 

Lankford 

Brown,  Ohio 

Garmatz 

Latham 

Brinvnson 

Gary 

LeCompte 

BroShill 

Gentry 

Lesinski 

Buckley 

George 

Lipscomb 

BudgeX 

Grant 

Long 

BurdiclcV 

Gray 

Lovre 

BurnsideX. 

Green,  Oreg. 

McCarthy 

Bush  \ 

Green,  Pa. 

McConnell 

Byrd  \ 

Gregory 

McCormack 

Byrne,  Pa.  X 

Griffiths 

McCulloch 

Byrnes,  WiS. 

Spross 

McDonough 

Canfield 

Giubser 

McGregor 

Cannon 

CrWinn 

Mclntire 

Carlyle 

Hagen 

McMillan 

Carrlgg 

Hal<\ 

McVey 

Cederberg 

HaleyX. 

Macdonald 

Celler 

HalleckX 

Machrowlcz 

Chase 

Hand  \ 

Mack,  Ill. 

Chelf 

Harden  \ 

Mack,  Wash. 

Chenoweth 

Hardy  \ 

Madden 

Chiperfield 

Harris  \ 

Magnuson 

Chudoff 

Harrison,  Nebr! 

VMahon 

Church 

Harrison,  Va. 

jdailliard 

Clark 

Harvey 

Marshall 

Clevenger 

Hays,  Ark. 

Mf^tin 

Colmer 

Hays,  Ohio 

Mason 

Cooley 

Hayworth 

Mattfflws 

Coon 

Healey 

MeadeX, 

Cooper 

Henderson 

Merrow  \ 

Corbett 

Herlong 

Metcalf  "X 

Coudert 

Heselton 

Miller,  Ca!i\ 

Cramer 

Cretella 

Crumpacker 

Cunningham 

Hess 

Hiestand 

Hill 

Hillings 

Miller,  Md.  \ 
Miller,  Nebr.  \ 
Miller,  N.  Y.  > 
Mills 
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Minehall 
Morano 
Morrison 
Moss 
Moulder 
Multer 
Mumma 
Murray,  m. 
Murray,  Tenn. 
Matcher 
Nicholson 
Norblad 
Norreil 
O'Brien,  Ill. 
O’Brien,  N.  Y. 
O’Hara,  Ill. 
O’Konski 
O'Neill 
Osmers 
Ostertag 
Patterson 
Pelly 
Perkins 
Pfost 
Philbin 
Phillips 
Pilcher 
Pillion 
Poage 
Poff 
Powell 
Preston 
Price 
Quigley 
Rabaut 
Badwan 
Bains 
Bay 

Eeece,  Tenn. 
Beed,  N.  Y. 
Bees,  Kans. 
Beuss 

Ehodes,  Ariz. 
Bhodes,  Pa. 
Eichards 


Eiehlman 
Biley 
Elvers 
^Roberts 
jobeson,  Va. 

absion,  Ky. 
Rodino 
Rogers,  Colo. 
Bogelte,  Fla. 

RogerSlMass. 
Bogersix'ex. 
Booney 
Roosevelt" 
Rutherford' 
Sadlak 
St.  George 
Saylor 
Schenck 
Schwengel 
Scott 
Scrivner 
Seely-Brown 
Selden 
Sheehan 
Shelley 
Sheppard 
Short 
Shuford 
Sikes 
Siler 

Simpson,  Ill. 
Simpson,  Pa. 
Sisk 

Smith,  Kans. 

Smith,  Miss. 

Smith,  Va. 

Smith,  Wis. 

Spence 

Springer 

Staggers 

Steed 

Sullivan 

Taber 

Talle 

Taylor 


Teague,  Calif. 
Teague,  Tex. 
Thomas 
Thompson, 
Mich. 

Thompson,  N.  J, 
Thompson,  Tex. 
Thomson,  Wyo. 
Tollefson 
Trimble 
Tuck 
Tumulty 
Udall 
Utt 
Vanik 
,  Van  Pelt 
i?an  Zandt 
elde 
Vrason 
Vo\s 
Vursfell 
Wain^ight 
Watts 
Weaver 
Westland’ 
Wharton 
Whitten 
Widnall 
Wier 

Wigglesworth 
Williams,  Miss . 
Williams,  N.  J 
Williams,  N.  Y , 
Willis 

Wilson,  Calif. 

Wilson,  Ind. 

Winstead 

Withrow 

Wolcott 

Wolverton 

Wright 

Yates 

Younger 

Zablockl 

Zelenko 


The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Mis¬ 
souri?  [After  a  pause.]  The  Chair 
hears  none,  and  appoints  the  following 
conferees:  Messrs.  Cannon,  Mahon, 
Sheppard,  Thomas,  Kirwan,  Norrell, 
Whitten,  Andrews,  Rooney,  Gary,  Fo¬ 
garty,  Sikes,  Preston,  Rabaut,  Taber, 
Wigglesworth,  Jensen,  H.  Carl  Ander¬ 
sen,  Horan,  Canfield,  Fenton,  Phillips, 
Scrivner,  Coudert,  Clevenger,  Wilson 
of  Indiana,  and  Ford. 


NOT  VOTING — 41 


Bailey 

Bass,  Tenn. 

Belcher 

Bell 

Bentley 

Blitch 

Brooks,  Tex. 

Burleson 

Carnahan 

Chatham 

Christopher 

Cole 

Davis,  Wis. 
Donovan 


Eberharter 

Gamble 

Gathings 

Gavin 

Gordon 

Hebert 

Hoffman,  HI. 

Kelley,  Pa. 

Lane 

McDowell 

Mollohan 

Morgan 

Nelson 

O’Hara,  Minn. 


Passman 
Patman 
Polk 
Priest 
Prouty 
Scherer 
Scudder 
Sieminskl 
Thompson,  La. 
Thornberry 
Walter 
Wickersham 
Young 


So  the  concurrent  resolution  was 
agreed  to. 

The  Clerk  announced  the  following 
pairs : 

Mr.  Brooks  of  Texas  with  Mr.  Scherer. 

Mr.  Patman  with  Mr.  Cole. 

Mr.  Bell  with  Mr.  Gavin. 

Mr.  Thornberry  with  Mr.  O’Hara  of  Minne¬ 
sota. 

Mr.  Hubert  with  Mr.  Prouty. 

Mr.  Thompson  of  Louisiana  with  Mr. 
Belcher. 

Mr.  Carnahan  with  Mr.  Hoffman  of  Illinoi 

Mr.  Burleson  with  Mr.  Gamble. 

Mr.  Bailey  with  Mr.  Davis  of  Wisconsij 

Mr.  Mollohan  with  Mr.  Nelson. 

Mr.  Gordon  with  Mr.  Scudder. 

Mr.  Gathings  with  Mr.  Young. 

Mr.  Wickersham  with  Mr.  Bentley 

The  result  of  the  vote  was  ./announced 
as  above  recorded. 


SUPPLEMENTAL  API 
BILL,  FISCAL 


tOPRIATION 
2AR  1957 


IMPROVING  GOVERNMENTAL  BUDG¬ 
ETING  AND  ACCOUNTING  METH¬ 
ODS  AND  PROCEDURES 
Mr.  DAWSON  of  Illinois.  Mr.  Speak¬ 
er,  I  ask  unanimous  consent  to  take 
from  the  Speaker’s  table  the  bill  (S. 
3897)  to  improve  governmental  budget¬ 
ing  and  accounting  methods  and  pro¬ 
cedures,  and  for  other  purposes,  with 
House  amendments  thereto,  insist  on  the 
House  amendments,  and  agree  to  the 
conference  asked  by  the  Senate. 

The  Clerk  read  the  title  of  the  bill. 
The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Illi¬ 
nois?  [After  a  pause.]  The  Chair 
hears  none,,  and  appoints  the  following 
conferees:  Mr.  Dawson  of  Illinois,  Mr. 
Jones  of  Alabama,  Mr.  Kilgore,  Mr. 
Fascell,  Mrs.  Harden,  Mr.  Brown  of 
Ohio,  and  Mr.  Lipscomb. 


CONSTRUCTION  OS2  FACILITIES  FOR 
RESEARCH  IN  CRIPPLING  AND 
KILLING  DISEASI 

Mr.  HARRIS.  Mr  Shaker,  I  ask 
unanimous  consenp  to  taKe  from  the 
Speaker’s  desk  thomill  (S.  849v  to  provide 
assistance  to  certain  non-Fbderal  in¬ 
stitutions  for  Construction  of  ^facilities 
for  research  in  crippling  and  killing  dis¬ 
eases  such Cas  cancer,  heart  disease, 
poliomyelitis,  nervous  disorders,  mental 
illness,  arthritis  and  rheumatism,  blii 
ness,  cerebral  palsy,  tuberculosis,  mi 
tiple  sclerosis,  epilepsy,  cystic  fibrosis> 
and  muscular  dystrophy,  and  for  other 
purposes,  with  House  amendments  there¬ 
to/insist  on  the  House  amendments,  and 
tree  to  the  conference  asked  by  the 
Senate. 

The  Clerk  read  the  title  of  the  bill. 
The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Arkansas?  [After  a  pause.]  The  Chair 
hears  none,  and  appoints  the  following 
conferees:  Messrs.  Harris,  Carlyle,  Rob¬ 
erts,  Dies,  Wolverton,  Hinshaw,  and 
HeseLton. 


The  Clerk  read  the  Senate  amend¬ 
ment,  as  follows: 

Page  2,  after  line  4,  insert: 

‘‘Sec.  2.  The  conveyance  authorizecrby  this 
act  shall  provide  that  in  the  eventfthat  the 
lands  cease  to  be  used  for  public  purposes 
all  right,  title,  and  interest  herein  shall 
immediately  revert  to  and  jevest  in  the 
United  States.” 

The  SPEAKER.  Is  tb£re  objection  to 
the  request  of  the  ./gentleman  from 
North  Carolina? 

There  was  no  objection. 

The  Senate  amendment  was  con- 
:urred  in. 

A  motion  to /Reconsider  was  laid  on 
he  table. 


Mr.  CANNON.  Mf\  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker’s  table  me  bill  (H.  R.  12138) 
making  supplemental  appropriations  for 
the  fiscal  year /Ending  June  30,  1957,  and 
for  other  purposes,  with  Senate  amend¬ 
ments  thereto,  disagree  to  the  Senate 
amendments  and  agree  to  the  conference 
asked  byJfne  Senate. 


COMMITTEE  ON  AGRICULTURE 

Mr.  COOLEY.  Mr.  Speaker,  I  ask 
inanimous  consent  that  the  Committee 
in  Aahculture  may  have  until  midnight 
onijmt  to  file  reports  on  the  following 
n\y:  S.  2216,  S.  1079,  S.  4058,  H.  R.  5275, 
fd  H.  R.  11950. 

rThe  SPEAKER.  Is  there  objection  to 
he  request  of  the  gentleman  from  North 
Carolina? 

There  was  no  objection. 


CHAMBER  OF  COMMERCE  OF  ROLLA, 
MO. 

Mr.  COOLEY.  Mr.  Speaker,  I  ask 
unanimous  consent  to  take  from  the 
Speaker’s  table  the  bill  (H.  R.  7723)  to 
authorize  the  Secretary  of  Agriculture  to 
convey  certain  lands  in  Phelps  County, 
Mo.,  to  the  Chamber  of  Commerce  of 
Rolla,  Mo.,  with  a  Senate  amendment 
thereto,  and  concur  in  the  Senate  amend¬ 
ment. 

The  Clerk  read  the  title  of  the  bill. 


ELKINS,  W.  VA. 

Mr.  cett.fr.  submitted  the  following 
Sonference  report  and  statement  on  the 
lill  (S.  2182)  for  the  relief  of  the  city 
Elkins,  W.  Va.: 

Conference  Report  (H.  Rept.  No.  2759) 

The  committee  of  conference- on  the  dis¬ 
agreeing  votes  of  the  two  Houses  on  the 
entitled,  ‘‘An  Act  for  the  relief  of  the  city  of 
Elkins,  West  Virginia,”  having  met,  after  full 
and  free  conference,  have  agred  to  recom¬ 
mend  and  do  recommend  to  their  respective 
Houses  as  follows: 

That  the  House  recede  from  its  amend¬ 
ment  and  agree  to  the  same. 

E.  L.  Forrester,  • 

Harold  D.  Donohue, 

William  E.  Miller, 

Managers  on  the  Part  of  the  House. 
Price  Daniel, 

Joseph  C.  O’Mahoney, 
Managers  on  the  Part  of  the  Senate. 

Statement 

The  managers  on  the  part  of  House  at  the 
conference  on  the  disagreeing  votes  of  the 
two  Siouses  on  the  amendment  of  the  House 
to  thdkhill  (S.  2182)  entitled  “An  Act  for  the 
relief  dlthe  city  of  Elkins,  West  Virginia”, 
submit  the  following  statement  in  explana¬ 
tion  of  thW  effect  of  the  action  agreed  upon 
and  recommended  in  the  accompanying  con¬ 
ference  report  as  to  each  of  such  amend¬ 
ments,  namely 

When  this  prViosed  legislation  passed  the 
Senate  it  provide 

“That  the  city  Elkins,  West  Virginia,  is 
hereby  relieved  of  1U1  liability  to  repay  to 
the  United  States  tn^ sum  of  $75,000  (plus 
any  interest  which  \may  have  accrued 
thereon),  which  amount  represents  a  loan 
made  to  such  city  by  th\  United  States  on 
April  5,  1943,  through  tlffe  Reconstruction 
Finance  Corporation.  In  tne  settlement  of 
the  accounts  of  any  certifyin\or  disbursing 
officer  of  the  United  States  fu\  credit  shall 
be  given  for  all  amounts  for  wni^h  liability 
is  relieved  by  this  Act.” 

The  House  amended  the  bill  thread  as 
follows: 

“That  all  of  the  Airport  Revenue  'Bonds 
issued  by  the  city  of  Elkins,  West  Virghiia, 
presently  held  by  the  Reconstruction  Finahce 
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HIGHLIGHTS:  Senate  committee  reported  domination  of  Kermit  H,  Hansen  to  be  FHA 
Administrator.  Senate  confirmed  nominati^n/of  members  of  Commission  on  Increased 
Industrial  Use  of  Agricultural  Products,  Senate  rejected  Hells  Csnyon  dam  bill. 
Senate  began  consideration  of  executive  pay  bq.11.  Senate  conferees  appointed  on 
Public  Law  U80  bill.  House  passed  rubbe/  rese^ch  laboratory  disposal  bill.  House 
agreed  to  Senate  amendments  to  bill  broadening  law  on  practices  in  marketing  perish¬ 
able  commodities.  House  passed  bi  11,/authorizing  pertain  land  exchanges  between  USDA 
rd  Defense  Department.  House  Rulps  Committee  cleared  flood  insurance  bill* 
^Continued  on  page  6) 


HOUSE 

[endment  S,  3832,  to  provi^  for  disposal  of  the. 
-ic  rubber  research  laboratories  at  Akron,  0,  This 
bill  is  now  ready  for/the  President,  p,  1236k 


1.  RUBBER,  Passed  without 
Government-owned  synth 


2,  MARKETING,  Agreed  /o  Senate  amendments  to  H.  R.  5337,  to  ajnend  the  provisions 
of  the  Perishable  Agricultural  Commodities  Act  so  as  to  eliminate  the  necessity 
of  proving  "fr^^ulent  purpose"  in  connection  with  t he.misbr&nding  of  . any 
perishable  agricultural  commodity,  make  misrepresentation  of  the  "region  of 
origin"  a  violation  of  the  Act,  authorize  the  Secretary  of  Agriculture  to 
change  the/annual  license  fee  from  £l5  to  any  amount  not  in  excess,  of  /O,  en¬ 
large  th</grounds  for  denial  of  a  license  to  permit  denial,  under  Certain  cir¬ 
cumstances,  permit  suspension  cr  revocation  (instead  of  revocation  oMy)  of 
the  license  of  any  licensee  who  after  proper  notice  continues  to  emploVin a 
responsible  position  any  person  whose  license  or  whose  previous  firm  s  M 
ha/been  revoked  or  suspended  (rather  than  revoked  only)  and  restrict  the\j3ec 
Gary’s  authority  to  permit  such  employment  after  1  year  to  cases  in  whic^ 
the  revocation  or  suspension  was  for  failure  to  pay  a  reparation  award  ,  an 


tend  the  record  inspection  provision  to  permit  such  record  inspection  as,.,*^ 
required  (a)  to  determine  the  OTmership,  control,  packer,  or  State,  county 
°r  oF  in  connection  with  commodity  inspection  or  (b)  to  ascertain 

whether  the  record  keeping  provisions  of  the  Act  are  being  complied  wifcnj  and  : 
to  permit  inspection  of  any  lot  of  an'r  perishable  agricultural  commod^uy  cover¬ 
ed  by  the  Act*  This  bill  is  now  read”  for  the  President*  p,  12366 

3*  FORESTRY.  Passed  without  amendment  S*  2572,  to  authorize  the  interchange  of 
lands  between  this  Department  and  the  military  departments  of  the  Defense 
Department.  This  bill  is  now  ready  for  the  President,  p.  123' 

ii.  SOCIAL  SECURITY.  \Conferees  were  appointed  on  H*  R.  7225,  to  /mend  and  revise 
title  II  of  the  Social  Security  «.ct.  Senate  conferees  were/ appointed  on 
July  17,  p.  12361/  7 

5.  FARM  LABOR.  The  Interstate  and  Foreign  Commerce  Commitj^e  reported  xclth  amend- 

ment  S.  3391,  to  provid^  for  reasonable  requirements  Regarding  comfort,  safety, 

p  12398  thS  lnterstate  ^ansP°rtation  of  migrant  f/m  workers  (H.  Rept*  2810). 

6.  FLOOD  INSiJRAUCE.  The  Rules  cWlttee  reported  a  Resolution  for  consideration 

oi  o.  J5/J2,  to  provide  insuram^  against  flood Ramage.  p,  12398 


7‘  '  l^reDort^H  phV,M?  3fd  I:eansV™ittee  o/dered  reported  (but  did  not  actual- 
report J  H.  R.  12227,  to  permit  the  duty/ree  importation  of  wool  of  a  type 
used  m  the  manufacture  of  carpets.\p.  Dj  “ 


8‘  Bmfl  reoor/on’s  TRaA°nfereeS  agrSed  to  file  ®  report  (but  did  not  a=tual^r 

methods  »rpLcedu;es!l7/^.Pr°Ve  8W~n“ntal  budgeting  and  ac“"S 


9*  FF0GFJU'1*  R®P*  Henderson  criticized  government  controls  on  the  farm  economy 
aid  the  Democratic  administrations*  farm  policies,  p,  1239h 

10 *  Provide  'ieans  Cotaittee  reported  With  amendment  H.  R.  12251,  to 

schedules  (H.  Rept.  Co™iSsioV°  revlew  the  oustora®  tariff 

11.  EDIFICATION  Rep.  Rogers  urged  that  consideration^  given  to  atomic  energy 

electric  power  Racilit/i  in  the  ifew  England  area  as  a  Veins  of  Driving  a 
T.'  01  pOW6r/”d  increasinC  the  industrial  potential  of  that  area. 

12.  FOREIGN  AFFAIRS.  B6th  Houses  received  from  the  President  a  import  on  U  S 

ForegSPPelIuoS^hedUSited  I'!ati°ns  Organization  (K.  Doc.  kS\to  Senate* 
o.egin  Relations  and  House  i oreign  Affairs  Committees,  pp.  12239,  12362 

13 '  LonT  announced  that  the  House  wilVe  in  session 

-j  i  ^  *  ,cnc  on  -l0n*>  Juiy  23,  the  Consent  Calandar  ’All  be  call- 

order.  wT1237UiCeratl0n  °f  billS  Und6r  suspension  of  the  rules  willbe  in 

SENATE 

lil*  'V  Jen  forest^  Committee  reported  the  nominatioVf 

9  •  Hansen  to  be  A<tanistrator  of  the  Farmers'  Home  Administration,  pg. 
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Lthdrawn  and  the  withdrawal  lifted.  This  bill  will  now  be  sent  to  the  President 
P.N12676 

\ Passed  as  reported  HR  U096,  to  provide  for  the  disposal  of  public  lands 
within  highway,  telephone,  and  pipeline  withdrawals  in  laska,  subject  to  a^1"" 
priate ^easements .  p.  12676  / 

Parsed  without  amendment  S.  U099,  providing  for  price  reporting  ancVresesrch 
x<rith  respect  to  forest  products,  p.  12761 


16.  PROPERTY.  Parsed  without  amendment  H.  R.  109U6,  to  provide  for  the  disposition 
of  stirplus  personal  property  to  the  Territorial  government  of  Alaska  until  Dec. 
31,  1998.  This^bill  will  now  be  sent  to  the  President,  p.  12676'' 


17.  SEEDS.  Passed  as  reported  H.  R.  11922,  to  provide  for  the  extension  of  certain 

provisions  of  Federal  laws,  including  the  Federal  Seed  Act,  .the  Vocational 
Rehabilitation  Act,  akd  midlife  restoration  authorities,  to  Guam,  p.  12678 

18 .  LANDS.  Passed  over,  at  the  request  of  Sen.  Purtell,  S.  3^97,  to  amend  the  act 
authorizing  the  exchange  of  certain  farm  units  in  order  to  limit  the  time  during 
which  applications  may  be  tirade  under  the  act.  p.  12flfoh 

Passed  over,  at  the  reqdqst  of  Sen.  Purtell  S/res.  281,  relative  to  the 
conservation  and  development  oil  land  and  water  resources,  p.  1268U 

Passed  without  amendment  Res.  j'^ta  authorize  and  direct  the  Sec¬ 

retary  of  Agriculture  to  quitclaiitv  certain  property  in  Coahoma  Co.,  miss*,  to 
the  Home  Demonstration  Club  of  RensKLara*  Mist;.  This  measure  will  now  be  sent 
to  the  President,  p.  12727 


) 


19.  TRANSPORTATION*  Passed  without  amendment 
ent  to  proclaim  the  period  from  Oct.  2\ 
Week.  p.  12686 


,  J.  Res.  197,  authorizing  the  Presid- 
27,  1996,  as  National  Transportation 


20.  FARM-CITY  WEEK.  Passed  without  amendment  H.  A  Res.  317,  designating  the  week 
of  Nov.  16  to  22,  1996,  as  National  Farm-City  l\ek.  This  measure  is  now  ready 
for  the  President,  p.  12686 


'1.  FOREIGN  AFFAIRS.  Sen.  Mansfield  discussed  the  foreign  policy  problems  between 
the  U,  S.  and  Russia,  p.  12703 


22.  RECLAMATION.  Agreed  to  tne  conference  report  on  S.  Ii97,  to  authorize  the  Secret¬ 
ary  of  the  Interior  tc/construct,  operate,  and  maintain  the  Wahoe  reclamation 
project,  Nev,  and  Calif.  This  bill  will  now  be  sent  to  thk  President .  p.  12708 


23*  PERSONNEL.  Passed/as  reported  S.  3725 >  to  provide  for  inc- ’eases  in  the  annuities 
of  annuitants  uja^er  the  Civil  Service  Retirement  Act  of  May  29,\1930,  as  amended. 

p.  12723 


2h»  FARM  PROGRAPj*  Sen.  Stennis  discussed  the  "economic  plight"  of  the  fanner.  p« 
12727 


29.  EXECUTIVE  FAY 5  RETIREMENT.  The  "Daily  Digest"  states  that  "Conferees  mei\in 

executive  session  to  resolve  the  difference  between  the  Senate-  and  House-^ssed 
versions  of  H.  R.  7619,  to  adjust  the  rates  of  compensation  of  heads  of  executive 
departments  and  of  certain  other  Federal  officials,  but  did  not  conclude  the?^ 
fork  and  will  meet  again  tomorrow."  p.  D870 


26,  APPROPRIATIONS o  Agreed  to  waive  the  rule  providing  that  all  reports  of 

teesVlie  over  1  day  for  consideration,  in  order  that  the  second  supplemej 
appropriation  bill  for  1957  nay  be  considered  xdien  received0  p.  12667 


t»a? 
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PROGRAM.  Sen,  Johnson  announced  that  the  mutual  s e curi ty/hppr  opr  i« 
xd.ll  be  further  considered  today,  p,  12762 


HOUSE 


23,  APPROPRIATIONS,  Yigreed  to  the  conference  report  on  H,  R,  12 13 S',  the  supplemental 
appropriation  bill  for  1957,  The  House  concurred  in  the  Senate  amendment  pro¬ 
viding  -ItO,OCO  foA  the  Baker  National  Forest  ski  shelter ;  ^rid  adopted  amend¬ 
ments  to  the  Senate ’'amendments  providing  .'l6, 250,000  (instead  of  -l8,9l5>COO) 
for  animal  disease  laboratory  facilities  and  providing  that  land  acquisition  to 
the  Superior  "National  X°rest  shall  be  subject  to  local  governmental  approval* 
p,  12763 

Passed  as  reported  R,  11682,  to  facilitate  the  control  and  eradication 
of  certain  animal  diseases^,  to  facilitate  the  carrying  out  of  agricxiltural  and 
related  programs,  to  facilitate  the  agricxiltural  attache  program,  and  to  facilix> 
ate  the  operation  of  the  FHA/sfCIC,  and  FS,  p,  12806" 

29,  BUDGETING;  ACCOUNTING.  Received  the  conference  report  on  S.  3897,  to  improve 

Governmental  budgeting  and  accounting  methods  and  procedures.  The  statement  of 
the  House  conferees  includes  the  foil  ox-rings  "The  conference  substitute  is  sub¬ 
stantially  the  bill  as  passed  by  the  House  xdth  the  deletion  of  the  minor  amend¬ 
ments  which  the  House  made  to  H.  R,  11526  as  ori  inally  introduced.  The  pro¬ 
vision  for  appropriations  on  an  accrued  expenditure  basis  xrhich  the  House  re¬ 
jected  remains  out  of  the  substitute* 

"The  substitute,  as  in  the  House-passed  bill,  provides  for  budget  inform¬ 
ation  on  program  costs  and  accomplishments;  departmental  budgeting  on  a  cost 
basis;  synchronization  of  organization  structure,  budget  classification  and 
accounting  systems;  acco. nting  on  an  accrual  basis;  and  simplification  in  the 
subdivision  of  appropriations  or  funds, 

"This  legislation  does  not  provide  for  a  major  overhaul  of  the  Government 
budget  and  accounting  systems  nor  does  it  correct  all  of  the  weaknesses  that 
have  been  criticized.  It  does,  however,  provide  progressive  forward  steps  on 
the  basis  of  which  nary  improvements  can  be  made.  Due  to  the  impending  adjourn¬ 
ment  it  is  not  likelv  that  further  action  can  be  taken  in  this  Congress,"  (H, 
Rept,  2872),  p.  12770 


30,  FORESTRY,  Rep,  Gav^6  objected  to  the  consideration  of  S,  1079,  to  authorize  the 
Secretary  of  Agridul  ure  to  sell  at  not  less  tl  an  the  apprised  value,  and  under 
such  terms  and  conditions  as  he  deems  appropriate,  lands  in  Vie  national  forests 
xjhich  are  isolated  parcels  or  narrow  projecting  strips,  when  ne  finds  such  lands 
suitable  for  private  ox-mership  and  better  adapted  to  commercial^  agricultural, 
residential/or  private  purposes  other  than  to  national  forest  purposes,  p, 
1279U 

Pass/d  -without  amendment  S,  2216,  to  amend  the  Act  of  March  h ,\1915 ,  to 
permit  the  xxse  and  occupancy  of  national  'orest  lands  for  industrial  ^nd  com¬ 
mercial  purposes,  and  by  States  or  political  subdivisions  for  construe 
facilities  for  education  or  other  public  uses.  This  bill  is  now  ready  Xor  the 
President,  p,  1279U 


S,  At  the  request  of  Rep,  Aspinall  (for  Rep,  Dempsey),  passed,  over  H,  Rj 
250,  to  require  conformance  xdth  State  and  Territorial  fish  and  game  laws 


84th  Congress  )  HOUSE  OF  REPRESENTATIVES 

2d  Session  f 


Report 
No.  2872 


IMPROVING  GOVERNMENTAL  BUDGETING  AND  AC¬ 
COUNTING  METHODS  AND  PROCEDURES,  AND  FOR 
OTHER  PURPOSES 


July  23,  1956. — Ordered  to  be  printed 


Mr.  Dawson  of  Illinois,  from  the  committee  of  conference,  submitted 

the  following 

CONFERENCE  REPORT 

[To  accompany  S.  3897] 

The  committee  of  conference  on  the  disagreeing  votes  of  the  two 
Houses  on  the  amendment  of  the  House  to  the  bill  (S.  3897)  to  improve 
governmental  budgeting  and  accounting  methods  and  procedures,  and 
for  other  purposes,  having  met,  after  full  and  free  conference,  have 
agreed  to  recommend  and  do  recommend  to  their  respective  Houses  as 
follows: 

That  the  Senate  recede  from  its  disagreement  to  the  amendment  of 
the  House  and  agree  to  the  same  with  an  amendment  as  follows: 

In  lieu  of  the  matter  proposed  to  be  inserted  by  the  House  amend¬ 
ment  insert  the  following: 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1921 

Sec.  1.  (a)  Section  201  of  the  Budget  and  Accounting  Act,  1921,  as 
amended  (31  U.  S.  C.  11),  is  further  amended  by  inserting  “(a)”  after 
the  words  “Sec.  201.”;  by  changing  subsection  (a)  to  subparagraph  ( 1 ); 
by  adding  after  sul  paragraph  ( 1 )  a  new  subparagraph  “(2)  at  such 
times  as  may  be  practicable,  information  on  program  costs  and  accom¬ 
plishments” ;  by  changing  subsections  (b)  through  ( j )  to  subparagraphs 
(3)  through  (11),  respectively. 

(b)  Section  216  of  such  Act,  as^amended  (31  U.  S.  C.  2 If),  is  further 
amended  by  inserting  “(a)”  after  the  words  “Sec.  216.”  and  by  adding  the 
following  new  subsections : 

“(b)  The  requests  of  the  departments  and  establishments  for  appro¬ 
priations  shall,  in  such  manner  and  at  such  times  as  may  be  determined 
by  the  President,  be  developed  from  cost-based  budgets. 

“(c)  For  purposes  of  administration  and  operation,  such  cost-based 
budgets  shall  be  used  by  all  departments  and  establishments  and  their 

71000 
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subordinate  units.  Administrative  subdivisions  of  appropriations  or 
funds  shall  be  made  on  the  basis  of  such  cost-based  budgets.” 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF 

I960 

Sec.  2.  (a)  The  Budget  and  Accounting  Procedures  Act  of  1950  is 
amended  by  inserting  after  section  105  thereof  the  following  new  section: 

‘Accounting  and  budget  classifications 

“Sec.  106.  The  head  of  each  executive  agency  shall,  in  consultation  with 
the  Director  of  the  Bureau  of  the  Budget,  take  whatever  action  may  be 
necessary  to  achieve,  insofar  as  is  possible,  ( 1 )  consistency  in  accounting 
and  budget  classifications,  ( 2 )  synchronization  between  accounting  and 
budget  classifications  and  organizational  structure,  and  ( 3 )  support  of  the  ,c 
budget  justifications  by  information  on  performance  and  program  costs  v  j 
by  organizational  units.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  66a )  is  amended  by  adding 
at  the  end  thereof  the  following  new  subsection: 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  sub¬ 
section,  the  head  of  each  executive  agency  shall,  in  accordance  with 
principles  and  standards  prescribed  by  the  Comptroller  General,  cause 
the  accounts  of  such  agency  to  be  maintained  on  an  accrual  basis  to 
show  the  resources,  liabilities,  and  costs  of  operations  of  such  agency 
with  a  view  to  facilitating  the  preparation  of  cost-based  budgets  as 
required  by  section  216  of  the  Budget  and  Accounting  Act,  1921,  as 
amended.  The  accounting  system  required  by  this  subsection  shall 
include  adequate  monetary  property  accounting  records  as  an  integral 
part  of  the  system.” 

(c)  Section  118  of  such  Act  is  amended  by  inserting  “113  (c)”  after 
the  words  “section  111”. 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

Sec.  3.  Section  3679  (g),  Revised  Statutes,  as  amended  (31  U.  S.  C.  - 
665  -(g)),  is  further  amended  by  adding  at  the  end  thereof  the  following 
sentence:  “In  order  to  have  a  simplified  system  for  the  administrative 
subdivision  of  appropriations  or  funds,  each  agency  shall  work  toward 
the  objective  of  financing  each  operating  unit,  at  the  highest  practical 
level,  from  not  more  than  one  administrative  subdivision  for  each  appro¬ 
priation  or  fund  affecting  such  unit.” 

And  the  House  agree  to  same. 

William  L.  Dawson, 

Robt.  E.  Jones, 

Joe  M.  Kilgore, 

Dante  B.  Fascell, 

Cecil  M.  Harden, 

Clarence  J.  Brown, 

Glenard  P.  Lipscomb, 
Managers  on  the  Part  of  the  House. 
John  F.  Kennedy, 

Hubert  H.  Humphrey, 

Thomas  A.  Wofford, 

Stuart  Symington, 

Managers  on  the  Part  oj  the  Senate. 


STATEMENT  OF  THE  MANAGERS  ON  THE  PART  OF  THE  HOUSE 

The  managers  on  the  part  of  the  House  at  the  conference  on  the  dis¬ 
agreeing  votes  of  the  two  Houses  on  the  amendments  of  the  House  to 
the  bill  (S.  3897)  to  improve  governmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other  purposes,  submit  the  following 
statement  in  explanation  of  the  effect  of  the  action  agreed  upon  by  the 
conferees  and  recommended  in  the  accompanying  conference  report: 

The  conference  substitute  is  substantially  the  bill  as  passed  by  the 
House  with  the  deletion  of  the  minor  amendments  which  the  House 
made  to  H.  R.  11526  as  originally  introduced.  The  provision  for 
appropriations  on  an  accrued  expenditure  basis  which  the  House  re¬ 
jected  remains  out  of  the  substitute. 

The  substitute,  as  in  the  House-passed  bill,  provides  for  budget  in¬ 
formation  on  program  costs  and  accomplishments;  departmental 
budgeting  on  a  cost  basis;  synchronization  of  organization  structure, 
budget  classifications  and  accounting  systems;  accounting  on  an  ac¬ 
crual  basis;  and  simplification  in  the  subdivision  of  appropriations  or 
funds. 

This  legislation  does  not  provide  for  a  major  overhaul  of  the  Govern¬ 
ment’s  budget  and  accounting  systems  nor  does  it  correct  all  of  the 
weaknesses  that  have  been  criticized.  It  does,  however,  provide  pro¬ 
gressive  forward  steps  on  the  basis  of  which  many  improvements  can 
be  made.  Due  to  the  impending  adjournment  it  is  not  likely  that  fur¬ 
ther  action  can  be  taken  in  this  Congress. 

William  L.  Dawson, 

Robert  E.  Jones, 

Joe  M.  Kilgore, 

Dante  B.  Fascell, 

Cecil  M.  Harden, 

Clarence  J.  Brown, 

Glenard  P.  Lipscomb, 
Managers  on  the  Part  oj  the  House. 
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payment  to  Jane  R.  Barkley,  widow  of 
Alben'W.  Barkley,  late  a  Senator  from  the 
State  o\Kentucky,  $22,500." 

Senate \mendment  No.  59 :  Page  38,  line  6, 
Insert: 

"ContirJtent  expenses  of  the  Senate 

“Miscellaneous  Items:  For  an  additional 
amount  for  miscellaneous  items,  fiscal  year 
1956,  $84,000,  to  0b  derived  by  transfer  from 
the  appropriation,  ^Salaries,  officers  and  em¬ 
ployees,  Senate’,  fiscal  year  1956.’ 

Senate  amendment \£To.  60:  Page  38,  line 
11,  insert: 

“Joint  Committee  in  IdSmgural  Ceremonies 
of  1957:  For  salaries  andNexpenses  of  con¬ 
ducting  the  inaugural  ceremonies  of  the 
President  and  Vice  Presidenr\pf  the  United 
States,  January  21,  1957,  in  acoordance  with 
such  program  as  may  be  adoptecuby  the  Joint 
committee  authorized  by  concurrent  resolu¬ 
tion  of  the  Senate  and  House  of  Representa¬ 
tives,  $215,000.” 

Senate  amendment  No.  61:  Page  Saline 
1,  insert: 

"government  printing  office 
“Revolving  fund 

“The  statute  reference  in  the  third  para¬ 
graph  under  this  head  in  the  Legislative 
Branch  Appropriation  Act,  1957,  is  hereby 
amended  to  read  ‘67  Stat.  330,  August  1, 
1953’.” 

Mr.  CANNON.  Mr.  Speaker,  I  move 
that  the  House  recede  and  concur  in  the 
amendments  of  the  Senate  numbered  16, 
26,  34,  §8,  45,  58,  59,  60,  and  61. 

The  motion  was  agreed  to. 

The  SPEAKER.  The  Clerk  will  report 
the  next  amendment  in  disagreement. 
The  Clerk  read  as  follows: 

Senate  amendment  No.  22:  Page  12,  line  16, 
insert: 

“Sec.  311.  Not  exceeding  $25  million  of  the 
funds  available  to  the  Department  of  De¬ 
fense  and  the  Coast  Guard  for  military  con¬ 
struction  may  be  used  for  capital  expendi-** 
tures  other  than  for  amortization  of  out¬ 
standing  mortgages  on  any  housing  project 
constructed  under  title  VIII  of  the  National 
Housing  Act  as  in  effect  prior  to  the  Housing 
Amendments  of  1955,  in  accordance  with  sec¬ 
tion  420  of  the  Military  Construction  Act  of 
1956:  Provided,  That  the  Secretary  of  De¬ 
fense  or  his  designee,  in  acquiring  such  hous¬ 
ing  projects,  may  make  purchases  subject  to 
any  existing  mortgage  or  assume  such  mort¬ 
gage.” 

Mr.  CANNON.  Mr.  Speaker,  I  move 
that  the  House  recede  and  concur  in  the 
Senate  amendment  with  an  amendmer 
The  Clerk  read  as  follows: 

Mr.  Cannon  moves  that  the  House  Recede 
from  its  disagreement  to  the  amenclment  of 
the  Senate  numbered  22,  and  concur  therein 
with  an  amendment,  as  follows /in  lieu  of 
the  matter  proposed  by  said Amendment 
insert: 

“Sec.  310.  Not  exceeding  />  million  of  the 
funds  available  to  the  Department  of  De¬ 
fense  for  military  consti/ction  may  be  used 
for  capital  expenditureybther  than  for  amor¬ 
tization  of  outstanding  mortgages  on  any 
housing  project  conaUucted  under  title  VIII 
of  the  National  Housing  Act  as  in  effect  prior 
to  the  Housing y%mendments  of  1955,  in 
accordance  witlyCpplicable  provisions  as  may 
be  authorized/cy  law  during  the  2d  session 
of  the  84th/Congress :  Provided,  That  the 
Secretary  qr  Defense  or  his  designee,  in  ac¬ 
quiring  /fch  housing  projects,  may  make 
purchas/;  subject  to  any  existing  mortgage 
or  assume  such  mortgage.” 

ffe  motion  was  agreed  to. 

_ie  SPEAKER.  The  Clerk  will  r ;  port 
ie  next  amendment  in  disagreement. 


The  Clerk  read  as  follows: 

Senate  amendment  No.  27:  On  page  14, 
line  20,  insert  the  following : 

" Repair ,  improvement,  and  equipment  of 
federally  owned  buildings  outside  the  Dis- 
trict  of  Columbia 

“For  an  additional  amount  for  ‘Repair,  im¬ 
provement,  and  equipment  of  federally 
Columbia,’  $50,000,  to  remain  available  until 
expended.” 

Mr.  CANNON.  Mr.  Speaker,  I  move 
that  the  House  recede  and  concur  in 
the  Senate  amendment  with  an  amend¬ 
ment. 

The  Clerk  read  as  follows : 

Mr.  Cannon  moves  that  the  House  recede 
from  its  disagreement  to  the  amendment  of 
the  Senate  numbered  27,  and  concur  therein 
with  an  amendment,  as  follows :  In  lieu  of 
the  matter  proposed  by  said  amendment 
insert : 

" Repair ,  improvement,  and  equipment  of 
federally  owned  buildings  outside  the  Dis¬ 
trict  of  Columbia 

“For  an  additional  amount  for  ‘Repair, 
iiitorovement,  and  equipment  of  federally 
owned  buildings  outside  the  District  of  Co- , 
lumbta,’  not  to  exceed  $35,000,  to  remaii 
available  until  expended.” 


The  ritotion  was  agreed  to. 

The  SPEAKER.  The  Clerk  will  re¬ 
port  the  ne^t  amendment  in  disagree¬ 
ment. 

The  Clerk  re^fl  as  follows:/ 

Senate  amendment  No.  33  yPage  23,  line  3, 
insert  the  followingX 

“ Acquisition  of  landsSfq /  national  forests 
“Special\cts 

“For  the  acquisition^  of  forest  land  within 
the  Superior  National  Forest,  Minn.,  under 
the  provisidhs  of /he~  act  of'Vune  22,  1948' 
(62  Stat.  570;  U5  U.  S.  C.  5fec-577h),  as 
amended,  $500, /o,  to  remain  available  until 
expended.’ 

Mr.  CANNON.  Mr.  Speaker,  N  move 
that  the  .House  recede  and  concur the 
Senateyamendment  with  an  amendment. 

Th 6  Clerk  read  as  follows 
r.  Cannon  moves  that  the  House  recedi 
f/m  its  disagreement  to  the  amendment  of 
ie  Senate  numbered  33,  and  concur  therein* 
''with  an  amendment,  as  follows:  After  the 
word  “expended”,  insert  “ :  Provided,  That  no 
part  of  this  appropriation  shall  be  used  for 
the  acquisition  of  any  land  without  the  ap¬ 
proval  of  the  local  government  concerned.” 

The  motion  was  agreed  to. 

The  SPEAKER.  The  Clerk  will  report 
the  next  amendment  in  disagreement. 

The  Clerk  read  as  follows : 

Senate  amendment  No.  36:  Page  25,  line  1 
insert : 

“disease  and  sanitation  investigations  and 

CONTROL,  TERRITORY  of  ALASKA 

“For  an  additional  amount  for  ‘Disease  and 
sanitation  investigations  and  control,  Terri¬ 
tory  of  Alaska,’  for  the  purpose  of  assisting 
the  Territory  in  making  a  comprehensive 
survey  of  the  need  for  the  construction  of 
mental  health  facilities,  $25,000:  Provided, 
That  this  paragraph  shall  be  effective  only 
upon  the  enactment  into  law  of  H.  R.  6376, 
84th  Congress.” 

Mr.  CANNON.  Mr.  Speaker,  I  move 
the  House  recede  and  concur  in  the  Sen¬ 
ate  amendment  with  an  amendment. 

The  Clerk  read  as  follows: 


Mr.  Cannon  moves  that  the  House  recede/ 
from  its  disagreement  to  the  amendment 
the  Senate  numbered  36,  and  concur  ther/n 
with  an  amendment,  as  follows:  In  li/e  5 
of  the  amendment,  delete  the  words  “fist¬ 
ing  the  Territory  in.” 

Mr.  CANNON.  Mr.  Speaker/f  yield  5 
minutes  to  the  gentleman  fronyNew  York 
[Mr.  Hand], 

Mr.  HAND.  Mr.  Speaker,  one  of 
my  principal  objections  .to  amendment 
owned  buildings  outside/ the  District  of 
No.  36  wei’e  to  the /words  “assisting 
the  Territory  in.”  /leaving  the  words 
“assisting  the  Territory  in,”  which  is 
the  language  of  /he  conference  agree¬ 
ment,  is  not  Qhly  completely  unnec¬ 
essary  aid  to /the  Territory  of  Alaska 
in  merely  plahning  this  mental  facility 
which  we  have  been  talking  about  for 
some  time;  but,  as  a  matter  of  fact,  is 
actually/contrary  to  the  legislative  au¬ 
thority/on  which  this  appropriation  is 
basec 

I  iiave  not  been  able  to  obtain  a  printed 
copy  of  the  bill,  but  I  think  I  have,  and 
icurately,  section  372,  subparagraph 
'(b)  which  is  the  authority  on  which  this 
$25,000  appropriation  is  based.  It  pro¬ 
vides  as  follows: 

Such  facility  shall  be  scheduled  for  con¬ 
struction  in  accordance  with  a  comprehen¬ 
sive  construction  program  developed  by  the 
Territory  in  consultation  with  the  Public 
Health  Service  and  approved  by  the  Sur¬ 
geon  General. 

When  we  had  the  language  confront¬ 
ing  us  now  in  section  36  we  not  only 
have  appropriated  the  $25,000  but  we  are 
seeking  to  strike  out,  or  at  least  the  con¬ 
ferees  were,  the  words  “assisting  the 
Territory  in”  which  makes  the  entire 
burden,  and  it  is  a  small  burden  finan¬ 
cially,  the  entire  burden  of  the  $25,000 
starting  the  planning  of  this  facility  on 
the  United  States,  and  no  part  of  it  is 
on  the  Territory  of  Alaska. 

Mr.  Speaker,  as  I  have  said,  the  law 
on  which  this  appropriation  is  based 
provides  very  defintely  that  the  Territory 
shall  make  the  comprehensive  survey  for 
their  own  mental  health  facility  in  co¬ 
operation  with  the  Public  Health  Serv¬ 
ice.  But  when  the  conferees  struck  out 
a/y  part  of  the  obligation  of  the  Terri- 
toiV  of  Alaska  to  help,  I  think  the  lan¬ 
guage  is  objectionable. 

Of  Bourse,  there  is  a  great  deal  of  con¬ 
troversy  about  the  building  of  this  fa¬ 
cility  at\ll.  I  do  not  think  anyone  ob¬ 
jects  to  aMnental  health  facility  being 
built  in  thk  Territory  of  Alaska.  But, 
there  certainty  is  ample  room  for  objec¬ 
tion  to  the  United  States  building  it  for 
them.  It  is  completely  unprecedented. 
We  do  not  buildSsuch  facilities  in  any 
other  State  or  anyVother  Territory,  and 
if  it  be  argued  that  the  Territory  of 
Alaska  is  not  able  toSbuild  its  own  fa¬ 
cility,  the  refutation  of\hat  is  that  they 
have  insisted  for  a  period!  of  years  that 
they  are  fully  able  to  asskme  complete 
statehood.  Their  budget  issjn  balance, 
and  they  have  a  budgetary  ^n-plus,  yet 
we  are  asked  to  build  this  facnity.  We 
are  now  being  asked  to  even  plan  it  *01 
them,  in  contravention  of  the  basiodegis- 
lative  authority  which  says  they  n^usc 
plan  it  for  themselves. 


I  object  to  the  motion,  Mr.  Speaker^ 
am  opposed  to  the  motion  to  recede  an 
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I  suggest  that  it  be  voted 


Mr.  Speaker,  I  yield  to 
from  New  York  [Mr. 


concur,  a: 
down. 

Mr.  CANNi 
the  gentlem; 

Taber], 

Mr.  TABER.  &r.  Speaker,  I  am  not 
anxious  to  embark\he  Government  on 
the  construction  of  this  hospital,  with 
the  Government  paying  for  it.  The  only 
thing  I  would  be  willing  "to  do — and  that 
is  what  this  language  willxlo  at  the  pres¬ 
ent  time  if  the  motion  offered  by  the 
gentleman  from  Missouri  i.V  adopted 
would  be  to  have  an  investigation,  an 
independent  survey  made  by  ttie  Gov" 
ernment  people  rather  than  by  the  peo¬ 
ple  of  Alaska,  as  to  whether  or  not  there 
is  need  for  it  or  whether  it  is  justified. 
I  am  very  much  of  the  opinion  that\^/e 
ought  to  have  that  investigation  before 
we  proceed  with  appropriating  money  to 
build  the  hospital  or  to  make  plans  for  it. 
I  do  not  see  how  we  would  dare  go  ahead 
in  this  House  and  appropriate  money 
without  having  it  investigated.  If  this 
item  is  voted  down,  I  should  ask  the 
investigatory  process  of  the  Committee 
on  Appropriations  to  have  an  independ¬ 
ent  investigation  of  it  made  before  that 
was  done.  If  this  is  allowed,  I  would 
insist  upon  the  Public  Health  Service  or 
the  Department  of  Health,  Education, 
and  Welfare  making  an  independent  in¬ 
vestigation  with  this  money.  It  does 
not  call  for  plans,  because  the  language 
itself  says  “Making  a  comprehensive  sur¬ 
vey  of  the  need  for  the  construction  of 
mental  health  facilities.”  Well,  now, 
that  is  a  little  different  than  making 
plans. 

Mr.  Speaker,  I  think  that  is  all  I  care 
to  say. 

Mr.  CANNON.  Mr.  Speaker,  I  yield  to 
the  gentleman  from  Iowa  [Mr.  Jensen] 

Mr.  JENSEN.  Mr.  Speaker,  I  think 
further  explanation  should  be  made 
about  this  problem  of  the  mentally  ill 
in  Alaska.  We  have,  for  many  years, 
brought  most  of  the  mental  patients 
from  Alaska  to  Portland,  Oreg.,  where 
they  have  been  placed  in  an  asylum. 
True,  they  have  been  treated  good  at 
that  asylum.  The  cost  has  been  about 
$6  a  day  per  patient,  which  is 
reasonable.  I  have  always  eontem 
as  has  most  everybody  who  has  Wfeen 
close  to  this  problem,  for  many /ears 
•that  it  borders  on  criminal,  to''  bring 
the  mental  patients  so  far  away  from 
home  to  be  incarcerated.  Many  of  us 
long  have  felt  that  an  asylum  should  be 
erected  in  Alaska  where  these  mental 
patients  could  be  closer  /o  their  loved 
ones.  But,  we  could  easily  be  maneu 
vered  into  a  position  where  the  taxpayers 
in  the  mainland  would  be  called  upon 
to  pay  the  entire  ccm  of  this  mental  in¬ 
stitution  in  Alaska/  I  feel  Alaska  should 
pay  at  least  half/of  it.  I  do  not  object 
to  spending  $26,000  to  investigate  the 
need  for  this  hospital.  I  should  not  like 
to  see  the  Congress  of  the  United  States 
go  on  recoua  obligating  itself  to  the  full 
cost  of  tins  mental  institution. 

Mr.  S/eaker.  I  should  like  the  gentle¬ 
man  fuom  Missouri,  the  chairman  of  the 
committee  [Mr.  Cannon]  to  please  an- 
swejr  this  question.  Does  the  gentleman 
rstand  that  if  we  were  to  permit 
lis  bill  to  pass  as  it  was  amended  in 
Conference,  that  the  United  States  Gov¬ 


ernment  would  be  in  any  way  obligated 
to  pay  the  cost  of  the  erection  of  a 
mental  institution  in  Alaska,  or  any 
part  of  it. 

Mr.  CANNON.  Mr.  Speaker,  in  re¬ 
sponse  to  the  gentleman's  inquiry  I  will 
say  that  the  bill  answers  that  question, 
if  the  gentleman  will  read  the  amend¬ 
ment  proposed.  It  provides: 

This  paragraph  shall  he  effective  only  upon 
the  enactment  into  law  of  H.  R.  6376,  84th 
Congress. 

Mr.  JENSEN.  So  the  gentleman  feels 
that  it  is  clear  that  the  Congress  of  the 
United  States  will  not  be  obligated  to 
pay  any  of  the  cost  under  present  con¬ 
ditions  until  such  other  bill  to  which 
the  gentleman  has  referred  has  been  en¬ 
acted  by  the  Congress,  of  erecting  a 
menal  hospital  in  Alaska. 

Mr.  CANNON.  The  bill  H.  R.  6378  will 
govern. 

<Mr.  JENSEN.  I  thank  the  gentleman, 
le  SPEAKER.  The  question  is  o: 
theVnotion  offered  by  the  gentlem 
from' Missouri  [Mr.  Cannon], 

The ^notion  was  agreed  to. 

A  motion  to  reconsider  the  vo/s  by 
which  action  was  taken  on  theyseveral 
motions  was  laid  on  the  table., 


SAVE  TO  flXTEND 
Mr.  Speaker,  I  ask 


GENERAL' 

Mr.  CANNO: 
unanimous  conse^H;  thjft  all  Members 
have  5  legislative  chagrin  which  to  ex¬ 
tend  their  remarks  imthe  Record  on  the 
conference  report  jwstSagreed  to. 

The  SPEAKER/  wNjout  objection, 
it  is  so  ordered. 

There  was  nonobjection. 

TO  IMPROVE  GOVERNMENTAL 

BUDGETING  AND  ACCOUNTING 

METHODS  AND  PROCEDURES 

Mr.  DAWSON  of  Illinois  submitted  the 
following  conference  report  and  state¬ 
ment  on  the  bill  (S.  3897)  to  improve 
Governmental  budgeting  and  account¬ 
ing  methods  and  procedures,  and  for 
other  purposes: 

Conference  Report  (H.  Rept.  No.  2872) 

The  committee  of  conference  on  the  dis¬ 
agreeing  votes  of  the  two  Houses  on  the 
amendment  of  the  House  to  the  bill  (S.  3897) 
to  improve  governmental  budgeting  and  ac¬ 
counting  methods  and  procedures,  and  for 
other  purposes,  having  met,  after  full  and 
free  conference,  have  agreed  to  recommend 
and  do  recommend  to  their  respective  Houses 
as  follows: 

That  the  Senate  recede  from  its  disagree¬ 
ment  to  the  amendment  of  the  House  and 
agree  to  the  same  with  an  amendment  as 
follows:  In  lieu  of  the  matter  proposed  to 
be  inserted  by  the  House  amendment  insert 
the  following: 

“amendments  to  the  budget  and  accounting 

ACT,  1921 

“Sec.  1.  (a)  Section  201  of  the  Budget  and 
Accounting  Act,  1921,  as  amended  (31  U.  S.  C. 
11)’,  is  further  amended  by  inserting  ‘(a)’ 
after  the  words  ‘Sec.  201.’;  by  changing  sub¬ 
section  (a)  to  subparagraph  (1);  by  adding 
after  subparagraph  (1)  a  new  subparagraph 
‘(2)  at  such  times  as  may  be  practicable, 
information  ^>n  program  costs  and  accom¬ 
plishments’;  by  changing  subsections  (b) 
through  (j)  to  subparagraphs  (3)  through 
(11),  respectively. 

“(b)  Section  216  of  such  Act,  as  amended 
(31  U.  S.  C.  24),  is  further  amended  by  in¬ 


serting  '(a)’  after  the  words  ‘Sec.  216.'  and 
by  adding  the  following  new  subsections: 

“‘(b)  The  requests  of  the  departments 
and  establishments  for  appropriations  shall, 
in  such  manner  and  at  such  times  as  may 
be  determined  by  the  President,  be  developed 
from  cost-based  budgets. 

“‘(c)  For  purposes  of  administration  and 
operation,  such  cost-based  budgets  shall  be 
used  by  all  departments  and  establishments 
and  their  subordinate  units.  Administra¬ 
tive  subdivisions  of  appropriations  or  funds 
shall  be  made  on  the  basis  of  such  cost- 
based  budgets.’ 

“AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNT¬ 
ING  PROCEDURES  ACT  OF  1950 

“Sec.  2.  (a)  The  Budget  and  Accounting 
Procedures  Act  of  1950  is  amended  by  in¬ 
serting  after  section  105  thereof  the  follow¬ 
ing  new  section: 

“  'ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 

“  ‘Sec.  106.  The  head  of  each  executive 
agency  shall,  in  consultation  with  the  Di¬ 
rector  of  the  Bureau  of  the  Budget,  take 
whatever  action  may  be  necessary  to  achieve, 
insofar  as  is  possible,  (1)  consistency  in  ac¬ 
counting  and  budget  classifications,  •  (2) 
synchronization  between  accounting  and 
budget  classifications  and  organizational 
structure,  and  (3)  support  of  the  budget 
justifications  by  information  on  performance 
and  program  costs  by  organizational  units.’ 

“(b)  Section  113  of  such  Act  (31  U.  S.  C. 
66a)  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  subsection:  • 

"  ‘(c)  As  soon  as  practicable  after  the  date 
of  enactment  of  this  subsection,  the  head 
of  each  executive  agency  shall,  in  accord¬ 
ance  with  principles  and  standards  pre¬ 
scribed  by  the  Comptroller  General,  cause 
the  accounts  of  such  agency  to  be  main¬ 
tained  on  an  accrual  basis  to  show  the  re¬ 
sources,  liabilities,  and  costs  of  operations 
of  such  agency  with  a  view  to  facilitating 
the  preparation  of  cost-based  budgets  as  re¬ 
quired  by  section  216  of  the  Budget  and 
Accounting  Act,  1921,  as  amended.  The  ac- 
counting  system  required  by  this  subsection 
shall  include  adequate  monetary  property 
accounting  records  as  an  integral  part  of  the 
system.’ 

“(c)  Section  118  of  such  Act  is  amended 
by  inserting  ‘113  (c)’  after  the  words  ‘sec¬ 
tion  111’. 

“simplification  of  system  for  subdividing 

FUNDS 

“Sec.  3.  Section  3679  (g) ,  Revised  Statutes, 
as  amended  (31  U.  S.  C.  665  (g) ),  is  further 
amended  by  adding  at  the  end  thereof  the 
following  sentence:  ‘In  order  to  have  a  sim¬ 
plified  system  for  the  administrative  sub¬ 
division  of  appropriations  or  funds,  each 
agency  shall  work  toward  the  objective  of 
financing  each  operating  unit,  at  the  highest 
practical  level,  from  not  more  than  one 
administrative  subdivision  for  each  appro¬ 
priation  or  fund  affecting  such  unit.’  ’’ 

And  the  House  agree  to  the  same. 

William  L.  Dawson, 

Robert  E.  Jones, 

Joe  M.  Kilgore, 

Dante  B.  Fascell, 

Cecil  M.  Harden, 

Clarence  J.  Brown, 

Glenard  P.  Lipscomb, 
Managers  on  the  Part  of  the  House . 
John  F.  Kennedy, 

Hubert  H.  Humphrey, 
Thomas  A.  Wofford, 

Stuart  Symington, 

Managers  on  the  Part  of  the  Senate. 

Statement 

The  managers  on  the  part  of  the  House  at 
the  conference  on  the  disagreeing  votes  of 
the  two  Houses  on  the  amendments  of  the 
House  to  the  bill  (S.  3897)  to  improve  gov¬ 
ernmental  budgeting  and  accounting  meth¬ 
ods  and  procedures,  and  for  other  purposes, 
submit  the  following  statement  in  explana¬ 
tion  of  the  effect  of  the  action  agreed  upon 
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by  the  conferees  and  recommended  In.  the 
accompanying  conference  report: 

The  conference  substitute  is  substantially 
the  bill  as  passed  by  the  House  with  the 
deletion  of  the  minor  amendments  which  the 
House  made  to  H.  R.  11526  as  originally  in¬ 
troduced.  The  provision  for  appropriations 
on  an  accrued  expenditure  basis  which  the 
House  rejected  remains  out  of  the  substitute. 

The  substitute,  as  in  the  House-passed  bill, 
provides  for  budget  information  on  program 
costs  and  accomplishments;  departmental 
budgeting  on  a  cost  basis;  synchronization 
of  organization  structure,  budget  classifica¬ 
tions  and  accounting  systems;  accounting 
on  an  accrual  basis;  and  simplification  in 
the  subdivision  of  appropriations  or  funds. 

This  legislation  does  not  provide  for  a 
major  overhaul  of  the  Government's  budget 
and  accounting  systems  nor  does  it  correct 
all  of  the  weaknesses  that  have  been  criti¬ 
cized.  It  does,  however,  provide  progressive 
forward  steps  on  the  basis  of  which  many 
Improvements  can  be  made.  Due  to  the  im¬ 
pending  adjournment  it  is  not  likely  that 
further  action  can  be  taken  in  this  Congress. 
William  L.  Dawson, 

Robert  E.  Jones, 

Joe  M.  Kilgore, 

Dante  B.  Fascell, 

Cecil  M.  Harden, 

Clarence  J.  Brown, 

Glenard  P.  Lipscomb, 
Managers  on  the  Part  of  the  House. 

Mr.  DAWSON  of  Illinois.  Mr.  Speaker, 
I  ask  unanimous  consent  for  the  imme¬ 
diate  consideration  of  the  conference  re¬ 
port  on  the  bill  (S.  3897)  to  improve 
governmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other 
purposes.  _ 

The  SPEAKER.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Illinois? 

There  was  no  objection. 

Mr.  DAWSON  of  Illinois.  Mr.  Speaker, 
I  ask  unanimous  consent  that  the  state¬ 
ment  of  the  managers  on  the  part  of  the 
House  be  read  in  lieu  of  the  report. 

The  SPEAKER.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Illinois? 

There  was  no  objection. 

The  Clerk  read  the  statement. 

Mr.  HOFFMAN  of  Michigan.  Mr. 
Speaker,  will  the  gentleman  yield? 

Mr.  DAWSON  of  Illinois.  I  yield. 

Mr.  HOFFMAN  of  Michigan.  Is  this 
the  bill  on  which  the  gentleman  from 
California  [Mr.  Lipscomb]  did  the  work? 

Mr.  DAWSON  of  Illinois.  He  did  a 
very  fine  job,  both  on  the  bill  and  in 
conference. 

(Mr.  BOLAND  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

Mr.  BOLAND.  Mr.  Speaker,  I  rise  to 
express  my  approval  of  the  conference 
report  on  S.  3897.  I  had  hoped  that  the 
managers  on  the  part  of  the  House  would 
go  further  and  accept  one  of  the  most 
desired  parts  of  the  Senate  bill.  That 
would  have  embraced  the  element  of 
actual  appropriations  on  an  accrued 
basis  which  seemed  to  me  to  be  the 
heart  of  the  bill.  However,  the  conferees 
did  not  see  fit  to  adopt  this  proposal. 
It  is  my  understanding  that  the  agree¬ 
ment  between  Houses  provides  for  ac¬ 
counting  and  bookkeeping  on  an  accrued 
basis  and  budgeting  on  a  cost  basis. 
These  are  commendable  ends. 

Mi-.  Speaker,  the  bill  approved  is  one 
dhat  incorporates  features  of  the  Hoover 


Commission  and  its  task  force  on  budget¬ 
ing  and  accounting.  It  is  a  step  in  the 
right  direction  and  points  toward  the 
opportunity  of  gaining  the  real  objec¬ 
tive  of  providing  authorizing  appropri¬ 
ations  to  be  made  on  the  basis  of  ex¬ 
penditures  actually  made  or  accrued  by 
the  various  departments  and  agencies 
during  any  single  fiscal  year.  In  this 
connection,  I  commend  to  the  House  the 
following  editorial  from  the  Springfield 
(Mass.)  Daily  News  of  July  13,  1956: 

Let’s  Save  That  $4  Billion 

Although  the  bills  to  carry  out  Hoover 
Commission  recommendations  for  the  im¬ 
provement  of  Federal  budgeting  and  account¬ 
ing  practices  received  no  boost  when  Presi¬ 
dent  Eisenhower  issued  his  14  point  priority 
list  on  legislation  this  week,  there  are  many 
Americans  who  consider  that  these  bills  con¬ 
stitute  a  most  important  piece  of  legislation. 

Proponents  of  the  reform  say  that  it  will 
save  the  Government  about  $4  billion  a  year. 
In  the  Senate,  the  measure  to  put  the  recom¬ 
mendation  into  effect  was  presented  by  Sena¬ 
tor  John  F.  Kennedy,  Democrat,  of  Massa¬ 
chusetts;  and  Senator  Frederick  G.  Payne, 
Republican,  of  Maine,  and  received  support 
on  both  sides  of  the  aisle.  The  Senate  gave 
its  approval,  but  the  Government  Operations 
Committee  of  the  House  has  stalled  two  bills 
designed  to  put  into  effect  the  same  changes 
included  in  the  Kennedy-Payne  bill. 

The  House  bills  have  been  presented  by 
Representative  Paul  G.  Rogers,  of  Florida,  a 
Democrat,  and  by  Representative  Glenard  P. 
Lipscomb,  of  California,  a  Republican. 

The  estimate  that  the  Government  would 
save  $4  billion  yearly  if  it  adopted  the  recom¬ 
mendation  was  made  by  J.  Harold  Stewart, 
of  Boston,  a  former  head  of  the  American 
Institute  of  Accountaints  and  the  man  who 
directed  the  Hoover  Commission  task  force 
on  budget  studies. 

The  Hoover  Commission  group  pointed  out 
that  private  industries  have  effected  savings 
of  as  much  as  10  percent  by  applying  close 
"accrual”  accounting  to  the  so-called  "con¬ 
trollable”  items  of  expense.  Under  this  sys¬ 
tem,  ah  accurate  record  is  kept  of  the  charges 
for  goods  and  services  received  in  a  given 
year  and  that  record  is  used  for  budgeting 
for  the  year  ahead.  Private  industry  does 
this;  the  Government  does  not. 

Because  the  Government  does  not  use  an 
"accrual  expenditure”  system,  various  depart¬ 
ments  get  more  money  than  they  can  possi¬ 
bly  spend  during  a  year  and  have  billions 
left  over  at  the  end  of  the  fiscal  period.  In 
Washington,  this  sports  is  known  as  “squir¬ 
reling”,  and  department  heads  use  it  to  hide 
away  bundles  of  money  for  later  use,  often¬ 
times  after  the  Congress  which  appropriated 
it  is  out  of  office. 

Under  the  present  system,  only  a  few 
billions  can  thus  be  hidden  in  each  depart¬ 
ment.  For  instance,  when  the  Army’s  kitty 
for  guided  missiles,  tanks,  and  ammunition 
swelled  over  the  $15  billion  mark.  Congress 
noticed  it  and  shut  off  new  appropriations 
for  such  items  until  the  huge  reserve  was 
reduced. 

However,  at  the  end  of  the  fiscal  year  on 
June  30,  such  nest  eggs  hidden  away  by 
various  Federal  departments  exceeded  $50 
billion. 

The  waste  of  $4  billion  every  year  by  such 
practices  does  not  complete  the  full  cost  of 
this  antiquated  accounting  system.  When 
billions  are  being  carried  over  from  previous 
fiscal  years.  Congress  has  little  control  over 
the  amount  of  money  being  spent  in  any 
given  year.  Also,  Congress  gets  only  a  vague 
idea  of  how  the  Government  agencies  are 
being  conducted.  Congress  doesn’t  know 
the  Government’s  inventories,  fluctuations 
in  prices  paid  for  goods  or  services  or  the 
condition  of  capital  equipment. 


The  President’s  priority  list  for  legislation 
to  be  acted  upon  before  Congress  adjourns 
Includes  postal-rate  increases,  pay  hikes  for 
top  Government  executives,  amendments  to 
the  contract  renegotiation  legislation,  and 
the  Fryingpan-Arkansas  project.  However, 
no  mention  was  made  of  the  Hoover  Com¬ 
mission  bills  to  save  $4  billion  and  to  replace 
the  antiquated  accounting  policies  of  the 
Government. 

The  Citizens  Committee  for  the  Hoover 
Report  does  not  share  the  President’s  view  of 
the  legislation.  The  Lipscomb  and  Rogers 
measures  are  certainly  on  its  priority  list. 
In  fact,  the  committee  says  that  this  is 
probably  the  most  vital  issue  that  will  come 
out  of  the  second  Hoover  Commission  cam¬ 
paign. 

The  Hoover  Commission's  recommenda¬ 
tions  to  reform  the  Post  Office  Department 
have  been  given  scant  notice,  but  the  Presi¬ 
dent  has  put  on  his  priority  list  a  bill  to 
hike  the  postal  rates  instead.  « 

It  will  be  unfortunate  if  the  Hoover  Com¬ 
mission  recommendation  on  sound  account¬ 
ing  practices  is  given  the  same  brushoff  by 
the  administration.  It  is  time  that  the 
Hoover  Commission  work  be  given  something 
other  than  lipservice. 

Mr.  DAWSON  of  Illinois.  Mr.  Speaker, 
I  move  the  previous  question  on  the  con¬ 
ference  report. 

The  previous  question  was  ordered. 

The  conference  report  was  agreed  to. 

A  motion  to  reconsider  was  laid  on  the 
table. 


VVIRGIN  ISLANDS  NATIONAL  PARK 

Ir.  ENGLE  submitted  the  following 
conference  report  and  statement  on  the 
billyH.  R.  5299)  to  authorize  the  estab¬ 
lishment  of  the  Virgin  Islands  National 
ParkX^nd  for  other  purposes : 

Conference  Report  (H.  Rept.  No.  2873) 

The  committee  of  conference  on  the  dis¬ 
agreeing  Votes  of  the  two  Houses  on  the 
|  amendments  of  the  Senate  to  the  bill  (H.  R. 
5299)  to  authorize  the  establishment  of  the 
Virgin  Islands  National  Park,  and  for  other 
purposes,  having  met,  after  full  and  free  con¬ 
ference,  have  Vgreed  to  recommend  and  do 
recommend  tx\  their  respective  Houses 
follows : 

That  the  Senate  recede  from  its  amend¬ 
ment  with  an  amendment  as  follows:  "That 
a  portion  of  the  Virgin  Islands  of  the  United 
States,  containing  outstanding  scenic  and 
other  features  of  national  significance,  shall 
be  established,  as  prescribed  in  section  2 
hereof,  as  the  ‘Virgin  Islands  National  Park’. 

"The  national  park  kiall  be  administered 
and  preserved  by  the  Secretary  of  the  Interior 
in  its  natural  condition  fw  the  public  benefit 
and  inspiration,  in  accordance  with  the  laws 
governing  the  administration  of  the  national 
parks  (16  U.  S.  C.  1,  and  thd.following) . 

"Sec.  2.  The  Secretary  of\the  Interior  is 
hereby  authorized,  subject  tcxthe  following 
conditions  and  limitations,  to  proceed  in 
s  such  manner  as  he  shall  find  td.be  necessary 
in  the  public  interest  to  consummate  the 
b  establishment  of  the  Virgin  Islands  National 
Park: 

"  (a)  The  acreage  of  the  national  'bark  shall 
be  limited  to  a  total  of  not  more  t\an  nine 

area, 
than 
mas, 
un- 
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thousand  five  hundred  acres  of  la: 
such  total  to  be  comprised  of  not  mi 
fifteen  acres  on  the  island  of  Saint 
and  not  more  than  nine  thousand  four 
dred  and  eighty-five  additional  acres 
comprised  of  portions  of  the  island  of  Si 
John  and  such  small  islands,  rocks,  and  < 
not  in  excess  of  five  hundred  acres  in  t. 
general  vicinity  thereof  as  may  desirable 
inclusion  within  the  park;  ..  ta 

"(b)  Tentative  exterior  boundary  lines, 
include  land  not  in  excess  of  the  aforesa 
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acreage  limitations,  may  be  selected  for  the 
narK  vn  order  to  establish  the  particular 
areas  ih  which  land  may  be  acquired  pur- 
suant  tkthis  Act,  such  tentative  boundaries 
to  be  selected  and  adjusted  as  may  be  neces¬ 
sary  by  theSSecretary  of  the  Interior, 

“(c)  The  Secretary,  on  behalf  of  the 
United  StatesNis  authorized  to  accept  dona¬ 
tions  of  real  and  personal  property  within 
the  areas  selected  for  the  park  until  such 
tfme  as  the  aforeskd  total  of  nine  thousand 
five  hundred  acres  Shall  have  been  acquire 
for  the  park  by  the 'United  States,  &nd 
may  also  accept  donations  of  funds  for  the 

P^fd0)eSAnythFedeCral  \perties  situated 
within  the  areas  selected  for  the  park,  upon 
agreement  by  the  particular  .agency  admin¬ 
istering  such  properties  that  such  properties 
should  be  made  available  for  the  park.' may 
be  transferred  without  further  authorization 
to  the  Secretary  by  such  agency  for,  purposes 

of  this  Act;  .  . 

“(e)  Establishment  of  the  Virgin  Islands 
National  Park,  in  its  initial  phase,  shVU  be 
and  is  hereby  declared  to  be  accomplished 
and  effective  for  purposes  of  administration 
when  a  minimum  acreage  of  not  less  than  nv>» 
thousand  acres  in  Federal  ownership  for  pur¬ 
poses  of  this  Act  shall  have  been  acquired  by 
the  United  States  in  specific  areas  containing 
such  acquired  lands  to  be  designated  by  the 
Secretary;  and 

“(f)  Notice  of  the  establishment  of  the 
park  as  authorized  and  prescribed  by  this 
Act  shall  be  published  in  the  Federal  Register. 

“Sec.  3.  There  is  hereby  authorized  to  be 
appropriated  from  Federal  funds  a  sum  not 
in  excess  of  $60,000  for  capital  improvements 
for  said  Virgin  Islands  National  Park,  and  a 
sum  of  not  in  excess  of  $30,000  annually  for 
the  administration  of  the  Virgin  Islands 
National  Park.” 

And  the  House  agree  to  the  same. 

Clair  Engle, 

Wayne  N.  Aspinall, 

Jack  Westland, 

Managers  on  the  Part  of  the  House. 
Henry  M.  Jackson, 

Alan  Bible, 

William  R.  Laird  III, 

Thomas  N.  Kuchel, 

Barry  Goldwater, 

Managers  on  the  Part  of  the  Senate. 

Statement 

The  managers  on  the  part  of  the  House 
at  the  conference  on  the  disagreeing  votes 
of  the  two  Houses  on  the  amendments  of 
the  Senate  to  the  bill  (H.  R.  5299)  to  author¬ 
ize  the  establishment  of  the  Virgin  Islands 
National  Park,  and  for  other  purposes,  sub¬ 
mit  the  following  statement  in  explanation, 
of  the  effect  of  the  action  agreed  upon  a~ 
recommend  in  the  accompanying  confe 
report  as  to  the  amendments  to  the 

H.  R.  5299  as  passed  by  the  House  d ) 

in  the  following  respects  from  the  Senate- 
passed  version —  j 

I.  A  House-passed  provision  limited  to  3 
years  the  time  within  which  tjae  Secretary 
of  the  Interior  might  accept,  acquire,  or  re¬ 
ceive  by  exchange,  lands  for/park  purposes. 
The  House  conferees  receded  from  this  lan¬ 
guage  after  it  was  pointed  out  by  the  Na¬ 
tional  Park  Service  that ^uch  a  time  limita¬ 
tion  would  invite  greaWy  increased  costs  by 
encouraging  landowners  to  hold  out  for 
higher  prices,  and/ would  tend  to  foster 
"deals”  inimical  to, proper  park  management. 

2.  The  House-nftssed  bill  carried  a  flat  lim¬ 
itation  of  $60,000  for  capital  improvements, 
and  $30,000  tfnnually  for  administration. 
The  Senate  Conferees  agreed  to  accept  this 
language 

3.  The  .(House  bill  stated  that  the  park 
would  not  exceed  9,500  acres,  with  a  maxi¬ 
mum  f. if  15  acres  to  be  acquired  on  the 
islanjr  of  St.  Thomas.  The  remaining  9,485 
acres  would  be  comprised  of  portions  of  the 
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Island  of  St.  John  and  such  small  Islands, 
rocks,  and  cays  not  in  excess  of  500  acres  in 
the  general  vicinity  thereof  as  might  be  de¬ 
sirable  for  inclusion  in  the  park.  The  Senate 
conferees  accepted  this  language  and  receded 
from  the  Senate  amendment  which  would 
have  provided  for  a  total  of  50  acres  on  St. 
Thomas,  with  the  remaining  9,450  acres  com¬ 
prised  of  portions  of  St.  John  and  small 
islands,  rocks,  and  cays  not  In  excess  of  1,000 
acres. 

Clair  Engle, 

Wayne  N.  Aspinall, 

Jack  Westland, 

Managers  on  the  Part  of  the  House. 

Mr.  ENGLE.  Mr-.  Speaker,  I  ask 
unanimous  consent  for  the  immediate 
consideration  of  the  conference  report  on 
the  bill,  H.  R.  5299. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Cali¬ 
fornia? 

There  was  no  objection. 

Mr.  ENGLE.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  that  the  statement  be  read 
in  lieu  of  the  report. 

The  SPEAKER.  Is  there  objection  to 
le  request  of  the  gentleman  from  Cali- 
cnia? 

lere  was  no  objection. 

Tde  Clerk  read  the  statement. 

The'conference  report  was  agreed  U 

A  motion  to  reconsider  was  lajff  on 
the  table.' 


DISTRICT  dF  COLUMBIA BUSINESS 

The  SPEAKER.  This  is' District  of 
Columbia  day.  NThe  Chair  recognizes 
the  gentleman  from  South  Carolina  [Mr. 
McMillan],  chairman /f  the  Committee 
on  the  District  of  CoMmbia. 


OP  COMMISSION- 
DISTRUST  OP  CO- 


COMPENSATIO: 

ERS  OP 

LUMBIA 

Mr.  McMiIlAN.  Mr.  SpeaW,  I  call 
up  the  biU'CH.  R.  12327)  to  provide  that 
the  corrypfensation  of  the  Commissioners 
of  the/District  of  Columbia  shall  be  at 
„  of  $17,000  each  per  annum, 

,  unanimous  consent  that  the  bill 
sidered  in  the  House  as  in  Committe 
_ _ Whole. 

The  Clerk  read  the  title  of  the  bill. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  South 
Carolina? 

There  was  no  objection. 

The  Clerk  read  the  bill,  as  follows: 

Be  it  enacted,  etc..  That,  (a)  except  as  pro¬ 
vided  in  subsection  (b)  of  this  section,  the 
compensation  of  the  Commissioners  of  the 
District  of  Columbia  shall  be  at  the  rate  of 
$17,000  each  per  annum. 

(b)  The  Engineer  Commissioner,  appoint¬ 
ed  from  the  Corps  of  Engineers,  shall  receive 
an  annual  compensation  which,  when  added 
to  any  compensation  he  receives  as  an  officer 
of  the  United  States  Army,  will  equal  the 
compensation  authorized  for  a  Commissioner 
by  subsection  (a)  of  this  section. 

Sec.  2.  The  provisions  of  this  act  shall  take 
effect  on  the  first  day  of  the  first  calendar 
month  following  the  date  of  enactment  of 
this  act. 

Mr.  SIMPSON  of  Illinois.  Mr.  Speak¬ 
er,  will  the  gentleman  yield? 

Mr.  McMILLAN.  I  yield. 

Mr.  SIMPSON  of  Illinois.  I  want  to 
associate  myself  with  the  chairman  of 


the  Committee  on  the  District  of  Colum¬ 
bia  in  introducing  this  bill.  I  do  n 
know  whether  the  Commissioners  have 
asked  for  this  increase,  but  I  certr’ 
think  they  are  entitled  to  it.  / 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time,  was  read  the  third 
time,  and  passed,  and  a  motioi/to  recon 
sider  was  laid  on  the  table. 

HISTORIC  GUN  MOUNTINGS  AND 
CARRIAGES  PROM  DISTRICT  OP 
COLUMBIA  REFORMATORY  AT 
LORTON,  VA. 

Mr.  McMILLA^  Mr.  Speaker,  I  call 
up  the  bill  (H ./k.  11968)  to  permit  the 
State  of  New  York  to  purchase  from  the 
District  of  /Columbia  Reformatory  at 
Lorton,  Va/gun  mountings  and  carriages 
for  guns  for  use  at  historic  sites  and  for 
museurr/display  purposes,  and  ask  una,n- 
imous/consent  that  the  bill  be  consid- 
ered/in  the  House  as  in  Committee  of 
the^Whole. 

/he  SPEAKER.  Is  there  objection  to 
e  request  of  the  gentleman  from  South 
Carolina? 

There  was  no  objection. 

The  Clerk  read  the  bill,  as  follows: 

Be  it  enacted,  etc.,  That  the  State  of  New 
York  is  authorized  to  purchase  from  the  Dis¬ 
trict  of  Columbia  Reformatory  located  at 
Lorton,  Va.,  at  fair  market  prices  deter¬ 
mined  by  the  Commissioners  of  the  District 
of  Columbia,  gun  mountings  and  carriages 
for  guns  for  use  at  historic  sites  and  for 
museum  display  purposes.  Receipts  from 
sales  authorized  under  this  act  shall  be  de¬ 
posited  to  the  credit  of  the  working  capital 
fund  established  for  the  industrial  enter¬ 
prises  at  the  workhouse  and  reformatory  of 
the  District  of  Columbia  to  the  same  ex¬ 
tent  and  in  the  same  manner  as  provided  for 
receipts  from  the  sale  of  products  and  serv¬ 
ices  of  such  industrial  enterprises  in  the 
last  paragraph  under  the  heading  “Adult 
Correctional  Service”  in  the  first  section  of 
the  District  of  Columbia  Appropriation  Act, 
1947  (60  Stat.  514). 

With  the  following  committee  amend¬ 
ment: 

Page  1,  line  3,  strike  out  ‘‘the  State  of 
New  York”  and  insert  “any  State  of  the 
United  States  or  any  political  subdivision 
>f  any  such  State.” 


ae  committee  amendment  was  agreed 
to.\ 

bill  was  ordered  to  be  engrossed 
and  r£sd  a  third  time,  was  read  the  third 
time,  and  passed. 

The  title  was  amended  so  as  to  read: 
‘‘A  bill  to  permit  any  State  of  the  United 
States  or  ankpolitical  subdivision  of  any 
such  State  to^ purchase  from  the  Dis¬ 
trict  of  Columbia  Reformatory  at  Lor¬ 
ton,  Va.,  gun  mountings  and  carriages 
for  guns  for  use  acshistoric  sites  and  for 
museum  display  purposes.’ 

A  motion  to  reconsider  was  laid  on 
the  table. 

Mr.  McMILLAN.  M\  Speaker,  the 
District  of  Columbia  Reformatory,  at 
Lorton,  Va.,  has  developed^  a  craft  of 
manufacturing  replicas  of  Historic  gun 
mountings  and  carriages,  usAur  prison 
labor  to  produce  these  items.  Tn^se  guns 
have  been  very  much  in  demand  by  cer¬ 
tain  District  and  Federal  agenciess^nd 
the  reformatory  from  time  to  time  Vas 
manufactured  such  guns  for  their  ttee. 
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HIGHLIGHTS:  Both  Houses  cleared  f 03/Presidential  action  the  following  bills:  Farm 
)an  bill;  Watershed  bill;  amendments  to  Public  Dsni  U80  bill.  House  received  con¬ 
ference  report  on  mutual  security' appropriation  bill.  House  passed:  housing  bill; 
frheat  agreement  extension  bill /And  flood  insurance  bill.  Conferees  agreed  to  file 
report  on  executive  pay  and  retirement  bill.  House  committee  issued  reports  on 
Federal  timber  sales  policie/  and  CCC  purchase-resale  transactions,  house  committee 
reported  bills  to  permit  p/tional  forests  receipts  paid  td.States  to  be  used  for 
other  than  schools  and  roads,  and  to  authorize  USDA  to  pay  expenses  of  soil  and  water 
conservation  advisory  cctnmittee.  Rep.  Rogers,  Fla.,  introdu^pd  bill  for  appropria¬ 
tions  on  accrued  expenditure  basis.  Senate  committee  reported\lreat  Plains  bill. 
Senate  committee  reported  bill  to  reorganize  Federal  safety  functions.  Senate 
cleared  following  JxLlls  for  President:  improve  budgeting  and  accounting  methods; 
(Continued  on  pa/e  8) 

APPROPRIATIONS •  Passed  with  amendment  H.  R,  12350,  the  second  supplemental 
appr/riation  bill  for  1957.  pp.  13258,  13265,  13275,  1328U)  Conferees  were 
appointed,  (For  items  of  interest  to  this  Department,  see  Digest  1  (•)  \ 

/  Agreed  to  the  conference  report  on  H.  R.  12138,  the  first  supplemental 
''appropriation  bill  for  1957.  (p.  13286)  This  bill  will  now  be  sent  to  the\^ 

President, 


2.  BUDGETING;  ACCOUNTING-  Agreed  to  the  conference  report  on  S.  3897,  to  improve 

governmental  budgeting  and  accounting  methods  and  procedures-  (The  House  agreed 
to  the  report  on  July  23, )  This  bill  mil  now  be  sent  to  the  President* 
p*  13078  _  __  _ _ _ _ _ _ 

3.  EXPENDITURES*  The  Jt,  Committee  on  Reduction  of  Nonessential  Federal 
submitted  a  report,  "Unexpended  Balances,  home Stic -Civilian  Agencies"  (S.  Rept, 
2803).  p.  13070 


NSPORTATION*  Agreed  to  the  House  amendments  to  S,  898,  to  amend  the 
Commerce  Act,  x/ith  respect  to  the  authority  of  the  ICC  to  regulat<  , 
use 'by  motor  carriers  of  motor  vehicles  not  ox^rned  by  them  (so-called 
bill).  This  bill  will  no x*r  be  sent  to  the  President,  p*  131] 

Agreed  to  the  House  amendments  to  Ss  3391,  to  provide  for  the 
of  the  interstate  transportation  of  migrant  farm  xrorkers*  This  bill  will  nox-r 
be  sent  toN^he  President,  p.  13110 


Regulation 


5,  CUSTOMS*  Agreed  to  the  conference  report  on  H.  R.  6oi;0,  the  customs  simplifica-^ 
tion  bill*  ThisVbill  will  now  be  sent  to  the  President,  p ^  13293 


SEED.  The  Finance  C&smriittee  reported  xdthout  amendment  R*  9396,  to  amend 
the  Tariff  Act  of  193b.  to  place  guar  seed  on  the  free/iist  (S.  Rept.  2779) 

p. 


13069 


7*  SOIL  CONSERVATION*  The  Agriculture  and  Forestry  Committee  reported  without 
amendment  H.  R.  11833,  to  anhncl  the  S6il  Conservation  and  Domestic  Allotment 
Act  and  the  Agricultural  Adjustment  Act  of  1^8  to  provide  for  a  Great  Plains 
conservation  program  (S.  Rept,  2785).  p.  13069 


8.  SAFETY.  The  Government  Operations 
to  provide  for  the  reorganization  of 
ment  (S.  Rept.  2788).  p*  13070 


imibtee  reported  with  amendment  S.  3517, 
xe  safety  functions  of  the  Federal  Govern- 


9.  FLOOD  CONTROL.  The  Public  Works  Committee  reported  with  amendment  H.  R*  12080, 
authorizing  the  construction,  repair,  and  preservation  of  certain  public  works  / 
on  rivers  and  harbors  for  navigation  and  flood  control  (S.  Rept.  2781)  (p. 13070/ 
Agreed  to  consider  the  measure  today  under  limited  debate  rule  (p.  13265). 

10.  MILITARY  CONSTRUCTION.  The  Armed  Services  Committed] reported  with  amendment  H,  R* 
12270,  to  authorize  certain  construction  at  militarv\installations  (S.  Rept. 

2775)  (authorizes  theMise  of  Public  Lax*  180  and  CCC  fdnds  for  foreign  housing 
construction  for  military).  p»  13070 


11.  VETERANS’  BEI 
discussing 


TDFIPS,  Sen.  Neuberger  inserted  and  commented  on  a  nexfspaper  article 
the^expiration  of  the  "GI  Bill  of  Rights",  p,  13683 


12.  AREA  REDEVELOPMENT •  Debated,  under  limited  debate  rule,  S.  2663,\to  establish 

an  effective  program  to  alleviate  conditions  of  excessive  unemployment  in  certain! 
economically  depressed  areas  (pp.  13108,  13310),  Agreed  to  amendments  by  Sen. 

ht  to  increase  from  650  million  to  0100  million  the  amount  of  loan  funds 
Lable  for  rural  areas;  to  eliminate  the  provision  in  the  bill  limiting  to 
jQO  counties  in  the  U.  S.  and  15  in  any  single  State  which  would  be  available 
'or  assistance  xmder  the  rural  development  program  (there  woxfLd  be  no  limitation  . 
as  provided  b  -  the  amendment);  to  increase  the  limitation  to  6  million  >jhicl 
can  be  loaned  in  each  State  under  the  rural  development  porgram;  and  to  strike 
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agfta  to  have  one  traffic  control  system  gov¬ 
erning  all  vehicles  on  the  road. 

TheVnilitary  development  of  TACAN  ob- 
viously\l armed  the  civilian  lines  because  it 
threatened  the  agreed  operation  of  a  com¬ 
mon  systern  of  air  navigation  and  also  jeop¬ 
ardized  theV  millions  of  dollars  spent  by 
both  the  Government  and  the  civilian  air¬ 
lines  for  the  installation  of  the  VOR/DME 
system.  Two  incompatible  systems  of  air 
navigation  in  theSIJnlted  States  would  not 
only  compel  costiyvduplicatlons  in  equip¬ 
ment,  but  they  woulkamount  to  a  standing 
appointment  with  disaster,  for  all  air  traffic. 

The  conflict  came  outSinto  the  open  when 
cviilian  aviation  became  rally  aware  of  what 
the  military  was  developingUn  secret.  In  an 
effort  to  resolve  the  conflict  xJie  Air  Naviga¬ 
tion  Development  Board  set  upNa  special  com¬ 
mittee,  VORTAC,  to  conduct  a  special  inves¬ 
tigation.  The  special  committee  came  up 
with  a  divided  report.  Some  of  itsVmembers, 
chiefly  the  Army,  Navy,  and  Ain,  Force, 
favored  the  TACAN  system,  while  riiost  of 
civilian  aviation  favored  the  VOR/DME  in 
which  they  had  heavily  invested  in  the  good 
faith  belief  that  that  was  to  be  the  common, 
short  distance  air  navigation  system. 

The  situation,  therefore,  in  the  early 
months  of  1955  was  that  a  basic  conflict 
existed  between  rival  air  navigation  systems 
which  apparently  could  not  be  resolved  by 
any  Government  or  private  body.  The  con¬ 
flict  indicated  great  waste  of  taxpayers’ 
money  as  the  military  branched  out  on  its 
own  with  TACAN  after  agreeing  to  a  com¬ 
mon  system  with  civilian  aviation.  It 
threatened  great  delays  to  civilian  airlines, 
which  needed  the  complete  VOR/DME  sys¬ 
tem,  particularly  for  the  jet  transports  which 
are  just  over  the  horizon. 

The  civilian  airlines  have  been  reluctant, 
In  view  of  this  confusion,  to  make  the  heavy 
investments  necessary  to  equip  their  fleets 
with  DME.  Finally,  the  conflict  threatened 
to  throw  air  navigation  into  confusion  in 
such  important  matters  as  air  safety  and 
relief  of  growing  air  congestion. 

At  this  point,  the  situation  was  brought  to 
my  attention.  After  careful  study,  I  sub¬ 
mitted  Senate  Concurrent  Resolution  16  to 
the  Senate  on  March  10,  1955,  calling  for  a 
joint  congressional  committee  to  investigate 
the  conflict  and  to  recommend  a  policy  to 
resolve  the  conflict.  It  was  clear  to  me  then 
that  here  was  a  very  important  technological 
conflict  affecting  heavy  investments  in  money 
and  threatening  air  safety  and  air  congestion, 
which  could  not  be  resolved  by  Government 
or  private  aviation  bodies  without  a  clear 
mandate  of  policy  by  the  whole  Congress—  s 
Just  as  Congress  in  1948  had  laid  down  the 
original  policy  of  a  common  air  navigatio 
system.  J 

My  resolution  was  passed  by  the  Senate/on 
May  5  with  some  perfecting  amendments'and 
went  to  the  House  where  on  May  6  it  was 
referred  to  the  House  Committee  osf  Rules. 
There  it  was  considered  along  with  House 
Resolution  162,  sponsored  by  Congressman 
Hale  Boggs,  whose  resolution  was  similar  to 
mine  with  the  exception  that  Mr.  Boggs 
called  for  a  select  committed'  rather  than  a 
joint  committee. 

As  the  two  resolutions/  were  being  con¬ 
sidered  by  the  House  Buies  Committee  on 
May  17,  there  was  placed  before  the  Com¬ 
mittee  House  Repory'No.  592  made  by  the 
Hou§e  Committee  mtt  Interstate  and  Foreign 
Commerce  the  day  before.  May  16.  Briefly 
this  report  way  grounded  upon  hearings 
which  attempted  to  investigate  the  conflict 
in  air  navigalflon  systems.  The  committee 
offered  recommendations  based  upon  an  at¬ 
tempt  of  tjfe  Air  Coordinating  Committee  to 
resolve  Jne  conflict.  Although  all  these 
recommendations  were  made  in  sincerity 
and  afod  faith,  they  do  not  resolve  the  con- 
flict-fln  air  navigation  systems.  Caught  up 
inythe  complexities  of  a  complex  and 
evolving  technical  development,  they  merely 


postpone  the  settlement  of  the  issue — leav¬ 
ing  all  the  confusion,  *  expense,  and  the 
threat  to  air  safety  and  air  congestion  to 
carry  on  for  years  to  come. 

Either  misled  by  the  belief  that  the  Air 
Coordinating  Committee  had  resolved  the 
conflict,  or  discouraged  perhaps  by  the  hope¬ 
lessness  of  ever  doing  anything  about  it, 
Congressman  Boggs  withdrew  his  resolu¬ 
tion.  The  House  Rules  Committee  appar¬ 
ently  reached  similar  conclusions  because  it 
took  no  further  action  on  Senate  Concurrent 
Resolution  16,  which  I  sponsored  and  which 
the  Senate  passed. 

Since  that  time,  still  another  inquiry  was 
made  into  the  situation  by  the  Subcommit¬ 
tee  on  Military  Operations  of  the  House 
Committee  on  Government  Operations.  The 
findings  of  this  committee  are  contained  in 
House  Report  No.  737  filed  on  June  8,  1955. 

The  subcommittee’s  first  and  most  im¬ 
portant  recommendation  is  as  follows: 

“1.  The  subcommittee  recommends  that 
the  Congress  undertake  at  once  an  exhaus¬ 
tive  investigation  of  the  relative  merits  of 
TACAN  and  VOR/DME  for  use  in  a  common 
system  of  air  navigation  which  meets  both 
civil  and  military  requirements.  This  sub¬ 
committee  endorses  the  proposal  for  such 
Hi  investigation  as  contained  in  Senate 
.Concurrent  Resolution  16  [my  resolution], 
anii  urgently  recommends  that  the  House, 
of  Representatives  expedite  concurring  ay 
tion  op  this  resolution  as  amended  by  Ho/ise 
Resolution  128,  or  action  on  House  Concur¬ 
rent  Resolution  128.”  / 

The  House  subcommittee  made  ^/several 
other  very  ■Worthwhile  recommendations,  but 
the  one  quoted  above  is  the  heart  of  its 
action.  This\subcommittee  has  seen  as 
clearly  as  I  saw/more  than  a  /e ar  ago  that 
great  confusion  and  a  seriou^conflict  in  air 
navigation  systems^  exist  agid  that  nobody 
but  the  Congress  itself  is  enable  of  resolving 
the  situation. 

The  best  proof  of  tyO,  way  this  situation 
has  tied  itself  into  kffiots  lies  in  all  these 
past  investigations,  ■s/hich,\pr  want  of  proper 
authority  to  enfory  their  recommendations, 
have  ended  in  bhrfid  alleys. 

We  start  with  a  common  a\  navigation 
system  laid  down  in  1947—48  by  congres¬ 
sional  authority.  Then  the  military  secretly 
commences^ to  develop  a  system  at  accost  of 
over  $325-million,  which  threatens  tol^estroy 
the  common  system  originally  agreed  'Upon. 
Wheiy^onfusion  and  conflict  follow  in  l^at- 
ural/Course,  everybody  gets  into  the  act,  bpt 
no/6ne  has  the  authority  to  enforce  its  d< 
cjsions  or  resolve  the  conflict. 

The  Air  Navigation  Development  Board 
considered  the  matter.  Its  technical  sub¬ 
committee  VORTAC  investigated.  The 
Radio  Technical  Commission  for  Aeronautics 
investigated.  Finally,  the  Air  Coordinating 
Committee  investigated  the  problem.  The 
military  did  its  own  investigating  and 
strictly  on  its  own  began  developing  a  new 
system. 

All  of  these  bodies  came  up  with  recom¬ 
mendations  which  either  revealed  division 
within  their  own  ranks,  conflicted  with  rec¬ 
ommendations  made  by  others,  or  lacked 
sufficient  authority  to  lay  down  a  policy,  to 
resolve  the  conflict. 

This  was  followed  by  consideration  of  the 
problem  by  at  least  1  Senate  committee  and 
some  3  or  4  House  committees  which,  at  best, 
could  offer  recommendations  on  which  no 
definite  congressional  action  has  been  taken. 

It  is  not  clear  that  the  one  thing  lacking 
in  this  web  of  confusion  and  indecision  is 
an  authoritative  mandate  that  only  a  joint 
committee  of  Congress  can  issue  and  en¬ 
force?  That  is  precisely  what  my  resolution. 
Senate  Concurrent  Resolution  16,  aims  to 
bring  about.  That  is  why  the  House  Govern¬ 
ment  Operations  Committee  has  strongly  en¬ 
dorsed  my  resolution  and  urged  its  immedi¬ 
ate  passage  by  the  House, 


Every  day  we  delay  joint  congressional  acj 
tion  we  permit  deeper  confusion,  more  wast 
of  taxpayers’  money  for  duplicate  air  navi¬ 
gation  systems,  and  Invite  new  disasters  in 
air  operations. 

Since  Congress  last  authoritatively/' set  air 
policies  in  1948,  enormous  technicahadvances 
have  been  made  in  aviation  and  iff  the  elec¬ 
tronics  equipment  for  air  /  navigation. 
Planes  are  larger,  swifter,  and/far  more  nu¬ 
merous  than  in  1948.  Air  congestion  is  rush¬ 
ing  upon  us.  Air  safety  h/fe  become  more 
vital  than  ever.  Disasters?  such  as  we  have 
recently  witnessed  in  Ayfzona,  may  become 
the  heavy  price  we  may/have  to  pay  for  fail¬ 
ure  to  keep  air  navigation  well  defined  and 
abreast  of  the  time/.  We  urgently  need  a 
new  look  at  air  navigation  policies  with  an 
authority  that  oyrfy  the  whole  Congress  can 
impart. 

The  final  ch/ys  of  the  84th  Congress  are 
here.  It  wm4*ld  be  a  misfortune  we  would 
deeply  legr/t  if  the  session  closed  without 
action  oiyfeenate  Concurrent  Resolution  16. 
The  leadership  of  this  Congress,  of  course, 
rests  with  our  Democratic  friends  in  both 
Houses.  Republicans  cannot  put  through 
legislation  without  their  consent  and  co¬ 
operation.  We  can  only  urge  action  and 
ead  for  cooperation.  In  these  circum¬ 
stances,  and  when  the  important  House 
Committee  on  Government  Operations  also 
urges  the  same  action,  I  hope  that  the  House 
Rules  Committee  will  report  out  Senate  Con¬ 
current  Resolution  16  and  that  the  House 
will  pass  the  resolution. 


ILLEGAL  PRACTICES  IN  CONNEC¬ 
TION  WITH  PLACING  OP  MINOR 
CHILDREN  FOR  PERMANENT  FREE 
CARE  OR  FOR  ADOPTION  (S.  REPT. 
NO.  2786) 

Mr.  KEFAUVER.  Mr.  President,  on 
behalf  of  the  Committee  on  the  Judi¬ 
ciary,  I  ask  unanimous  consent  to  submit 
a  report  on  the  bill  (S.  3021)  to  amend 
title  18,  United  States  Code,  to  make 
unlawful  certain  practices  in  connection 
with  the  placing  of  minor  children  for 
permanent  free  care  or  for  adoption. 
The  proposal  would  prohibit  so-called 
black  marketing  of  babies  for  adoption. 

Mr.  JOHNSON  of  Texas.  I  have  no 
objection. 

The  PRESIDING  OFFICER  (Mr.  Frear 
in  the  chair).  The  report  will  be  re¬ 
ceived  and  the  bill  will  be  placed  on  the 
ilendar. 

INTERIM  REPORT,  JUVENILE  DELIN¬ 
QUENCY  IN  THE  TERRITORY  OF 
ALASKA  (S.  REPT.  NO.  2774) 

Mr.  KEFAUVER.  Mr.  President,  I  ask 
unanimous\pnsent  to  file  an  interim  re¬ 
port  of  the  subcommittee  to  investigate 
juvenile  delinquency  of  the  Committee 
on  the  Judicial^,  dealing  with  juvenile 
delinquency  in  the  Territory  of  Alaska. 

The  PRESIDING  OFFICER.  The 
Chair  inquires  of  theNSenator  from  Ten¬ 
nessee  whether  this  a  report  of  the 
subcommittee  or  a  report  of  the  full 
committee. 

Mr.  KEFAUVER.  It  is  a\eport  of  the 
full  committee. 

The  PRESIDING  OFFICERV  The  re¬ 
port  will  be  received  and  printed 

MILITARY  AID 

Mr.  STENNIS.  Mr.  President,  wiH 
Senator  from  Oregon  yield  to  me. 
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Mr. ''NEU BERGER.  I  yield. 

Mr.  STENNIS.  Mr.  President,  I  voted 
against  the  appropriations  bill  for  mili¬ 
tary  aid  because  I  am  convinced  that 
the  amounrprovided  in  the  bill,  plus  the 
amount  already  appropriated  and  un¬ 
used,  is  entirel^ytoo  much  money  to  make 
available  before -there  is  a  complete  and 
thorough  legislative  survey  of  the  entire 
program,  a  reappraisal  of  the  world  sit¬ 
uation,  and  a  new  start  taken. 

We  now  have  $6.4  bhlion  available  and 
on  hand  for  expenditures  in  future  years. 
Should  we  appropriate  \s  much  as  $2 
billion  for  fiscal  year  1957,\I  am  satisfied 
that  the  program  would  be  continued 
without  interruption  and  without  injury. 
Because,  in  my  opinion,  we  are 
more  than  is  necessary,  I  am 
the  bill  in  its  present  form. 

If  my  vote  against  this  bill  me^nt  a 
stopping  of  the  program,  I  would  nave 
voted  otherwise  because  I  think  tn^t 
some  military  aid  is  necessary.  Furthe 
I  feel  that  this  military  aid  program,  on 
a  more  limited  scale,  of  course,  must  be 
continued  for  several  years,  especially 
in  certain  critical  areas.  We  should  pre¬ 
pare  now  to  continue  the  program  on 
some  scale  for  perhaps  a  decade  in  the 
future. 

It  is  the  very  necessity  of  this  contin¬ 
uation  of  the  program  that  furnishes  the 
compelling  reason  why  we  should  hold 
this  appropriation  to  a  reduced  amount 
and  then  resurvey  and  reappraise  the 
entire  program  and  the  world  situation 
before  continuing  further  these  expendi¬ 
tures  on  such  a  lavish  scale.  Further,  a 
special  study  could  well  be  taken  of  the 
attitude  of  the  people  in  the  various 
countries  involved,  as  well  as  their  ca¬ 
pacity  to  carry  their  part  of  the  burden. 

In  years  past  we  have  been  so  generous 
with  military  aid  that  some  of  our  allies 
have  been  encouraged  to  postpone  rather 
than  hasten  their  own  preparedness  pro¬ 
gram. 

Even  though  the  amounts  appro¬ 
priated  during  the  last  few  fiscal  years 
has  been  decreasing,  the  actual  sums  ex¬ 
pended  have  not  decreased  in  proportion 
to  the  decreases  in  appropriations.  This 
year,  we  are  requested  to  almost  double 
last  year’s  appropriation. 

For  illustration,  in  fiscal  year  1953,  we, 
appropriated  $6  billion  for  our  entire  ai 
program,  including  military  aid  afid 
other,  and  we  spent  $5.7  billion. 

For  fiscal  year  1954,  we  reduced  the 
appropriated  sum  $1.3  billion  down  to 
$4.7  billion,  but  we  reduced  the  expendi¬ 
tures  only  $0.9  billion,  making  the  ex¬ 
penditures  $4.8  billion. 

In  fiscal  year  1955,  we  further  reduced 
the  appropriated  sum  by  $1.9  billion 
down  to  $2.8  billion,  but  afctual  expendi¬ 
tures  were  reduced  by  less  than  one-third 
this  much — that  is,  by  only  $0.6  billion, 
bringing  actual  expenditures  down  to 
$4.2  billion. 

In  fiscal  year  19^>,  we  reduced  the  ap 
propriation  to  $2(7  billion,  but  actually 
spent  $4.18  bilfibn,  virtually  the  same  as 
in  the  preceding  year. 

For  fiscal  year  1957,  we  were  asked  to 
appropriate/ialmost  $4.9  billion,  and  the 
bill  now  Jjefore  the  Senate  will  appro¬ 
priate  $4:1  billion. 

It  isgratifying  to  see  that  the  Congress 
is  rejhgnizing  its  responsibilities  and 


asserting  its  own  powers  in  the  recent 
passage  by  the  Senate  of  a  resolution 
providing  for  a  reconsideration  and  re¬ 
survey  of  this  entire  program.  This  will 
and  should  be  done  from  the  congres¬ 
sional  viewpoint. 

There  is  a  natural  tendency  by  those 
administering  the  program  to  continue 
it  on  a  large  scale.  Sizable,  voluntary 
reductions  in  expenditures  are  seldom 
made.  This  is  a  congressional  responsi¬ 
bility  which  we  should  not  shun.  Those 
of  us  who  feel  that  some  military  aid  is 
of  necessity  a  part  of  our  foreign  policy 
are  greatly  concerned  that  these  expend¬ 
itures  remain  within  more  reasonable 
limits.  Otherwise,  the  entire  program  is_. 
likely  to  lose  the  necessary  public  sup¬ 
port  for  its  continuation. 

It  is  my  considered  conclusion  that  the 
sum  appropriated  in  this  bill  is  far  in 
excess  of  the  amounts  required  for  the 
essential  part  of  the  program  for  fiscal 
year  1957,  and  in  protest  against  this 
v  large  amount  I  voted  against  the  bill. 

Next  year  our  military-aid  progra 
should  be  fully  considered  by  the  Arm/d 
Services  Committees  of  both  the  Hofase 
andYthe  Senate.  Our  military  aid  is 
definitely  a  part  of  our  military  defense 
and  should  have  active  legislative  con- 
sidei  ation  as  a  part  of  our  y/orldwide 
military  program.  I  shall  /exert  my 
effort  and'^iy  influence  as/  a  Member 
of  the  Senate,  to  see  that  snch  a  legisla¬ 
tive  course  is  Adopted  regarding  all  mili¬ 
tary  aid  in  the  future 

Mr.  NEUBERGER.  /Mr.  President,  I 
yield  to  the  Senatoxvf^om  New  Mexico. 


Also,  the  Commission  should  not 
merely  construct  a  Nautilus  duplicate  be¬ 
cause  of  the  security  restrictions  that 
this  might  necessitate.  It  sfould  be  tra¬ 
gic  indeed  to  display  this/ship  through¬ 
out  the  world  but  to  keep  the  design 
characteristics  of  the  /reactor  secret. 

For  these  reasons, /as.  well  as  others, 
the  Atomic  Energy/Commission  should 
arrange  for  the  construction  of  an  up- 
to-date,  newly  designed  reactor  for  in¬ 
stallation  in  thtf  ship.  t 
Mr.  NEUBE^tGER.  Mr.  President,  I 
shall  now  s/eld  to  the  Senator  from 
Massachusetts  for  the  presentation  of  a 
conference report. 


CONSTRUCTION'’  OFv  A  NUCLEAR- 
POWERED,. -MERCHANT  SHIP 

Mr.  ANDERSON.-  Mr.  President,  I  am 
glad  to  seeythat  both  theNsenate  and 
House  adopted  on  Monday  the  confer¬ 
ence  report  on  H.  R.  6243,  thAbill  au¬ 
thorizing^  construction  of  a  njiclear- 

powered  merchant  ship.  Iam _ 

I  was/tied  up  in  a  meeting  of  the  ’Istpint 
Conjmittee  on  Atomic  Energy  on 
da^r,  but  I  would  now  like  to  say  a  f„, 
\^ords  concerning  the  reactor  to  be  in 
italled  in  this  ship. 

The  reactor  should  not  be  an  exact 
duplicate  of  the  Nautilus  reactor.  It 
would  be  folly  to  place  a  1925  model 
T  engine  in  a  1956  automobile.  Simi¬ 
larly,  it  would  not  make  sense  to  take 
the  first  power  reactor  ever  developed, 
designed  for  use  on  a  submarine,  and 
ignoring  subsequent  developments,  stick 
that  reactor  in  a  newly  designed  surface 
ship.  It  would  be  far  better  to  take  an 
additional  year’s  time  for  redesign  and 
development  work  in  order  to  move 
clearly  forward,  and  to  hasten  the  day 
of  widespread  application  of  nuclear 
power  by  the  American  merchant  ma¬ 
rine.  The  estimated  construction  time 
of  such  a  reactor  is  39  to  42  months. 

I  agree  with  the  following  statement 
of  the  House  managers  concerning  the 
conference  report  on  this  bill: 

It  was  the  contemplation  of  the  conferees  i 
that  the  vessel  would  contain  the  most  ad¬ 
vanced  type  of  reactor  possible  for  a  prac¬ 
tical  merchant  ship  which  would  be  a  de¬ 
finite  step  forward  in  the  art  of  nuclear 
propulsion  utilizing  all  experience  and  im¬ 
provements  learned  to  date. 


IMPROVEMENT  OF  GOVERNMENTAL 
BUDGETING  AND  ACCOUNTING 
METHODS  AND  PROCEDURES— 
CONFERENCE  REPORT 


Mr.  KENNEDY.  Mr.  President,  I  sub¬ 
mit  a  report  of  the  committee  of  con¬ 
ference  on  the  disagreeing  votes  of  the 
two  Houses  on  the  amendment  of. the 
House  to  the  bill  (S.  3897)  to  improve 
governmental  budgeting  and  accounting 
methods  and  procedures,  and  for  other 
purposes.  I  ask  unanimous  consent  for 
the  present  consideration  of  the  report. 

The  PRESIDING  OFFICER.  The  re¬ 
port  will  be  read  for  the  information  of 
the  Senate. 

The  Chief  Clerk  read  the  report. 

(For  conference  report,  see  House 
proceedings  of  June  23,  1956,  p.  12770, 
Congressional  Record.) 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration  of 
the  conference  report? 

Mr.  KNOWLAND.  Mr.  President,  I 
understand  this  is  the  conference  report 
about  which  the  Senator  spoke  to  me 
earlier  today.  I  understand  it  has  been 
signed  by  all  conferees.  Is  that  correct? 

Mr.  KENNEDY.  The  conference  re¬ 
port  has  been  signed  by  a  majority  of 
the  conferees.  Three  members  did  not 
sign  it,  two  of  whom  are  present,  on 
the  floor,  and  no  doubt  they  will  have 
a  statement  to  make  relating  to  it. 

The  PRESIDING  OFFICER.  Is  there 
objection  to  the  present  consideration  of 
the  report? 

Mr.  COTTON.  Mr.  President,  reserv¬ 
ing  the  right  to  object,  I  mefely  wish 
to  make  sure,  because  the  Senator  from 
Massachusetts  is  presenting  the  report 
on  time  yielded  to  him  by  the  Senator 
from  Oregon  [Mr.  Netjberger],  that 
other  members  of  the  committee  on  con¬ 
ference  may  be  certain  of  having  suffi¬ 
cient  time  in  which  to  make  statements 
explaining  why  they  did  not  sign  the 
report. 

Mr.  KENNEDY.  I  believe,  unless 
lengthy  debate  ensues,  it  will  be  agree¬ 
able  to  the  Senator  from  Oregon  that 
the  two  Senators,  the  Senator  from 
Maine  [Mrs.  Smith]  and  the  Senator 
from  New  Hampshire  [Mr.  Cotton],  may 
make  their  statements.  I  am  sure  they 
will  make  their  statements  within  a  rea¬ 
sonable  time,  and  in  that  way  we  will  be 
able  to  dispose  of  the  conference  report 
promptly. 

Mr.  President,  the  conferees  agreed 
to  the  House  amendment  which  deleted 
section  1  (b),  (c),  and  (d)  providing 
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that  proposed  appropriations  be  deter¬ 
mined  on  an  annual  accrued  expenditure 
basis  and  the  lapsing  of  unused  bal¬ 
ances  of  appropriations  at  the  end  of 
each  fiscal  year. 

On  the  other  hand  the  conferees  ac¬ 
cepted  all  of  the  other  provisions  of  the 
Senate  bill  which  will  permit  the  agen¬ 
cies  to  prepare  and  execute  their  budgets 
on  a  cost  basis;  bring  about  closer  cor¬ 
relation  between  budgeting,  accounting, 
and  organizational  structure;  improve¬ 
ment  in  the  budget  justifications  by  in¬ 
clusions  of  information  on  performance 
and  program  costs;  permit  the  agencies 
to  maintain  their  accounts  on  an  ac¬ 
crual  basis;  integrate  the  property  ac¬ 
counting  records  with  the  financial  ac¬ 
counting  system,  and  to  simplify  the 
allotment  accounting  system. 

One  of  the  most  important  provisions 
of  the  bill  was  deleted  by  the  House  of 
Representatives,  namely,  the  accrued 
expenditure  basis  for  determination  of 
appropriations.  The  acceptance  of  this 
amendment  became  necessary,  in  the 
view  of  a  majority  of  the  conferees,  be¬ 
cause  the  Appropriations  Committee  of 
the  House  insisted  that  this  provision 
be  deleted.  The  Senate  conferees  did 
everything  possible  to  restore  the  lan¬ 
guage  of  the  Senate  bill,  but  it  was 
finally  concluded  by  a  majority  of  the 
Senate  conferees  that  we  would  have  to 
forego  this  objective  or  enact  no  legis¬ 
lation  on  this  important  bill  at  this  ses¬ 
sion  of  Congress.  We  are  not  alto¬ 
gether  satisfied  with  this  turn  of  events, 
but  believe  that  substantial  progress  will 
be  possible  under  the  language  agreed 
to  by  the  conferees,  and  for  this  reason 
I  strongly  urge  acceptance  of  the  con¬ 
ference  report. 

It  was  agreed  by  conferees  of  both  the 
House  and  the  Senate  that  the  action 
of  the  conferees  in  adopting  the  substi¬ 
tute  language  should  not  be  construed 
to  indicate  disapproval  of  authorization 
to  determine  the  amounts  of  proposed 
appropriations  on  an  annual  accrued 
expenditure  basis,  but  that  lack  of  in¬ 
formation  at  the  present  time  on  this 
important  phase  of  the  program  made 
it  advisable  to  defer  action  until  the 
next  Congress. 

The  House  conferees  agreed  with  the 
Senate  conferees  that  this  important 
provision  of  the  bill  should  be  reconsid¬ 
ered  at  the  next  session  of  the  Congress, 
and  it  was  our  understanding  that  some¬ 
thing  would  be  included  in  the  statement 
of  the  managers  on  the  part  of  the  House 
to  this  effect. 

These  objectives  were  submitted  to  the 
chairman  of  the  committee  of  the  other 
body  for  inclusion  in  the  statement  of 
the  managers,  but  I  was  surprised  to  find 
that  the  language  agreed  to  was  not  in¬ 
cluded  in  the  report. 

I  have  in  my  hand  messages  from  Mr. 
J.  Harold  Stewart,  chairman,  Hoover 
Commission  Task  Force  on  Budgeting 
and  Accounting;  Clarence  Francis, 
chairman.  Citizens  Committee  for  the 
Hoover  Report;  John  Coleman,  presi¬ 
dent,  Chamber  of  Commerce  of  the 
United  States;  Meyer  Kestnbaum,  spe¬ 
cial  assistant  to  the  President;  Percival 
Brundage,  the  Director  of  the  Budget; 
and  former  President  Herbert  Hoover. 


I  ask  unanimous  consent  that  the 
messages  be  printed  in  the  Record  at 
this  point. 

There  being  no  objection,  the  com¬ 
munications  were  ordered  to  be  printed 
in  the  Record,  as  follows: 

Bohemian  Grove,  Calif.,  July  22, 1956. 
Hon.  John  P.  Kennedy, 

United  States  Senate, 

Washington,  D.  C.: 

S.  3897,  as  presently  before  tbe  Congress, 
will,  if  enacted,  carry  out  certain  recommen¬ 
dations  of  the  task  force  and  commission 
which  will  provide  basic  tools  in  form  of 
cost-based  budgets  and  accrual  accounting. 
These  are  incidental  to  the  most  significant 
recommendation  No.  7  for  budget  in  terms 
of  annual  accrued  expenditures  which  fun¬ 
damental  improvement  must  be  sought  in 
the  next  session  of  the  Congress  if  it  cannot 
presently  be  accomplished.  I  greatly  ap¬ 
preciate  your  statesmanlike  effort  in  this 
matter  for  which  the  country  is  in  your  debt. 

J.  Harold  Stewart, 
Chairman,  Hoover  Commission  Task 
Force  on  Bugetry  and  Accounting. 


Washington,  D.  C.,  July  20,  1956. 
Senator  John  F.  Kennedy, 

Senate  Office  Building, 

Washington,  D.  C.: 

Thank  you  for  your  splendid  work  on  be¬ 
half  of  the  Hoover  Commission’s  budget  and 
accounting  report.  While  we  would  have 
much  preferred  your  Senate  version  in  full, 
the  conference-approved  bill  will  be  a  major 
stride  in  the  history  of  Federal  fiscal  prac¬ 
tice,  and  lead  to  important  savings.  The 
citizens  committee  hopes  the  conference 
version  will  be  speedily  enacted.  Please  ac¬ 
cept  our  congratulations. 

Clarence  Francis, 
Chairman,  Citizens  Committee  for 
the  Hoover  Report. 

Washington,  D.  C.,  July  23,  1956. 
Senator  John  F.  Kennedy, 

Senate  Office  Building: 

Strongly  recommend  approval  of  confer¬ 
ence  report  on  H.  R.  11526  to  implement 
Hoover  Commission  budget  and  accounting 
recommendations.  Warmest  congratulations 
to  members  and  staff  of  Reorganizations 
Subcommittee,  Government  Operations  Com¬ 
mittee,  for  your  efforts  in  behalf  of  better 
government  at  less  cost.  Sincerely  hope  next 
session  will  approve  other  fiscal  reforms  rec¬ 
ommended  by  Commission. 

John  F.  Coleman, 
President,  Chamber  of  Commerce  of 
the  United  States. 

The  White  House, 
Washington,  July  23,  1956. 
Hon.  John  F.  Kennedy, 

United  States  Senate, 

Washington,  D.  C. 

Dear  Senator  Kennedy:  Inasmuch  as  the 
administration  has  accepted  wholeheartedly 
the  basic  recommendations  contained  in  the 
Hoover  Commission  Report  on  Budget  and 
Accounting,  those  of  us  who  are  working  to 
advance  these  recommendations  were  very 
much  encouraged  by  the  passage  in  the  Sen¬ 
ate  of  S.  3897.  We  were  hopeful  that  the 
House  would  take  similar  action.  We  ap¬ 
preciate  the  fact  that  the  elimination  by 
the  House  of  the  provision  for  accrual  ex¬ 
penditure  accounting,  which  is  one  of  the 
basic  recommendations  of  the  Hoover  Com¬ 
mission,  raises  some  question  as  to  the  wis¬ 
dom  of  enacting  any  legislation  at  the  pres¬ 
ent  time.  Nevertheless,  I  am  of  the  opinion 
that  the  bill  as  now  accepted  by  the  con¬ 
ference  committee  would  be  helpful,  and 
would  provide  a  basis  for  further  legislation 
in  the  next  session  of  the  Congress.  Now 
that  Mr.  Hoover’s  reservations  have  been 


resolved,  I  am  hopeful  that  this  legislation 
will  be  enacted. 

Every  good  citizen  should  be  indebted  to 
you  for  the  great  interest  that  you  have 
taken  in  the  work  of  the  Hoover  Commission, 
and  for  the  leadership  that  you  have  as¬ 
sumed  in  securing  congressional  action  on 
these  recommendations. 

Sincerely, 

Meyer  Kestnbaum, 
Special  Assistant  to  the  President. 


Executive  Office  of  the  President, 

Bureau  of  the  Budget, 
Washington,  D.  C.,  July  23,  1956. 
Hon.  John  F.  Kennedy, 

Chairman,  Subcommittee  on  Reorgan¬ 
ization,  Committee  on  Government 
Operations,  United  States  Senate, 
Washington,  D.  C. 

My  Dear  Mr.  Chairman:  I  testified  before 
your  subcommittee  on  June  4,  1956,  regard¬ 
ing  S.  3897,  “To  improve  governmental  budg¬ 
eting  and  accounting  methods  and  proce¬ 
dures,  and  for  other  purposes.”  I  strongly 
favored  the  enactment  of  the  bill  including 
the  provision  that  appropriations  be  deter¬ 
mined  on  an  annual  accrued  expenditures 
basis  to  the  maximum  extent  deemed  desir¬ 
able  and  practicable  by  the  President.  In  the 
course  of  my  testimony,  I  stated,  “We  believe 
that  this  change  would  have  many  advan¬ 
tages  both  for  the  legislative  and  the  execu¬ 
tive  branches.” 

Since  the  date  of  my  testimony,  I  under¬ 
stand  that  consideration  has  been  given  by 
your  subcommittee  to  the  elimination  of 
section  1  (a)  of  the  bill  in  order  to  meet  the 
desires  of  the  House.  Under  the  circum¬ 
stances,  I  think  it  important  that  I  clarify 
my  position  with  respect  to  this  matter. 

While  I  favor  putting  appropriations  on  an 
accrued  expenditure  basis,  and  believe  that 
legislation  to  accomplish  this  should  ulti¬ 
mately  be  enacted,  I  regard  the  other  sections 
of  your  bill  to  be  of  such  great  importance 
that  I  would  strongly  favor  the  enactment 
of  your  bill  even  without  the  section  to  place 
appropriations  on  an  annual  accrued  expen¬ 
diture  basis.  In  view  of  the  fact  that  appro¬ 
priations  could  not  be  placed  on  an  accrued 
expenditure  basis  until  accrual  cost  account¬ 
ing  is  adopted  throughout  the  Government, 
which  will  take  several  years  to  accomplish, 
I  can  see  no  danger  in  postponing  until  next 
year  the  enactment  of  section  1  (a) . 

Immediate  benefits  would  result  from 
prompt  enactment  of  the  remaining  portions 
of  the  bill.  I  refer  specifically  to  the  follow¬ 
ing: 

Section  1  (b)  providing  for  the  develop¬ 
ment  of  appropriations  from  cost  based 


budgets. 

Section  2  (a)  which  would  require  con¬ 
sistency  between  accounting  and  budget 
classification,  and  the  synchronization  of 
accounting  and  budget  classification  and 


organizational  structure. 

Section  2  (b)  requiring  agency  accounts 
to  be  maintained  on  an  accrual  basis. 

Section  3  establishing  the  objective  of  fi¬ 
nancing  each  operating  unit  at  the  highest 
practical  level. 

I  believe  that  efforts  should  be  made  next 
year  to  enact  another  bill  containing  the 
substance  of  section  1  (a)  of  the  present  bill, 
but  I  would  deplore  the  failure  to  adopt  the 
other  provisions  of  the  bill  at  this  time. 

After  the  situation  had  been  thoroughly 
explained  to  Mr.  Herbert  Hoover,  he  was  in 
favor  of  enacting  the  amended  bill  as  ap¬ 
proved  by  the  conference  report  as  was  Mr. 
Clarence  Francis  and  Mr.  Meyer  Kestnbaum, 
all  of  whom  are  particularly  anxious  to  see 
the  recommendations  of  the  Hoover  Com¬ 
mission  adopted. 

Sincerely  yours, 

Percival  Brundage. 

Director. 
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Bohemian  Grove,  Calif.,  July  24,  1956, 
Senator  John  F.  Kennedy, 

Senate  Office  Building, 

Washington,  D.  C.: 

1  agree  completely  'with,  position  of 
Stewart  task  force  chairman  stated  to  you 
in  his  telegram  of  the  21st.  Sincerely  ap¬ 
preciate  all  your  effort  which  is  real  leader- 

Hebert  Hoover. 

Mi-  KENNEDY.  Mr.  President,  be¬ 
fore  concluding  my  statement  I  should 
like  to  express  my  keen  regret  that  the 
conferees,  from  both  parties,  on  behalf 
of  the  House  of  Representatives  felt  un¬ 
able  to  accept  the  heart  of  the  bill,  which 
would  have  placed  our  appropriations  on 
an  annual  accrued  expenditure  basis.  It 
would  have  brought  about  a  most  desir¬ 
able  reform  in  our  budgeting  and  ac¬ 
counting  procedures.  That  was  the 
heart  of  the  Hoover  Commission  recom¬ 
mendation  on  budgeting  and  accounting. 

It  is  most  regrettable  that  the  House 
conferees  felt  they  could  not  accept  the 
provision  because  of  the  opposition  of 
some  Members  of  the  House  to  that 
reform. 

I  assure  the  membership  of  the  Sen¬ 
ate  that  this  question  will  be  the  primary 
one  before  the  Subcommittee  on  Reor¬ 
ganization  next  year,  and  it  is  my  hope 
that  the  full  committee  will  again  be 
able  to  report  it  unanimously  to  the 
Senate,  and  that  the  Senate  will  again 
take  prompt  action  on  it.  It  is  my  fur¬ 
ther  hope  that  after  some  experience 
has  been  developed  along  these  lines  in 
Government  during  the  intervening  pe¬ 
riod,  we  will  be  able  to  enact  the  heart 
of  the  program  without  further  delay. 

So,  while  I  understand  perfectly  why 
my  colleagues  on  the  other  side  did  not 
feel  that  they  could  sign  the  conference 
report — and  I  must  say  that  I  have  great 
sympathy  with  their  position  and  at  first 
was  inclined  to  take  the  same  position 
myself — after  talking  with  the  Director 
of  the  Bureau  of  the  Budget,  I  felt  that 
this  step  forward  would  be  in  the  public 
interest,  and  I  reluctantly  signed  the  re¬ 
port,  while  some  conferees  who  were  as 
keenly  disappointed  as  I  was  felt  con¬ 
strained  to  withhold  their  signatures. 

Mrs.  SMITH  of  Maine.  Mr.  Presi¬ 
dent,  will  the  Senator  from  Oregon 
yield? 

Mr.  NEUBERGER.  I  yield. 

Mrs.  SMITH  of  Maine.  Mr.  President, 
I  should  like  to  ask  the  distinguished 
Senator  from  Massachusetts,  the  chair¬ 
man  of  the  subcommittee,  if  he  included 
in  the  Record  both  the  telegrams  from 
former  President  Hoover  in  his  unani¬ 
mous-consent  request. 

Mr.  KENNEDY.  I  have  not  included 
Mr.  Hoover’s  original  telegram’  a  copy 
of  which  I  think  the  Senator  from  Maine 
has,  which  expressed  the  hope  that  there 
would  be  no  compromise  of  position.  I 
received  a  second  telegram  which  I  as¬ 
sume  represents  his  latest  thinking. 
That  is  the  one  I  am  placing  in  the 
Record. 

Mrs.  SMITH  of  Maine.  Mr.  President, 
in  order  that  the  Record  may  be  clear, 
I  should  like  to  include  in  it  at  this  point 
the  first  telegram  which  was  sent  by 
former  President  Hoover,  dated  July  18, 
1956,  which  was  a  day  and  a  half  before 
he  sent  the  second  telegram  which  has 


been  referred  to  by  the  Senator  from 
Massachusetts.  I  wish  to  read  the  tele¬ 
gram: 

San  Francisco,  Calif.,  July  18,  1956. 
Hon.  John  F.  Kennedy, 

United  States  Senate, 

Washington,  D.  C.: 

I  wish  to  express  my  appreciation  for  the 
statesmanship  you  and  your  colleagues  have 
shown  in  the  legislation  which  would  reform 
the  Federal  budget  and  accounting  system. 
The  heart  of  the  Commission’s  recommenda¬ 
tion  in  this  legislation  is  to  restore  to  the 
Congress  the  control  of  the  purse  through 
the  provision  for  a  budget  based  on  annual 
expenditures.  The  Senate  passed  this  pro¬ 
vision  without  dissent.  It  is  supported  by 
the  President,  the  Comptroller  General,  and 
the  Director  of  the  Budget  and  has  been 
widely  supported  by  the  press  and  the  public. 

The  passage  of  the  House  version  deleting 
this  critical  provision  would  be  misleading 
to  the  country.  My  view  is  that  unless  the 
House  conferees  are  willing  to  yield  on  this 
critical  provision,  the  country  will  be  better 
served  by  allowing  the  legislation  to  die  in 
this  session  in  order  that  we  may  have  an 
opportunity  to  present  to  the  country  and 
the  next  session  the  fundamental  importance 
of  this  issue. 

Herbert  Hoover. 

Mr.  President,  as  a  member  of  tbe 
Senate  conferees  I  have  refused  to  sign 
this  report.  My  two  colleagues,  the  Sen¬ 
ator  from  New  Hampshire  [Mr.  Cotton]  , 
and  the  Senator  from  Iowa  [Mr.  Martin] 
also  have  refused  to  sign  it. 

This  bill,  which  had  so  much  promise 
of  restoring  to  the  Congress  control  of 
the  public  purse,  in  my  opinion,  is  now 
but  an  empty  gesture  in  that  direction.' 

Stricken  from  it,  at  the  insistence  of 
the  House  of  Representatives,  is  its  very 
heart — the  Hoover  Commission’s  recom¬ 
mendation  that  appropriations  be  made 
on  an  accrued-expenditures  basis. 

There  has  been  a  great  amount  of  pub¬ 
licity  about  implementation  of  cost- 
based  budgets,  accrual  accounts,  and 
other  improvements  in  the  Government’s 
financial  structure  by  enactment  of  this 
legislation. 

But,  let  me  point  out  to  Senators  there 
is  nothing  in  this  bill  which  cannot  be 
effectuated  by  administrative  action 
within  the  executive  branch  at  the  pres¬ 
ent  time  or  which  already  is  not  now 
being  effectuated  by  administrative  ac¬ 
tion  in  the  various  executive  agencies. 

Any  claim  that  this  action  by  the  Con¬ 
gress  carries  out  the  Hoover  Commis¬ 
sion’s  major  recommendations  on  budg¬ 
eting  and  accounting — recommendations 
which  are  regarded  as  among  the  most 
important  that  the  Commission  present¬ 
ed  to  the  Congress — would  be  a  decep¬ 
tion.  And  to  claim  that  the  enactment 
of  this  legislation  would  result  in  any 
substantial  savings  any  way  near  ap¬ 
proaching  the  ridiculous  estimates  that 
have  been  given  official  credence  would 
be  to  deliberately  mislead  the  American 
public. 

S.  3897,  as  introduced,  implemented  di¬ 
rectly  the  Hoover  Commission’s  recom¬ 
mendations.  Thirty-two  Senators  from 
both  sides  of  the  aisle  sponsored  it.  Ex¬ 
tensive  hearings  were  held  by  the  Sub¬ 
committee  on  Reorganization  of  the 
Committee  on  Government  Operations. 
The  bill  was  reported  unanimously  by 
the  Subcommittee  on  Reorganization  on 
June  6,  1956.  It  was  reported  unani¬ 
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mously  by  the  Senate  Committee  on  Gov¬ 
ernment  Operations  on  June  7,  1956.  It 
was  passed  unanimously  by  the  United 
States  Senate,  by  voice  vote,  on  June  20, 
1956. 

I  find  from  a  review  of  the  hearings 
this  bill  had  the  unreserved  endorsement 
of  the  Government’s  foremost  financial 
authorities — the  Secretary  of  the  Treas¬ 
ury,  the  Comptroller  General  of  the 
United  States,  and  the  Director  of  the 
Bureau  of  the  Budget,  each  of  whom  pre¬ 
sented  testimony  upon  it.  And,  in  addi¬ 
tion,  this  legislation  carried  the  endorse¬ 
ment  of  the  President  of  the  United 
States,  who,  in  a  special  message  to  the 
Congress  on  May  10,  1956,  urged  early 
enactment  of  appropriate  legislation  on 
the  Hoover  Commission’s  recommenda¬ 
tions  in  this  area. 

Yet,  to  my  regret,  and,  I  am  confident, 
to  the  regret  of  every  Member  of  the 
Senate  who  believes  in  restoring  con¬ 
trol  of  the  public  purse  to  the  Congress, 
all  of  this  has  been  lost. 

Mr.  President,  I  wish  the  record  to  be 
clear.  The  above  facts  show  clearly  why 
I,  in  good  conscience,  could  not  agree  to 
the  conferees’  action. 

Mr.  COTTON.  Mr.  President,  will  the 
Senator  from  Oregon  yield  to  me? 

Mr.  NEUBERGER.  I  yield. 

Mr.  COTTON.  Mr.  President,  I  do  not 
wish  to  take  the  time  of  the  Senate  in 
unnecessary  repetition  of  the  statements 
made  by  the  distinguished  Senator  from 
Maine  [Mrs.  Smith],  indicating  why  the 
members  of  the  conference  committee 
on  this  side  of  the  aisle  found  themselves 
unable  to  sign  the  conference  report  on 
this  bill  which  sought  to  improve  the 
budgeting  and  accounting  procedures  of 
the  Government.  I  wish,  however,  in  a 
very  brief  way,  to  let  the  Record  show 
exactly  the  point  of  disagreement. 

It  is  a  question,  Mr.  President,  of  tac¬ 
tics.  I  think  the  earnest  desire  of  the 
able  Senator  from  Massachusetts  [Mr. 
Kennedy]  and  of  his  colleagues  on  the 
other  side  of  the  aisle  was  exactly  the 
same  as  our  own.  We  were  seeking  to 
find  the  course  we  could  pursue  which 
would  be  the  most  effective  in  making  the 
Hoover  Commission  recommendations 
really  an  essential  part  of  this  all-impor¬ 
tant  measure  and  enacting  their  full 
weight  into  law. 

Mr.  President,  this  budget  and  ac¬ 
counting  bill,  which  was  originally  in¬ 
troduced  by  the  able  Senator  from  Mas¬ 
sachusetts  [Mr.  Kennedy]  and  the  able 
Senator  from  Maine  [Mr.  Payne],  in  my 
humble  opinion,  is  the  keystone  of  the 
arch  of  all  the  various  recommendations 
of  the  sp-called  Hoover  Commission.  It 
had  the  greatest  possibilities,  it  could  ac¬ 
complish  the  most,  and  it  would  give 
Congress,  had  it  been  enacted  in  the 
form  in  which  it  passed  this  body,  the 
most  important  power  it  could  possibly 
have  and  the  one  most  vital  to  the  wel¬ 
fare  of  the  American  taxpayers,  namely, 
full  control  of  the  purse  and  of  all  Gov¬ 
ernment  spending. 

I  think  it  would  be  of  interest  to  the 
Senate  to  realize — and  I  am  sure  I  speak 
the  fact — that  had  this  bill  been  the  law 
yesterday,  the  amendment  offered  by 
the  distinguished  minority  leader  to  the 
mutual-security  bill  affecting  money  in 
the  pipeline  for  aid  to  Yugoslavia  would 
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have  been  in  order,  because  this  bill,  if 
enacted,  would  have  given  to  Congress 
every  year  complete  control  not  only  of 
appropriations  made  for  that  year,  but 
complete  control  over  money  previously 
appropriated  and  remaining  unspent,  in 
other  words,  control  over  money  and 
goods  in  the  pipeline. 

Mr.  President,  when  the  bill  reached 
the  House,  the  heart  of  it,  as  has  been 
so  well  expressed  by  the  distinguished 
Senator  from  Massachusetts  [Mr.  Ken¬ 
nedy],  was  taken  out.  That  portion  of 
the  bill  which  would  have  meant  the  ul¬ 
timate  control  of  some  $70  billion  in 
carryover  balances  from  previous  ap¬ 
propriations  passing  through  the  pipe¬ 
line  was  completely  stricken  and  elimi¬ 
nated. 

The  Senator  from  Maine  [Mrs.  Smith] 
has  referred  to  the  part  that  remains. 
Someone  has  said  it  is  a  declaration  of 
policy  or  of  intent  on  the  part  of  the 
Congress.  I  would  not  even  dignify  it  by 
saying  it  is  a  declaration  of  intent;  I 
would  say  it  is  only  a  declaration  of  a 
hope.  It  confers  upon  the  executive  de¬ 
partments,  in  my  opinion,  not  a  single 
power  which  they  do  not  have  at  present. 

The  question  before  the  conferees  was 
whether  we  should  accept  the  bill  as  it 
has  been  emasculated,  or  whether  we 
should  let  it  die.  On  the  theory  or  the 
philosophy  that  half  a  loaf  is  better  than 
none,  the  conferees,  headed  by  the  Sen¬ 
ator  from  Massachusetts,  sincerely  felt 
it  should  be  accepted.  But,  Mr.  Presi¬ 
dent,  it  is  not  half  a  loaf.  There  is  no 
wheat  in  the  bill.  The  conferees— I 
think  I  am  expressing  the  opinion  of  the 
Senator  from  Maine  [Mrs.  Smith]  and 
the  Senator  from  Iowa  [Mr.  Martin] — 
felt  that  to  pass  the  bill  in  its  present 
form,  which  is  an  utterly  empty  and 
meaningless  gesture,  would  be  a  dis¬ 
service  to  the  American  people,  because 
it  would  lull  them  into  slumber. 

This  statement  is  in  no  way  a  reflection 
on  the  views  or  the  sincerity  of  the  Sen¬ 
ator  from  Massachusetts,  as  I  feel  certain 
he  knows.  But  we  felt  it  would  be  a  dis¬ 
service  to  the  American  people  because 
it  would  enable  the  people,  including 
Members  of  Congress,  who  are  all  human, 
to  say,  “Here  is  another  bill,  here  is  an¬ 
other  important  measure.  Which  is  part 
and  parcel  of  the  Hoover  recommenda¬ 
tions  which  have  been  enacted.  This  is 
one  more  achievement.  This  means 
that  a  larger  percentage  of  the  recom¬ 
mendations  has  been  accomplished.” 

As  a  matter  of  fact,  not  a  single  dollar 
will  be  saved  by  this  bill  in  its  present 
form.  It  is  highly  possible,  on  the  other 
hand,  that  more  money  will  be  spent,  be¬ 
cause  the  bill  encourages  the  setting  up 
of  a  dual  system  of  bookkeeping  in  the 
executive  departments  without  any  as¬ 
surance  that  the  new  accrual  system  will 
be  put  into  practice  or  utilized  in  any 
way  to  save  a  dollar  for  the  taxpayers. 

Mr.  BRIDGES.  Mr.  President,  will  the 
Senator  yield? 

Mr.  COTTON.  I  do  not  have  the  floor. 

Mr.  NEUBERGER.  I  yield  to  the 
senior  Senator  from  New  Hampshire. 

Mr.  BRIDGES.  I  agree  with  the  orig¬ 
inal  intentions  of  the  bill  as  set  forth, 
but  I  agree  with  the  junior  Senator  from 
New  Hampshire  that  if  it  shall  be  finally 


passed,  it  will  be  far  from  what  it  should 
be  and  far  from  what  I  thought  it  would 
be. 

There  was  one  item  in  the  original  bill 
which  I  considered  highly  important,  and 
that  was  the  provision  giving  the  Com¬ 
mittee  on  Appropriations  and  Congress 
control  over  appropriations  previously 
made  and  in  the  pipeline.  That  is  vital 
*to  the  control  of  those  appropriations.  ♦ 
Is  that  provision  still  in  the  bill,  or  was 
it  eliminated? 

Mr.  COTTON.,  I  answer  my  distin¬ 
guished  senior  colleague  from  New 
Hampshire,  who  incidentally  was  a  spon¬ 
sor  of  the  bill,  by  saying  that  it  definitely 
is  not  any  longer  in  the  bill.  I  want  to 
repeat  the  statement  I  made,  which  I 
think  points  up  the  importance  of  what 
he  has  emphasized;  namely,  that  if  this 
feature  had  been  in  the  law  yesterday, 
the  amendment  offered  by  the  minority 
leader  to  the  mutual  security  appro¬ 
priation  bill  yesterday  would  have  been 
in  order,  because  Congress  would  have 
been  in  control  of  the  money  in  the 
pipeline. 

Mr.  BRIDGES.  I  thank  the  Senator. 
Mr.  COTTON.  The  issue  then,  was 
a  question  of  whether  the  conferees 
would  accept  a  synthetic  bill  or  would 
refuse  to  agree  to  the  report  and  would 
let  the  American  people  know  that  this 
great  step  had  not  been  taken,  but  still 
remained  to  be  accomplished. 

We  felt — at  least  I  felt,  and  I  think 
my  colleagues  felt  the  same  way — that 
the  danger  in  accepting  the  conference 
report  is  that  the  people  of  the  coun¬ 
try,  especially  those  who  are  interested 
in  the  Hoover  Commission  reports,  will 
come  to  believe  that  this  bill  will  lead 
to  accomplishments  which,  in  fact,  have 
not  been  accomplished,  and  which  we 
cannot  now  do  because  there  will  not 
be  steam  or  drive  behind  this  vital  budget 
proposal  when  Congress  reassembles  next 
January. 

We  felt — and  I  feel — that  it  would  be 
far  better  to  have  the  bill  die  and  to 
have  the  people  know  it  died,  than  to 
have  them  falsely  believe  that  something 
has  been  accomplished.  I  believe  we 
should  make  it  perfectly  clear  that  Con¬ 
gress  has  not  taken  this  vital  step  in 
the  improvement  of  our  budgets  and 
accountings  as  recommended  by  the 
Hoover  Commission. 

That  is  the  reason  why  I  was  unable 
to  sign  the  conference  report. 

Mr.  KENNEDY.  Mr.  President,  will 
the  Senator  yield? 

Mr.  NEUBERGER.  I  yield  to  the 
Senator  from  Massachusetts. 

Mr.  KENNEDY.  I  must  say  that  with 
most  of  what  the  junior  Senator  from 
New  Hampshire  has  said  I  am  in  com¬ 
plete  agreement.  At  least,  I  took  the 
same  position  at  the  beginning  as  he  did, 
namely,  that  because  what  we  got  in 
relation  to  what  we  wanted  was  com¬ 
paratively  minor,  it  would  be  better  to 
reject  the  report  and  to  start  again  next 
year. 

But  after  talking  with  the  responsible 
officials  of  the  Government,  including 
the  Director  of  the  Bureau  of  the  Budget, 
who  has  communicated  with  me  about 
this  matter,  I  reconsidered  my  position. 


I  should  like  to  quote  a  paragraph  from 
the  Director’s  letter; 

While  I  favor  putting  appropriations  on 
an  accrued  expenditure  basis,  and  believe 
that  legislation  to  accomplish  this  should 
ultimately  be  enacted — 

This  is  important — 

I  regard  the  other  sections  of  your  bill  to 
be  of  such  great  importance  that  I  would 
strongly  favor  the  enactment  of  your  bill 
even  without  the  section  to  place  appropria¬ 
tions  on  an  annual  accrued  expenditure 
basis. 

It  is  because  of  that  view,  strongly 
held,  which  has  been  expressed  in  that 
letter  and  expressed  to  me  in  person, 
and  expressed  in  a  letter  by  Mr.  Kestin- 
baum ;  in  a  telegram  by  J.  Harold  Stew¬ 
art,  who  directed  the  task  force  of  the 
Hoover  Commission;  and  expressed  by 
Herbert  Hoover,  that  I  was  willing  to 
sign  the  conference  report. 

I  share  the  view  completely,  however, 
that  it  is  a  misfortune  of  great  propor¬ 
tions  that  our  bill  was  not  accepted  by 
the  House.  It  might  have  been  easier 
to  dramatize  the  issue  if  we  had  rejected 
the  report ;  but  because  the  executive  de¬ 
partments  felt  that  it  would  be  a  valua¬ 
ble  step  and  would  lay  the  groundwork 
for  later  passage  of  the  other  provision. 
I  somewhat  reluctantly  agreed  to  sign 
the  conference  report. 

Mr.  PAYNE.  Mr.  President,  first  of 
all.  I  share  very  much  the  feeling  which 
has  been  expressed  by  my  colleague,  the 
distinguished  senior  Senator  from  Maine 
[Mrs.  Smith],  and  also  by  the  distin¬ 
guished  junior  Senator,  from  New  Hamp¬ 
shire  [Mr.  Cotton],  as  well  as  the  state¬ 
ment  which  has  been  made  by  the 
distinguished  chairman  of  the  subcom¬ 
mittee  [Mr.  Kennedy]. 

It  is  true,  undoubtedly,  that  under  the 
present  structure  of  our  Government  the 
executive  department  has  had,  for  a  long 
period  of  time,  the  perfect  right  to  put 
into  effect  much  of  this  cost  basis  pro¬ 
posal.  It  is  also  true  that  under  the 
present  governmental  structure  the 
executive  branch  undoubtedly  could 
have  directed  the  various  departments 
to  establish  their  accounts  on  an  ac¬ 
crual  basis. 

The  fact,  however,  remains  that  nei¬ 
ther  one  of  those  steps — both  of  them 
steps  which  could  develop  orderly,  proper 
control  over  Government  fiscal  opera¬ 
tions — has  been  put  into  effect,  regard¬ 
less  of  whether  the  authority  exists  or 
not. 

This  particular  provision  of  the  bill, 
which  does  not  include,  I  also  admit,  the 
most  important  provision  which  was  em¬ 
braced  in  the  bill  as  originally  intro¬ 
duced  by  the  Senator  from  Massachu¬ 
setts  [Mr.  Kennedy]  and  myself,  along 
with  a  number  of  other  sponsors,  never¬ 
theless  goes  to  the  root  of  some  of  the 
evils  which  have  existed  in  the  Govern¬ 
ment  financial  structure. 

By  this  enactment,  if  this  much  can 
go  through,  there  will  be  conveyed  to 
the  executive  branch  of  the  Government 
the  mandate  of  Congress  that  thede- 
partments  and  agencies  of  the  Govei 
ment  shall  start  to  put  their  hoiwe  i^ 
order  and  should  adopt  a  cost  oasea 
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So  that  no  one  can  misunderstand 
what  I  mean,  let  me  say  that  in  the  past, 
in  submitting  budgets  for  the  various 
departments  and  in  the  compiling  of  the 
budget  for  the  next  fiscal  year,  the  in¬ 
ventories  of  goods  which  are  on  hand 
devoted  to  the  development  of  a  particu¬ 
lar  program  have  never  been  taken  into 
consideration.  Under  this  proposal  it 
will  be  necessary  to  take  that  into  ac¬ 
count  in  determining  the  additional 
amount  of  money  which  is  needed  in 
order  to  carry  out  any  specific  program 
which  is  being  presented  to  Congress. 

In  the  establishment  of  an  accrual 
system  of  accounting  at  the  staff  level 
in  the  agencies  and  departments  of 
Government,  the  groundwork  will  be  laid 
that  will  lead  to  an  orderly  development 
of  the  accrued  expenditure  appropria¬ 
tion  basis,  which  must  come  if  Congress 
is  to  obtain  full  and  complete  control 
over  the  expenditures  of  Government. 

Let  me  say  that  it  was  a  disappoint¬ 
ment  to  me  to  find  that  any  Mem¬ 
ber  of  the  House  of  Representatives 
could  in  any  wray  have  held  his  tongue 
in  check  and  believed  that  this  type 
of  proposal  was  going  too  far  in  any  way, 
shape,  or  manner.  Anyone  who  will  re¬ 
flect  about  it,  will  realize  that  the  Corps 
of  Engineers,  operating  as  it  has  done  for 
many  years,  actually  has  been  operating 
under  the  very  system  this  bill  proposed 
originally,  namely,  on  an  accrued  ex¬ 
penditure  basis,  from  appropriations  for 
1  year,  and  1  year  only,  in  the  case  of 
projects  which  the  corps  has  been  able 
to  estimate  as  being  possible  of  accom¬ 
plishment  in  that  1  year.  The  corps  has 
for  a  long  time  worked  on  contract  au¬ 
thorizations  with  annual  appropriations, 
and  it  has  to  come  before  the  appro¬ 
priate  committees  to  justify,  in  the  next 
year,  the  money  it  needs  in  furtherance 
of  a  project  for  which  the  corps  has 
been  given  a  contract  authorization.  So 
there  is  nothing  extraordinary  and 
there  is  nothing  new  in  the  proposal. 
Such  a  plan  has  been  in  operation  in  that 
agency.  It  has  also  been  in  operation 
in  the  Atomic  Energy  Commission,  and  I 
believe  in  the  reclamation  division. 
So  it  is  unfortunate  that  the  provision 
has  been  omitted  from  the  bill;  but  much 
as  I  am  disappointed,  I  am  convinced 
that  there  is  some  merit  at  least  in  hav¬ 
ing  the  Congress  of  the  United  States  for 
or_ce  lay  down  a  firm  and  definite  man¬ 
date  to  the  agencies  in  charge  of  our 
fiscal  operations  that  they  shall  get  their 
house  in  order,  that  they  shall  start  to 
develop  a  cost-based  system,  and  that 
they  shall  set  up  their  accounts  on  an 
accrual  basis,  which  will  lead  to  the 
development  of  the  other  system. 

I  can  assure  the  Members  of  the  Sen¬ 
ate  and  the  American  people  that,  so 
long  as  I  have  a  little  breath  left  in  me, 
I  shall  fight  for  recognition  and  under¬ 
standing  by  the  American  people  that 
the  provision,  which  my  distinguished 
colleague  [Mrs.  Smith  of  Maine]  has 
mentioned  as  having  been  stripped  from 
the  bill  must  ultimately  be  adopted  to 
put  the  house  in  order;  that  it  is  a  pro¬ 
vision  which  will  help  save  for  the  Amer- 
icah  people  a  very  substantial  amount 
of  money;  and  that  it  is  the  only  means 
by  which  Congress  can  gain  control, 


which  it  does  not  now  have,  over  the 
moneys  it  appropriates. 

Mr.  KENNEDY.  I  thank  the  Senator. 
I  will  say  that  will  be  the  first  proposed 
legislation  which  the  Subcommittee  on 
Reorganization  will  consider  next  year. 

Mr.  President,  I  move  that  the  confer¬ 
ence  report  be  agreed  to. 

The  motion  was  agreed  to. 

INDIAN  TIMBER  SALES  AND  UNFAIR 
TEREST  CHARGES  ON  CON- 
ACTS 

Mr\  BUSH.  Mr.  President,  will  the 
Senator  from  Oregon  yield  to  me? 

Mr.  NEU BERGER.  Mr.  President,  I 
decline  tb  yield.  I  have  yielded  for  55 
minutes  and  to  13  Senators,  and  I  think 
that  represents  a  reasonable  amount  of 
yielding. 

The  PRESIDING  OFFICER.  The 
Senator  from\)regon  declines  to  yield. 

Mr.  NEUBERGER.  Mr.  President,  on 
June  24  last  year,  y  addressed  the  Sen¬ 
ate  indicating  my  concern  about  the  low 
prices  the  American,  Indians  were  re¬ 
ceiving  for  their  timber.  I  was  particu¬ 
larly  concerned  about \the  situation 
the  Quinaielt  Reservation  in  Washington. 
I  have  visited  this  reservation,  and  I 
am  familiar  with  the  way,  many  of  the 
Indians  live  on  the  Olympic  Peninsula. 
Many  of  them  exist  under  very  straitened 
circumstances.  Their  allottea/share  in 
the  tribal  timber  stands  is /weir  only 
asset.  Upon  the  way  this  tiaabeiVis  man¬ 
aged  depends  the  economic  fuopre  of 
hundreds  of  Indian  families. 

I  had  written  to  Commissioner  \Em- 
;  mons  of  the  Bureau Jot  Indian  Affairs 
j  about  this  situation.  /My  inquiry  into  the 
:  Quinaielt  timber  contracts  was  in  pal\t 
]  responsible  for  thg  congressional  timber 
hearings  which  jvere  held  in  the  North- 
.  west  last  fall. 

With  a  business  administration  in  the 
saddle,  as  the  then  Secretary  of  the  In- 
|  terior  had  said,  one  might  expect  the  In- 
!  dians  wolf'd  be  getting  business  manage- 
>  ment.  Now  I  find  they  have  been  “given 
^  the  business.” 

Noy  only  are  the  Indians  consistently 
[  getting  too  low  prices  for  their  timber, 
thy  ex-bankers  and  businessmen  who 
ve  btsn  acting  as  trustees  for  the  In- 
ians’  affairs  even  seem  a  little  hazy  on 
simple  and  compound  interest. 

Here  is  what  has  occurred.  On  Octo¬ 
ber  1,  1955,  the  Office  of  the  Secretary 
of  the  Interior,  on  the  recommendation 
of  the  Commissioner  of  Indian  Affairs, 
allowed  some  1,000  Indian  allottees  on 
the  Quinaielt  Reservation  to  be  saddled 
with  what  may  total  $3  Ms  million  in  in¬ 
terest  charges  for  advance  payments 
made  to  them  under  their  long-term 
timber  contracts — contracts  which,  un¬ 
der  the  previous  national  administra¬ 
tion,  had  provided  for  these  advance 
payments  on  an  interest-free  basis. 

At  the  present  time,  not  only  are  the 
prices  which  the  Indians  receive  for 
their  timber  about  half  of  its  market 
value,  but  also  the  Indians  are  paying 
an  uncalled-for  interest  charge. 

Last  October,  when  the  self-pro- 
f  claimed  business  management  over  in 
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the  Department  of  the  Interior  took  tl 
unprecedented  action,  they  were  sup¬ 
posedly  raising  the  price  the  Indians/ 
getting  for  their  timber.  They  dicr raise 
them.  On  one  contract  the 
averaged  47  cents  per  thousand  board- 
feet — 47  cents.  At  the  same'  time  the 
Indian  was  socked  with  a  charge  of  $1.72 
per  thousand  board-feet  /or  interest; 
iand,  as  if  this  were  not  enough,  the  In¬ 
dians  are  being  charge/  an  additional 
23  cents  per  thousand  board-feet  as 
profit-and-risk  allowance  on  this  inter¬ 
est.  This  raises  the /total  charge  to  $1.95 
per  thousand  board/feet. 

In  other  words/  the  Secretary  of  the 
Interior  determined  that  the  contract 
price  for  theylndians’  timber  was  too 
low  by  at  least  $2.42  per  thousand  board- 
feet  and  adjusted  the  terms  of  the  long¬ 
term  contiact  accordingly.  Two  dollars 
and  forty-two  cents  is  a  modest  enough 
adjustment  in  the  light  of  the  price  for 
simila/  timber  in  the  surrounding  area. 
Buty  instead  of  the  Indians’  receiving 
this'additional  $2.42  per  thousand  board- 
feet  for  their  timber,  their  share  was 
creased  by  47  cents,  while  $1.95  was 
'taken  right  off  the  contract  price  of  the 
timber  again,  in  the  form  of  prorated 
interest  and  profit-and-risk  allowance 
on  the  advance  payment  by  the  pur¬ 
chaser  to  the  Indians  required  under 
the  contract.  On  another  contract,  I 
am  told,  the  situation  in  terms  of  these 
charges  is  even  worse. 

If  the  Secretary  had  done  the  job  to 
which  the  Indians  are  entitled,  he  would 
have  exerted  to  the  utmost  his  rights 
under  the  contract,  so  as  to  raise  the 
price  of  the  Indians’  timber  to  a  par 
with  the  prices  obtained  by  the  Forest 
Service  for  adjacent  timber.  Under  the 
Indian  Bureau’s  long-term  contract,  the 
Indians  now  get  an  average  for  all  the 
species  on  the  Quinaielt  Reservation  of 
about  $10  per  1,000  board-feet,  while  the 
'orest  Service’s  competitive  sales  bring 
bout  $19  per  thousand  average  for  a 
comparable  combination  of  species. 

k  n 

Perhaps  there  is  little  or  nothing  to 
be  doiy  about  the  Indian  Bureau’s  long¬ 
term  timber  sale  contracts  until  they 
have  ru^  their  course,  unfavorable  as 
they  hava  proved  to  be  for  the  Indians. 
But  this  few  interest  charge  on  the 
downpayments  to  the  Indians  adds  a 
new  and  uimecessary  burden  to  these 
already  disadvantageous  contracts,  and 
in  a  manner  \ertain  to  fall  unevenly 
and  unfairly  onfefferent  Indians. 

Under  these  long-term  Indian  timber 
contracts,  which  ifey  run  for  one-third 
of  a  century,  the  ^purchaser  wins  the 
right  to  cut  hundreds  of  millions— per¬ 
haps  three-fourths  oAa  billion— board- 
feet  of  timber.  He  does  not  have  to 
keep  bidding  every  yea\on  this  timber 
against  competitors  hungry  for  trees. 
Such  an  assured  timber  Supply  for  20 
or  30  years  is  an  exceedingly  important 
and  valuable  right,  as  presAre  on  the 
limited  log  supply  of  the  arda  steadily 
increases.  \ 

In  i  eturn  for  this  long-termk  assur¬ 
ance,  the  purchaser  is  bound  toVmake 
certain  substantial  advance  payments. 
He  has  to  pay  25  percent  of  the  Vtal 
appraised  value  during  the  first  j\ar 
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Public  Law  863  -  84th  Congress 
Chapter  814  -  2d  Session 
S.  3897 

AN  ACT 


To  improve  governmental  budgeting  and  accounting  methods  and  procedures, 

and  for  other  purposes. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled , 

AMENDMENTS  TO  THE  BUDGET  AND  ACCOUNTING  ACT,  1!)21 


Government  budget 
and  accounting 
procedure. 


Sec.  1.  (a)  Section  201  of  the  Budget  ail'd  Accounting  Act,  1021, 
as  amended  (31  U.  S.  C.  11),  is  further  amended  by  inserting  “(a)”  64  stat.  832. 
after  the  words  “Sec.  201."’;  by  changing  subsection  (a)  to  subpara¬ 
graph  (1);  by  adding  after  subparagraph  (1)  a  new  subparagraph 
“(2)  at  such  times  as  may  be  practicable,  information  on  program 
-««osts  and  accomplishments”;  by  changing  subsections  (b)  through 
)] )  to  subparagraphs  (3)  through  (11),  respectively. 

(I))  Section  216  of  such  Act,  as  amended  (31  U.  S.  C.  24),  is  further  64  stat.  834. 
amended  by  inserting  “  (a)  ”  after  the  words  “Sec.  216.”  and  by  adding 
the  following  new  subsections: 

“(b)  The  requests  of  the  departments  and  establishments  for  appro-  Cost-based 
priations  shall,  in  such  manner  and  at  such  times  as  may  be  determined  bulgets* 
by  the  President,  be  developed  from  cost -based  budgets. 

“(c)  For  purposes  of  administration  and  operation,  such  cost-based 
budgets  shall  be  used  by  all  departments  and  establishments  and  their 
subordinate  units.  Administrative  subdivisions  of  appropriations  or 
funds  shall  be  made  on  the  basis  of  such  cost -based  budgets.” 


AMENDMENTS  TO  TIIE  BUDGET  AND  ACCOUNTING  PROCEDURES  ACT  OF  1  9  0 

Sec.  2.  (a)  The  Budget  and  Accounting  Procedures  Act  of  1950  is 
amended  by  inserting  after  section  105  thereof  the  following  new  64  stat.  834. 
section:  31  usc  847 • 

“ACCOUNTING  AND  BUDGET  CLASSIFICATIONS 


“Sec.  106.  The  head  of  each  executive  agency  shall,  in  consultation 
with  the  Director  of  the  Bureau  of  the  Budget,  take  whatever  action 
may  be  necessary  to  achieve,  insofar  as  is  possible,  ( 1 )  consistency  in 
^counting  and  budget  classifications,  (2)  synchronization  between 
accounting  and  budget  classifications  and  organizational  structure, 
and  (3)  support  of  the  budget  justifications  by  information  on 
performance  and  program  costs  by  organizational  units.” 

(b)  Section  113  of  such  Act  (31  U.  S.  C.  66a)  is  amended  by  adding  64  stat.  836. 

at  the  end  thereof  the  following  new  subsection : _ 70  stat.  782. 

“(c)  As  soon  as  practicable  after  the  date  of  enactment  of  this  sub-  70  stat.  783. 
section,  the  head  of  each  executive  agency  shall,  in  accordance  with 
principles  and  standards  prescribed  by  the  Comptroller  General, 
cause  the  accounts  of  such  agency  to  be  maintained  on  an  accrual 
basis  to  show  the  resources,  liabilities,  and  costs  of  operations  of  such 
agency  with  a  view  to  facilitating  the  preparation  of  cost -based  budgets 
as  required  by  section  216  of  the  Budget  and  Accounting  Act,  1921, 
as  amended.  The  accounting  system  required  by  this  subsection  shall 
include  adequate  monetary  property  accounting  records  as  an  integral 
part  of  the  system.” 

(c)  Section  118  of  such  Act  is  amended  by  inserting  “113  (c)”  after  64  stat.  837. 

the  words  “section  111”.  31  usc  65a* 
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Pub.  Law  863 

All  70  Stat.  783. 

SIMPLIFICATION  OF  SYSTEM  FOR  SUBDIVIDING  FUNDS 

Sec.  3.  Section  3679  (g),  Revised  Statutes,  as  amended  (31  U.  S.  C. 
665  (g) ) ,  is  further  amended  by  adding  at  the  end  thereof  the  following 
sentence:  “In  order  to  have  a  simplified  system  for  the  administrative 
subdivision  of  appropriations  or  funds,  each  agency  shall  work  toward 
the  objective  of  financing  each  operating  unit,  at  the  highest  practical 
level,  from  not  more  than  one  administrative  subdivision  for  each 
appropriation  or  fund  affecting  such  unit.” 

Approved  August  1,  1956. 


